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TAX EVASION AND AVOIDANCE

THURSDAY, JUNE 17, 1037

Joint ComMiTTEE ON Tax EvasioN AND AvVOIDANCE,
Washkington, D, .

The joint committee met in the hearing room of the Committee on
Ways and Means in the New House Office Building at 10 a. m., Hon,
Robert L. Doughton presiding. ) ,

The Cuamrman. The committee will be in order. Visitors will
please take their seats. . i . .

In order that there may be no misunderstanding or misquoting of
what I, as chairman of the joint committee, have to say in my pre-
liminary statement, I have reduced it to writing.

The Joint Committee on Tax Evasion and Avoidance, created
pursuant to Public Resolution 40, Seventy-fifth Congress, first ses-
sion, meets this morning, in accordance with the action taken by
the committee, at a meeting held on June 15, to start hearings on
- the methods of tax evasion and avoidance disclosed in the message
of the President to the Congress on June 1, and also other methods
that may be disclosed. :

As chairman of the joint committee, and in behalf of its members,
I feel justified in saying that it will be our purpose to do every-
thing reasonable to unearth the various devices and subterfuges em-
ployed by tax dodgers, and to prevent as far as pos-ible the further
use of such schemes by recommending and seeking the enactment of
remedial legislation wherever found necessary,

In carrying out this purpose, I feel that it should be our sincere
desire to afford to honest taxpayers freedom from unjust criticism
and embarrassment and to assure them that they will not be sub-
jected to inquisitorial persecution. We should be just as anxious to
protect the reputation of honest taxpayers as we are diligent in
discovering and exposing those who attempt to evade, or do evade,
the payment of taxes that the law contemplates they should pay.
Only those who have employed flagrant tax dodging methods need
be uneasy with respect to the purpose and effect of this investigation
and the publicity that may result therefrom.,

I also desire to state that all persons whose names may be disclosed
in the proceedings will be given the fullest opportunity to be heard
on their own behalf,

Senator Harrison, have you any preliminary statement you would
like to make?

Senator HarrisoN, No; except that I am sure that the other mem-
bers agree with the statement of the chairman,

The Cramman, The first thing we will ask to be inserted in the
proceedings, in the hearings, unless some member desires it to be

1



2 TAX EVASION AND AVOIDANCE

read, is the message of the President of the United States. on which
these hearings are based.

(The document referred to is as follows:)
{H. Doc. No. 260, 76th Cong., 1at sess.]
Tax EvasioNs AND EvaDers

To the Congress of the United States:

A condition has been developing during the past few months so serlous
t(l)) thtol tNatlon that the Congress and the people are entitled to information
about it.

The Secretary of the Treasury has given me a report of a preliminary study
of income-tax returns for the calendar year 1936, This report reveals efforts
at avoidance and evasion of tax liability so widespread and so amazing both
in their boldness and their ingenuity that further action without delay seems
imperative.

We face a challenge to the power of the Government to collect, uniformly,
éalrly. and without discrimination, taxes based on statutes adopted by the

ongress,

Mr. Justice Holmes said, “Taxes are what we pay for civilized society.”
Too many individuals, however, want the civilization at a discount.
~ Methods of escape or intended escape from tax liability are many. Sowme
are instances of avoldance which appear to have the color of legality; others
are on the horderline of legality; others are plainly contrary even to the
letter of the law,

All are alike in that they are definitely contrary to the spirit of the law. All
are nlike in that they represent a determined effort on the part of those who
use them to dodge the payment of taxes which Congress based on ability to pay.
All are alike in that fallure to pay results in shifting the tax load to the shoul-
ders of others less able to pay, and in mulcting the Treasury of the Govern- '
ment’s Just due,

I commend to your attention the following letter from the Secretary of the
Treasury

THE SECKRETARY oF THE TREASURY,
Washington, May 29, 1937.
The PRESIDENT,
The White House,

My DrAR MR, PRESIDENT: A8 you know, the Treasury was surprised and dis-
turbed by the failure of the receipts from the income tax on March 15 to
measure up to the Budget estimates, Therefore, we undertook an immediate
investigation. Only a preliminary report can be made at this time, because
the complete investigation covering all the income-tax returns filed will require
the halance of this year. IFurthermore, since many of the returns of large
manufacturing corporations have not yet been filed, the present report is con-
fined almost wholly to data disclosed by the individual tax returns,

Rut even this preliminary report discloses conditions so serlous that imme-
diate notion 18 ealled for, More than the nsual examination and aundit by the
Treasury 18 needed, It scoms clear that if tax evasion and tax avoldance can
be promptly stopped through legislation and regulations resulting from a speclal
investigation a very large portion of the deficloncy in revenues will bo restored
to the Treasury.

1 herewith enumerate some of the prineipnl devices now being employed by
taxpayers with large incomes for the purpose of defenting the income taxes
which would normally be payable by them. As we continue our preliminary
exnmination other devices are being disclosed.

1, THE DEVICE OF EVADING TAXES BY SETTING UP FOREIUN PERSONAL HOLDING CORPO~
RATIONS IN THE BAHAMAH, PANAMA, NEWFOUNDLAND, AND OTHER PLACES \WHERE
TAXES ARE LOW AND CORPORATION LAWS LAX

~Amerfeans have formed (4 such companies In the Bahamas alono in 1035 and
1086, nud 22 more were organized by Amerieans in the Balinmas during the past
2 months., Panama and Newfoundland scem to he even more fertile torritory,
stuce thelr corporation laws make it more difMenlt to aseertain who the actual
atockholders are, Moreover, the stockholders have vesorted to all manner of
devices to prevent the nequisition of formatlon regarding thelr compantes,
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The companies are frequently organized through foreign lawyers, with dummy
incorporators and dummy directors, so that the names of the real parties in
interest do not appear.

One American citizen with a $3,000,000 Bahamas corporation has apparently
attempted to prevent the Bureau of Internal Revenue from catching up with
him by filing his individual tax returns in successive years from towns in New
Brunswick, British Columbia, and Jamaica.

Another individual belicves that he has been so successful in removing his
assets from the United States to the Bahamas that he is defying the Treasury
to collect a tax upon a $250,000 fee he has received; and by way of insuilt, he
has offered to compromise his admitted tax liability of $33,000 for past years
by a payment of $1,700.

Still another individual showed a large net loss on his personal return for
1936. In considerable part the loss was due to the large deduction he claims
for interest on a loan made to him by his personal holding company. But the
man in question is no object of charity, for his personal holding company,
organized in Canada, had an income of over $1,500,000 from American dividends
in 1936, though it has not yet filed a return,

Perhaps the most flagrant case of this character is that of a retired American
Army officer with a large income from valuable American securities which
he desires to sell at a very large profit, To escape our income- and inheritance-
tax laws, he used the device of becoming a naturalized Canadian citizen, and 6
days later organized four Bnhamas corporatious to hold his securities, He and
his lawyers apparently think that he can now sell his securities free from any
taxes on his profits, since there are no income taxes in the Bahamas, and that
he has adroitly escaped Amerlcan taxes,

2. THE DEVICE OF FORPIGN INSURANCE COMPANIES

Two New York insurance agents have caused the organization of insurance
companies in the Bahamas with a view to enabling taxpayers to secure spurious
deductions for interest through an ingenlous scheme for the fssuance of life-
insurance policies, Americans who went into the scheme purported to pay a
large single premium for thefr policles, but immedintely borrowed back prac-
tically the entire sum. Under the plan the so-called policyholders sought to
obtain a large deduction for interest on this loan, although the fact was that
no interest was really paid. By this means five prominent Americans sought
to evade nearly $550,000 in income taxes in the years 1032 to 1086, This
fraud was discovered by the Treasury's investigators and all of the taxpayers
have now submitted offers to pay the full amount of taxes evaded, plus interest,
Until our investigation is completed we do not know how many similar com-
panies may have been organized in other countries, and utilized by our citizens;
nor lgo tvlve yet kuow whether this newly invented type of fraud has other
ramifications,

8. THE DEVICE OF DOMESTIO PERSONAL HOLDING COMPANIES

The rates of tax applicable to personal holding companies were reduced in
1036 at the time of the enactment of the undistributive profits tax, It was
belleved at that time that the combined rates of the two taxes would be
sufficlent to insure the distribution of the entire incomes of these companies,
and the consequent imposition of surtaxes upon their owners, This expectation
has not been realized,

Thus, the single stockholdor of one large personal holding company saved
?hrllslelt $322,000 by causing his company to distribute nono of its income
o him, -

In another case, a man and his wife saved $701,000 through the use of
personal holding companies in 1036,

In a third case, the personal holding compeny reported over $500,000 of
net income but the total taxes pald by the two stockholdors, husband and
wife, were less than $60,000, due principally to credits for paymonts on indebt-
cdness the holding company prudently incurred in accumulating propertics
for its owners. If the personal holding company had not been in existence,
the stockholders would havo paid over $200,000 additional income taxes.

Another favorite device is to organize a considerable number of personal
holding companies, not only for the sake of reducing the tax, but of increasing
the Treasury's difticulties in auwditing transactions between companles, At
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last accounts one man had caused to be set up some 06 companies scattered all
over the country, Two other individuals weve utilizing 23 personal holding
companties.

4, THE DEVICRE OF INOORPORATING YACHTS AND COUNTRY ESTATES

Many wealthy taxpayers today are dodging the express provisions of the
law denying deductions for personal expenses by incorporating their yachts
or their country estates, turning over to the yacht or to the estate securities
yielding an income just sufficient to pay the entire expenses of operation.
gtimdreds of thousands of dollars in income taxes are annually avoided in

8 way.

Thus, one man's yacht is owned by his personal holding company, along
with $3,000,000 in securities. He rents the yacht.from his company for a
sum far less than the cost of upkeep, and the company uses its income from
.the securities to pay the wages of the captain and crew, the expenses of
:operating the yacht, and an annual depreciation allowance. None of thess
items would be deductible if this individual owned the yacht personally.

A great many wealthy taxpayers are utilizing a similar arrangement for
the operation of their country places and town houses.

One man has placed his $5,000,000 city residence in such a corporation,
another his racing stable whose losses last year were nearly $200,000. The
tax savings he thus sought to obtain through the use of the holding company
were $140,000.

One wealthy woman has improved on the general plan of evasion by causing
her personal holding company, which owns her country place, to employ her
husband at a salary to manage it. She can thereby supply him with pocket

ln‘:onoy, and in effect claims a tax deduction for the expense of maintaining
m,

5. THE DEVIOE OF ARTIFIOTAT. DEDUCTIONS FOR INTEREST, LOSSES, HTC.

Taxpayers are sceking greatly to reduce their personal income taxes by
claiming deductions for interest on loans to them by thelr personal holding
companies, or on loans to them by thelr family trusts, These transactions
normally have no business purpose, but are merely an artificinl means of
shifting income from one member of the family subject to high surtax rates
to another member of the family subject to lower rates,

Thus, one woman claims a large annnal deduction for Interest on a loan
made to her by her husband as trustee of a trust which she created for their
children, The mother thereby secks to sccure a deduction for her contribution
to the children's support, and since the truat is revocable by her hushand, the
parents still have the desired control over the property and its income.

In the same category are losses dedueted by taxpayers who clahm that their
racing stables or hobby farms were operated for profit, even though a proflt
is never realized, Thus, n prominent manufacturer seeks a deduetion of over
$126,000 agninst his income from his business, on account of his losses in oper:
ating a chicken farm,

6. THE DEVICE OF THY CREATION OF MULTIPLE TRUSTS FOR RELATIVES AND DEPENDENTS

Splitting income two ways, between hushand and wife, reduces income taxes
and leaves the family income intact, Splitting the family income many ways
by means of many trusts, all for the same bheneflelaries, may effect a much
greater saving, while leaving the money actually in the same hands, For the
creator of the trust often constitutes himself ev his wife as trustee, and thus
retaing full control over the investment and disposition of the fund itself and
of its income,

One thrifty taxpayer has formed 64 trusts for the benefit of four members
of his immedlate family, and thereby clajims to have saved them over $485,000
in 1 year in taxes,

Another thrifty pair have constituted 40 trusts for thelr relatives, and a
prominent lawyer and his wife utilize 13 trusts for the same purpose, The
first pair maintaing numbered brokerage accounts, and only at the end of the
year are the benefielal ownors {dontifiecd. In this way innumerable transac-
tlons are carrled on, often between accounts, which do not actually affect the

heneflelal interests of their owners, but which are designed solely to reduce
tax lability,
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7. THE DEVICE OF HUSBAND AND WIFE OR FATIIER AND CHILDREN PARTNERSHIPS

The purpose of thesce partnerships, ke the multiple trusts, is to split the
family income artificially into two parts; or, if the children are taken in, into
still smaller fractions,

There are many instances of this kind; but to illustrate the point, it is
suflicient to efte the case of a New York brokerage firm which late in 1935
admitted into partnership the four minor children—two boys and two girls—
of one of the partners, The tax saving he sought thereby in 1936 amounted to
over $50,000,

8, THE DEVICE OF PENSION TRUSTS

For 10 years the revenue acts have sought to encourage pension trusts for
aged employees by providing corporations with a special deduction on account
of contributions thereto, and exempting the trust itself from tax. Recently this
exemption has been twisted into a means of tax avoldance by the creation of
pension trusts which include as beneficiarles only small groups of officers and
direetors who are in the high income brackets. In this fashion high-salaried
oftficers seck to provide themselves with generous retiring allowances, while
nt the same time the corporation claims a deduction therefor, in the hope that
the fund may accumulate income free fromn tax,

Thus, in one case $43,000 is annually approprinted by the corporation to a
pension trust for the beneflt of its two chief owners, One of the coowners
will retivre at the age of 65 with n monthly pension of $1,725, and the other
will retire at 60 with a menthly pension of $1,425,

These eight types of tax avoldance are sufficlent to show that there I8 a
well-defined purpose and practice on the part of some taxpayers to defeat the
Intent of Congress to tax incomes in accordance with abllity to pay. In some
cases, the Bureau of Internnl Revenue under existing Inw ean establish a la-
bility or, indced, proceed on the ground of fraud; but many of these cases
fall in the eategory of a legal thongh highly immoral avoidance of the intent of
the law. It seems, therefore, that legislation should be passed at this session
of the Congress in order to climinate those loopholes which our preliminary
Investigntion has proved; and that us a result of the further fuvestigation this
summer and nufumn the next session of the Congress should finally close any
further loopholes which may be digcovered, ‘

In addition to these cases of moral frand, there are three other major in.
stances in which the law itself permits individuals and corporations to avoid
their equitable share of the tax burden,

1. PERCENTAGE DEPIETION

This 1s perhiaps the most glaring loophole in our present revenue law. Since
1028 large ofl and mining cormorations have heen entitled to deduet from 0§
to 274 percent of thelr gross income as an allowance for the depletion of their
mines or wells, and the deduction may be taken even though the cost of the
property has been completely recovered, Thus, in 1936, one mining company
deducted nearly 83,000,000 under this provision, although it had alrendy com-
pletely recovered the cost of its property.

The amount of the deduction was a sheer gift from the United States to this
taxpayer and its stockholders, and the revenwe that we lost thereby was
$818,000. Similar annual losses of revenue in the cases of a fow other typleal
companies are $584,000, $057,000, §512,000, $272,000, $207,000, $202,000, and
$152,000. The estimated annunl loss of revenuo due to this source alone is about
$76,000,000. I recommended in 1033 that this provision be eliminated, but nothing
was done at that time; and it has since remained unchanged.

2. THE DIVISION OF INCOME BETWEEN HURBAND AND WIFE IN TIF EIGHT COMMUNITY~
PROPERTY BTATER

This {8 another major cause of revenue loss, which {8 unjustifiable beeause
obtained at the expense of taxpayers in the 40 States which do not have com-
munity-property laws, A New York resident with n salary of $100,000 pnys
about $32.825 ¥ederal income tax; a Californian with the samo salary may cause
one-halZ to he reported by his wife and the Federal income taxes payable by
tho two will be only 818,626, The total loss of revenue due to this unjustifiable
diserimination against the residents of 40 States runs into the milllons,

b e Bt AR it P S s =
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3, TAXATION OF NONRESIUENT ALIENS

The 1036 act eliminated the requirement that a nonresident alien (without
United States office or business) should flle a return; fixed the withholding
rate for individuals at 10 percent; and freed the nonresident alien from taxa-
tion on American capital gains. Since the total Federal tax upon a citizen or
resident amounts to 10 percent of his total net income at about $25,00¢ (in the
case of a married individual with no dependents), the withholding rate has
proved in practice to be too low as applied to wenlthy nonresident alien in-
dividuals. There are a number of cases of nonresident aliens with large in-
comes from American trusts or with large American investments whose taxes
have been cut to one-third or one-fifth of what they paid under the prior act,

Thus, one American woman who married an Englishman had an income
from this country in 19356 of nearly $300,000. Her tax for 1936 will, therefore,
be approximately $30,000 as against over $160,000 under the prior law.

Another American woman who married a Frenchman has an income of over
$150,000 from American trusts on which she paid a tax of about $55,000 in
1035, Her tax is reduced to about $15,000 by the 1036 law. Although the
tightening of the withholding provisions in 1036 will tend to insure more revenue
from nonresident aliens in the lower-income brackets, the present taxing pro-
visions are not satisfactory as applied to nonresident aliens with incomes in the
bigher brackets.

The problem of tax avoldance is8 not new. The Congress devoted particular
attention to it in 1083 and 1934, and by legislation effectively put a stop to many
evarive devices discovered then as having been in yse, The practices outlined
above can and should be stopped in the same way,

In conclusion, T have two observations to make from the evidence before
me, In the first place, the instances I have given nbove are disclosed by a
quick check of comparatively few individual returns. As I have sald before,
most of the large corporation returns have not yet heen flled, The general
audit of 1936 returns is just beginning. Nevertheless, it is likely that the cases
I have digested.above are symptomatic of a large number of others, which will
be disclosed by the usual careful audit.

In the second place, the ordinary salaried man and the small merchant does
not resort to these or similar devices, The great bulk of our 5,0,000 returns
are hovestly made. Legnlized avoldance or evasion by the so-called leaders of
the Lasiness community is not only demoralizing to the revenues; it is de-
inoralizing to those who practice it as well, It throws an additional burden
of taxation upon the other members of the community who are less able to bhear
it, and who are already cheerfully bearing their fair shave. The success of onr
revenue system depends equally upon fair administration by the Treasury, and
upon completely honest returns by the taxpayer,

The disclosures are 8o serious that I recommend that authority be given to
the Treasury Department with an adequate appropriation in order that a com-
plete and imuwediate investigation may be conducted. The cost of such an investi-
gation will be returned many times over to the Treasury of the United States,

Faithtully,
HENRY MORGENTHAU, Jr,

A feeling of fudignation on reading this letter will, I am confldent, he yours,
as it {s mine,

What the facts set forth mean to me is that we have reached another major
difficulty in the maintenance of the normal processes of our Government.
We are trying harder than ever before to relieve suffering and want, to pro-
tect the weak, to curb avarice, to prevent hooms and depressions, and to
balance the Budgex., Taxation necessary to these ends is the foundation of
~ nound governmental finance, When our legitimate revenues are attacked, the

whole structure of our Government is attacked, “Clever little schemes" are not
admirable when thoy undermine the foundations of soclety.

The three great branches of the Government have a joint concern in this
situation. First, it s the duty of the Congress to remove new loopholes devised
by attorneys for clients willing to tnke an unethical advantage of socioty
and their own Government, Second, it is the duty of the oxecutive branch of
the Government to collect taxes, to investigate fully all questionable cases, to
prosecute where wrong has been done, and to make recommendations for closing
loopholes. Third, it 18 the duty of the courts to give full consideration to the
intent of the Congress in passing tax laws, and to glve full consideration to all
evidence which polnts to an objective of ovasion on the part of the taxpayer,
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‘Very definitely, the issue immediately before us is the single one relating to
the evasion or unethical avoldance of existing laws. That should be kept
clearly in mind by the Congress and the public. Already efforts to befog this
issue appear. Already certain newspaper publishers are seeking to make it
appear, first, that if an individual can devise unanticipated methods to avoid
taxes which the Congress intended him to pay, he is doing nothing unpatriotic
or unethical; and, second, that because certnin individuals do not approve of
high income-tax brackets, or the undistributed earnings tax, or the capitul
gains tax, the first duty of the Congress should be the repeal or reduction of
those taxes. In other words, not one hut many red herrings are in preparation,

But it seems to me that the flrst duty of the Congress is to empower the Gov-
ernment to stop these evil practices, and that legislation to this end should not
bebt‘zionfused with legislation !9 revise tax schedules. That is a wholly different
subject,

In regard to that subject, I have nlready suggested to the Congress that at
this gession there should be no new taxes and no changes of rates. And I have
indicated to the Congress that the Treasury will be prepared by next November
to present to the appropriate committees information on the basis of which the
Congress may, If it chooses, undertake revisions of the tax structure.

The long-term problem of tax policy 18 wholly separate from the immediate
problem of glaring evasion and avoldance of existing law.

In this immediate problem the decency of American morals is involved,

The example of successful tax dodging by a minority of very rich individuals
breeds efforts by other lpeoplo to dodge other laws as well as tax laws,

It 18 also a matter of deep regrot to know that lawyers of high standing at
the kar not only have advised and are advising their clients to utilize tax-
avoldance devices, but are actively using these devices in their own personal
affairs. We hear too often from lawyers, as well as from their cllents, the
rentiment, “It is all right to do it if you can get away with it

I am confldent that the Congress will wish to ennct leglslation at this session
speolglcnlly and exclusively aimed at making the present tax structure evasion
proof. .

I am confident also that the Congress will give to the Treasury all authority
necessary to expand and complete the present preliminary investigation, includ-
ing, of course, full nuthority to summon witnesses and compel their testimony.
The ramifleations and the geographicnl scopoe of a complete investigation make
1t necessary to utilize every power of Government which can contribute to the

end desired,
FRANKLIN D. ROOSEVELT,
THE WHITE Housy, Junc 1, 1937,

The CuamrmaN. Next we will insert the public resolution under
which we are acting today.
(The document referred to is as follows:)

[Punuro RESOLUTION—NO, 407811 CONGRESE]
(Chapter 816, 1xt Session)

(8. J. Res, 1065)
JOINT RESOLUTION To create a Jolﬁt Congresafonal Committee on Tax Evasion and
voldance

Resolved by the Senate and House of Representatives of the Unfted States
of Amorica in Oongress assembdled, That (a) there is hereby established a
oint congressional committce to ho known as the Joint Committec on Tax

vasion and Avoldance (hereinafter referred to as the joint committee).

(b) The joint committee shall be composed of six Membors of the Senate
who are members of the Committee on Finance, appointed by the President of
the Sennte, and six Members of the Iouse of Represontatives who are members
of the Committee on Ways and Means, appointed by the Speaker of the House
of Representatives. A vacancy in the joint committee shall not affect the
power of the remalning members to exeeute the functions of the joiut com-
mittee, and shall be filled in the xnme manner ag the original selection,

Sre, 2. Tt shall ho the duty of the joint committee to Investigate the moethods
of evaston and avoldance of income, estate, and gift taxes, pointed out In the
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message of the President transmitted to Congress on June 1, 1937, and other
methods of tax evasion and avoidance, and to report to the Senate and the
House, at the earliest practicable date, and from time to time thereafter, but
not later than February 1, 1038, its recommendations as to remedies for the
evils disclosed by such investigation.

SE0. 3. (a) The joint committee, or any subcommittee thereof, shall have
power to hold hearings and to sit and act at such places and times, to require
by subpena or otherwise the attendance of such witnesses and the production
of such books, papers, and documents, to administer such oaths, to take such
testimony, to have suca printing and binding done, and to make such expendi-
tures, as it deems advisable., Subpenas shall be issued under the signature of
the chairman of sald joint committee, and shall be served by any person desig-
nated by him. Amounts appropriated for the expenses of the joint committee
shall be disbursed one-half by the Secretary of the Senate and one-half by the
Clerk of the House. The provisions of sections 101 and 102 of the Revised
Statutes shall apply in case of any failure of any witness to comply with any
subpena, or to testify when summoned, under authority of this joint resolution.

(b) (1) The Sceretary of the Treasury and any officer or cmployee of the
Treasury Department, upon request from the joint committee, shall furnish
such committee (at a public hearing or otherwise, as the joiut committee or a
subcommittee thercof consisting of two or more members, may determine)
with any date of any character contained in or shown by any return of income,
estate, or gift tax. ‘

(2) The joint committee shall have the right, acting directly as a committee,
or by or through such examiners or agents as it may designate or appoint, to
inspeet any or all such returns at such times and in such manner as it may
determine,

(8) The jJoiut commitice shall have the right to submit any relovant or useful
information thus obtained to the Senate and the House of Representatives, and
shall submit such information to the Committee on Ways and Mcans and the
Conmmittee on Finance, The Committee on Ways and Means or the Committee
on Finance may submit such information to the House or to the Scnate or to
both the House and the Senate, as the case may be, The joint committee (but
no subcommittee or member of the joint committee) shall have the right to
make publie any such information, in such cases and to such extent as it may
deem advisable, but no such information shall be made public with respeet to
any particular taxpayer unless speelfleally authorized by the joint committee}
but this sentence shall not apply to information made public through the me-
dium of a public hearing as provided in paragraph (1) of this subsection, ’

Skc. 4, The joint committee shall have power to employ and fix the compen-
sation of such officers, experts, and employees as it deeéms necessary for the
performance of its duties, but the compensation so fixed shall not exceed the
compensation fixed under the Classiflecation Act of 1023, as amended, for com-
parable duties, The joint committee i8 nuthorized to utilize the services, in-
formation, facilities, and personn-l of the departments and agenciles in the
executive branch of the Governmen: and of the Joint Committee on Internal
Revenue Taxation.

Skc, 5. The joint committee may authorize any one or more persons to con-
duet any part of such investigation on behalf of the committee, and for such
purpose any person so authorized may hold such hearings, and require by sub-
pena or otherwise the attendance of such witnesses and the production of such
books, papers, and docwments, administer such oaths, and take such testimony,
as the committee may authorize, but nothing in this section shall be construed
g8 authorizing a publie hearing, In any such case subpenas shail he issued
under the sighature of the chairman of the Joint committee and shall be served
by any person designated by him,

Sko, 6. All authority conferred by this joint resolution shall expirs on Feb-
ruary 1, 1988, :

Approved, June 11, 1037,

The Cuarman, We will next insert the lotter from the chairman
to the Secretary of the Treasury, relating to complinnce with the
resolution, .

(The document referred to is as follows:)
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" JuxE 15, 1937,
Hon., HENRY MoORGENTHAU, JY., :

Secretary of the Treasury, Washington, D, C.

My Dear Mg, SECRETARY: On June 15, 1937, the Joint Committee on Tax Iiva-
slon and Avoldance, appointed pursuant to Public Resolution No, 40, Seventy-
fitth Congress, adopted the following motion:

“I move that, pursuant to the authority granted in Public Resolution No. 40
Seventy-fifth Congress, the Secretary of the Treasury be requested, by himself
or by any officer or employee of the Treasury Department whom he may desig-
nate, to furnish this commmittee at public hearings before this committee begin-
ning on June 17, 1937, at 10 a. m,, information (including data of any character,
contained in or shown by any return of income, estate, or gift tnx) relating to
the methods of evasign or avoldance of income, estate, or gift taxes, pointed
out in the message of the President transmitted to Congress on June 1, 1037,
and other methods of tax evasion or avoidance.”

Pursuant to such motion, I hereby, on behalf of the joint committee, respect-
fully request compliance with such motion.
Very sincercly yours,

R. L. DoUGHTON,
Chairman, Joint Committee on Tax Evasion and Avoidance.
The Crzamrman, The first witness this morning will be Hon, Henry
Morgenthau, Jr., Secretary of the Treasury. :

STATEMENT OF HON. HENRY MORGENTHAU, JR., SECRETARY OF
THE TREASURY

The Cuamrman., Mr. Morgenthau, everyone knows the capacity in
which you appear, I presume. Do you prefer to make your main
statement without interruption? ‘

Secretary MorarNtHAU, I would appreciate it.

The Cuamaman, Any questions will be asked after you have con-
cluded your main statement,

Secretary MoroenTHAw, I would appreciate it very much,

.The Cirairman, You will be accorded that privilege.

Secretary Moraentiau. Mr, Chairman and gentlemen of the com-
mittee, the problem of closing loopholes in tax laws is continuing
and ever-present, It is nover settled by any particular legislation,
Tax administration ‘today requires a succession of laws to prevent
the use of ingenious devices which distort the original purpose of
the act and which create what to the average man seems unethical
and unwarranted avoidance of taxes,

This is not the result of activities on the part of any particular
group of persons, Nor is it the result of concerted action on the
part of taxpayers as a whole, It is caused by pressures which come
from deep-seated attitudes in certain quarters toward taxation,
These attitudes and these pressures must be realistically considered
as part of the problem of tax administration. I will describe them
briefly because they furnish the background against which tax admin-
istration must operate, ‘

In the first place, we have developed in this country a group of
ingenious lawyers and accountants who make their living by show-
ing to people who cnn afford to employ them ways by which they may
Kray the least possible taxes. This may be a legitimate business.

overtheless, by virtue of its highly competive character, it brings
about the following situation: The ordinary accepted standard by
which many wealthy tu:({)ayere judgoe the efficiency of the tax attor-
ney is the amount that he can save in taxes, The most ingenious
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attorney, therefore, becomes the most successful and the most sought
after. He feels that his sole duty is toward his client. If he'is hon-
est, he will not condone perjury, but he feels little moral or social
responsibility to the Government. Therefore, if he can invent a new
scheme for circumventing the intent of tax laws, which will be up-
held by the courts, he is well within the ethics of his profession,
regardless of the unfortunate effect that such a scheme will have
upon the general application of such laws,

We have now a bar of registered attorneys and tax accountants
numbering approximately 45,000, Against them are pitted some
2,800 field agents actively engaged in tax investigations for the Gov-
ernment. e contest i3, of course, unequal. The fees of the tax
lawyer exceed by thousands of percent the pay of his opponent
employed by the Government. In this manner the most resourceful;
brains of the legal world are engaged actively in trying to avoid taxes
for their clients. Among these are men who received their early
training from the Government, and who use the skill they acquired
in that service against the younger men who take their places. The
Government then becomes a training school for many of its op-
ponents,

I am not attaching any blame to anyone in particular for this sit-
uation. T am only pointing out that it exists and that it is one of
the reasons requiring continual revision of the tax laws.

A second factor which creates the problem which now confronts
us is the fact that tax avoidance, as opposed to tax evasion, is con-
sidered by many a legitimate and honorable aim. Where private ob-
ligations are concerned, the same people who now hire ingenious
attorneys to cut down their taxes would scorn to use the same subtle
devices in avoiding payments to their creditors. Here again T am
simply calling attention to an existing attitude. The ethics of tax
avoidance have grown up out of a variety of circumstances, and the
problem is not solved by blaming anyone. It is only important. to
recognize those ethics as an existing fact, because they are a very im-
portant element in the problem which faces the Treasury.

I hope that in the future an atmosphere may be created in which
men will hesitate to use ingenious devices to avoid the payment of
taxes. Nevertheless, that happens to be the present attitude of some
persons toward payment to the Government. o

~ A third factor in the situation is the difficulty of distinguishing,
at least before a case is tried, between tax avoidance which is sup-
vosed to be proper, and tax evasion which is supposed to be immoral.
!( will not attempt to define these terms. So hazy is the line between
tax evasion and tax avoidance that it is always possible to classify
any complicated scheme as tax avoidance, so long as there is no
absolute certainty that it will be adjudged invalid at the end of long
litigation, . .

'lghese attitudes have created what might be called the sporting
theory of tax administration. So long as these attitudes ~xist, the

rocess of tax legislation will be somewhat as follows: A law will

assed ; ingenious devices for circumventing its application to in-
dividuals wilFbe tried out. This will take time, Finally, when suffi-
cient of those devices have become current so that a great loss in
governmental revenue begins to appear, legislation will have to be
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drafted specifically directed at the new tax-avoidance inventions
which have appeared since the last law.

Today, because of the variety of devices to avoid taxes, the situ-
ation calls for remedial legislation. That this is a recurring situa-
tion is illustrated by the tax history of the last few years. Prior
to 1984, the provisions permitting deductions for losses resulting
from stock sales had become one of the largest loopholes in our
tax administration. Ingenious use of these deduction provisions
permitted individuals to establish losses by exchanging stocks with
each other and calling the transaction a sale. However, it was the
kind of a sale which would never have taken place had it not been
for the desire to avoid taxes. That loophole was plugged in 1934.
Since that date new devices of even greater complexity and ingenuity
have been developed, imitated, and copied, until they are now in
ve{tg' general use. As is usual in such cases, it takes time before
sufficient interest is created to demand reform. For example, in
1935, 2 years ago, under my instructions, Mr. Robert H. Jackson
called to the attention of the Committee on Finance many of the
methods of tax evasion which are now the subject. of this inquiry.
The use of those devices was then a less serious obstruction to the
collection of revenue and nothing was done about them. Resort to
them has now increased to such an extent that some reform is
imperative,

f course, the attitudes which create this continuous task of cir-
cumventing new tax-avoidance devices cannot be legislated away.
The immediate objective in the present emergency is practical tax
legislation, Nevertheless, I am hopeful that the continued publicity
which hearings of this sort give with respect to the game of tax
avoidance may help to create an atmosphere in which men will hesi-
tate to use these artificial devices to avoid the payment of taxes,
just as today they hesitate to use such devices to escape the pnyment
of private debts. The great body of citizens already display the
samo attitude toward their obligations to the Government that they
display toward their private obligations. An examination of their
returns year after year discloses no attempts to push the letter of
the law to its limit, and no use of corporate forms or other elaborate
subterfuges for the sole purpose of avoiding their normal tax burden.
Perhaps continued publicity given to the more fantastic methods of
tax avoidance now considered legitimate may make such an attitude
more nearly universal. This may be an important byproduct of
public hearings on current tax devices.

I will therefore attempt briefly to describe the general character
of some of the methods now in use in terms which the average tax-

ayer may understand. One characteristic runs through all of them.

t is the creation of a multi{)le personality in the taxpayer. By this
device he ceases to be a single individual and becomes a whole group
of people, some of whom are earning money while others are los-
ing it. He divides himself into several people, sometimes incor-
porated and sometimes not. He purports to carry on business trans-
actions with his family at arm’s length. Often he convinces himself
that these separate people actually exist. Each one of these imagi-
nary individuals into which the taxpaver divides himself deals and
trades with all the other imaginary individuals,
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The total result is a series of losses which would not have been
deductible for tax purposes had the taxpayer remiined a single per-
sonality. The different methods by which the parts of this multiple
personality deal with each other are varied and intricate. We will
attempt to classify them later, They are, however, of this general
character. A taxpayer creates a separate personality to engagc in
an activity which is a hobby or a luxury or an ordinary living ex-
pense or even a method of investing funds, He then charges the
expenses and the losses of such activity against himself, Thus, he
is able to pay interest to himself, to charge himself for vacations
and pleasures, to give himself pensions, to be his own insurance
company, and so on. These transactions partake of the same un-
real character as if a small taxpayer incorporated “is household
kitchen as a restaurant and deducted the expensos and losses from
his taxable income because he had so few customers,

Practically all of the devices which we will cite later would look
absurd if applied to persons of small incomes whose activities were
necessarily more restricted. They are important as tax-dodging
devices only for the very rich., Not only do they look absurd when
applied to the small taxpayer, but they nre also too expensive to be
useful unless large sums are involved.

The analogies which are used to support these devices are found
in the corporate structure by which business in this country is
conducted. The distinguishing feature, however, between the corpo-
ration used for a business purpose and the corporation used for a tax-
avoidance purpose is the fact that in the latter case were it not for
the tax lnws no such corporations would have been formed.

The use of the corporate device in order to split n single man into
ai number of personalities is often extraordinarily intricate. How-
ever, of late some tax attorneys have felt that it was not necessary
to go to so much trouble. They have in effect split individuals up
into different persons without bothering to incorporate. A rich man
runs a racing stable as & hobby. He calls himsalf a horse-breeder
and in this character loses money very heavily indeed. He never
makes a financial success as a horge breeder because racing demands
too much luxury on his farm. This raises his expenses, He then
charges off the loss on his racing stable agninst his income.

No small taxpayer would think of calling himself a golf in-
structor and then charge the expense of his golf game against_his
income because he had no pupils. However, we find an individual
who in_one capacity charters a pleasure yacht to himself at a loss
and deducts it from his income because, though as a businessman he
is successful, as a professional yachtsman he is a heavy loser.

These instances are not yet as frequent as the use of the compli-
cated corporate personality, which is hardor to sce through. Never-
theless, unless legislative action is soon taken, such pleasant methods
of taking vacations and getting rid of taxes at the same time will
be limited and constitute a serious threat to the revenue,

Most of these people have talked themselves into believing that
the methods which they use are socially legitimate. They profess
complete personal irresponsibility, contending that if their methods
are wrong it is the duty of the {ax administration to ferret them
out and to conduct long and_expensive litigation in order to deter-
mine their validity. The individual believes that he is morally en-
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titled to take the sporting chance and that he lius nothing to lose
and everything to ﬁain by taking it. _ )

The device of the multiple personality of the single taxpayer is
of course not the only loophole which requires immediate attention,
The Under Secretary of the Treasury, Mr. Roswell Magill, who will
follow me, will undertake to classify the principal ones for you in
detail. I will only summarize the principal schemes which are being
devized, copied, and imitated today. They may be divided roughly
into three classes: .

- First, there is the device which I have just described of making the
tai‘ipuyer a multiple personality whose characters deal with each
other, :

Second, there is o variation on that device by which the taxpayer
deals with his family at arm’s len%th and creates taxable losses out
of the performance of personal obligations which he owes to them,
He tokes his wifo into partnership with him. He splits his income
between himself and his children instead of maintaining them,

The third device is one where the individual doing business in
this country makes it appear by a series of corporate personalities
which he controls that he is actually doing business abroad in some
country where he cannot be taxed. In other words, transfers of title
which might result in taxable income are made to appear to have
occurred outside of the United States,

We do not know how extensively this latter device is being used.
We do know that within the last 2 years 585 foreign corporations
have been formed which probably represent business interests in
Americn, 'We do not know how many have been used for tax-
avoidance purposes, but we do know that somo have been so used.
We believe, howoever, that the use of this dovice is spreading, It is
most important that its {;rowth be stopped before vested iterests
grise which make it a still more difficult problem to deal with in the

uture.

For these reasons I believe that the use of the multiple personality
by the taxpuyor has now reached the stage where Congress should
consider corrective legislation., The process of fighting 1n the conrts
all the different schemes which may be woven around this concept
is too slow for efficient tax administration. We intend to give ex-
amples of n large number of cases, not all of which would be upheld
hy the courts but many of which are sufficiently plausible so that
they can delay and hinder tax collection. It is the history of tax
litigation that it takes years to finally outlaw a tax avoidance device,
once it gets a foothold among tax attorneys. In the meanwhile
the Government revenue is impaired in two ways: First, by the
actual loss of revenue in specific cases; and second, by the exi)endh
g;urg_ of the time and energy of the tax-enforcing agencies in lit-
igation,

It is true that many of the devices which we have referred to are
being limited and restricted by the courts. Nevertholess, the situa-
tion 1s sufficiently confused so that a great denl of litigation is re-
quired because ench case deals with only the particular facts involved
and distinctions in intricate situations can always be made.

And what effect has the increasing use of these devices on rev-
cnues? That, of course, cannot be exactly determined. Nevertheless,

5703 7—pt, Lomem?
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it is a substantial factor which is cumulative in effect, just as the
‘influence of a continued course.of sharp practices in bankruptcy
cases tends to reduce the total dividends to creditors, The nearest
estimate which we can make of the loss in revenues caused by such
practices in the tax field has been arrived at in the following way :

As you know, each November the Treasury Department is required
to make an estimate of the revenue of the Federal Government for
the balance of the current fiscal year ending on the following June
30. I need hardly say that the problem of estimating the revenue
is an exceedingly complicated one; and that some margin of error in
the annual estimates, resting as tiney do upon forecasts of business
conditions, prices, and a host of other factors, is inevitable. I take
great satisfaction in the accuracy of the revenue forecasts made
since I assumed the responsibilities of the office of Secretary of the
Treasury. The first estimate of income-tax receipts made under my
supervision wag for the fiscal year 1938, Actual receipts for that

ear proved to be 4.0 percent greater than my estimate, In the fol-
owing fiscal year, 1986, actual receipts were only 1.5 percent under
my estimate for that year. For the fiscal year 1937, the Treasury
Department employed the same methods and the same personnel in
making the revenue estimates as had been employed in the two pre-
ceding years, When, therefore, the March 15 income-tax collections
indicated that total income tax receipts for the fiscal year 1937 might
be as much as 10.4 percent below the estimate made last November,
I became concerned.

I realized fully, as I am sure you do, that all the care in the world
could not always prevent a substantial error from entering into our
revenue estimates, for, as I have already said, these estimates depend
upon forecasts of the future; and the capacity is not given to mere
human beings to foretell the future with accuracy. I was aware also
that iy predecessors in the Treasury Department had overestimated
the Government’s income-tax receipts in the 8 years 1031, 1932, and
1033, by 16.1 percent, 7.8 percent and 18,3 percent, respectively.

Nevertheless, I decided to investigate the details, so far as.possible,
of our March 1987 income-tax collections, This investigation dis-
closed the following very significant fact:

Collections in certain areas where there is a considerable concen-
tration of wealth and income had not increased by as large a per-
celntitge as had the total income-tax receipts for the country as a
whole,

In connection with this fact it is particularly important to note
that dividends represent a larger percentage of the net income of
people with large incomes than they do for people with small in.
comes, We knew that dividend disbursements by corporations dur-
ing the calendar year 1936 had increased materially over those of the
preceding calendar year,

It seemed reasonable to suppose, therefore, that part at least of
the discrepancy between our original estimate of income-tax recoipts
and the receipts that might be estimated on the basis of our actual
collections in March 1987, might be due to a wider use of. various
methods of tax evasion and tax avoidance. And when Mr, Magill
undertook a field investigation of this possibility at my request he
found much to support this conclusion,
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Mr, Magill will describe to you in some detail the character of his
investigation. Necessarily, it was a quick survey, and the further
audit of the 1986 returns will undoubtedly disclose additional data
to enable us to determine with greater accuracy the methods of
avoidance employed by some taxpayers. In this connection, it must
be borne in mind that the Bureau of Internal Revenue faces tre-
mendous physical problems in the audit of the returns and in its
effort to prevent tax evasion and avoidance, There were about
6,000,000 returns filed for the taxable year 1936, and it has been our
experience in the past that only about 500,000 can be audited with
the force of about 3,000 men that we have available.

I believe that it may be appropriate to say a few words regarding
the Bureau’s progress in the last few years in connection with the
making of theso detailed audits, Prior to 1935 the field investiga-
tions of returns were not commenced until approximately 1 year
after filing.and were not completed until about 2 years after filing.
At present, fleld investigations ure begun 814 months afier filing and
are completed 1514 months after filing—an advance in the conduct
of the work of field investigations of approximately 9 months,

The collection of additional taxes, a substantial portion of which
represents recoveries in instances when tax avoidance or evasion has
been attempted, has constantly been increasing. Our revenue agents’
recommendations for the assessment of additional taxes increased
from 203 million in 1934 to 365 million in 1936,

Experience has shown that, through litigation or agreement with
the taxpayer, about 70 percent of these recommended additional
taxes are ultimately collected by the Treasury. For the first 10
months of the [l)msent fiscal year agreements with taxpayors for the
collection of additional taxes amounting to about 180 million have
been secured, and Commissioner Helvering has informed me that
he is confident that the Bureau will collect by agreements more taxes
during this fiseal year than it has ever collected in that manner at
any time in its history.

Undoubtedly, prevention of tax avoidance and evasion would be
aided by an examination of a greater volume of returns, I think
that fully 750,000 returns, rather than the present 500,000, deserve
yom'B' audit. However, in consideration of the smull personnel of
the Department compared with the very large number of account-
ants and attorneys who are constantly engaged in the preparation
of returns and In the defense of the taxpayers’ contentions, the
record of the Bureau is good, With our limited force, we must
collect the maximum of revenue, and we must do so in such a way
that we are not years behind in our work,

These tax-avoidance devices to which I have alluded hava affected
revenues of the Government in the following ways:

1. They create the belief that rich men with expensive attorneys
do not have to pay taxes, There is just enough truth in this to have
far-reaching consequences on the morale of hundreds of thousands
of taxpayers. No one can possibly caleulate how many petty eva-
sions which can never be detected among 6,000,000 returns are due
to the belief that cleverness, rather than fairness, is a proper ori-
terion of the taxpayer. Thus, tax ethics generally today ave where
business ethics and trade practices were in the nineties.
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2. In the highly competitive situation which exists among expert
tax attorneys, plausible devices spread rapidly and tax evasion and
avoidance increase without anyone realizing the extent of the im-
pairment of tax administration until the end of the taxable year,

ven then an exact estimate of the effect of tax avoidance is im-
possible,

3, Vested interests grow up in tax-avoidance devices in the course
of time, so that it becomes very diflicult to change them after they
receive a semirespectable standing. This factor makes quick action
advisable to decapitate new schemes before they achieve the force
and respectability of law.

4. After tax-avoidance devices have become an accepted part of
tax law, any attempt to change them is heralded as a persecution
of the rich. Today, for example, we are met by the chm'ge made
in some quarters that this attempt on the part of the Treasury,
forced on us by a gradual accumulation of tax-avoidance devices
since the passage of the Revenue Act of 1934, is an attack on wealth,
Actually, anyone who gives the matter unbiased consideration will
realizo that 1t is for the benefit of the rich to plug loopholes in tax
laws, since this raises more revenue without raising rates. The
provalence of the devices we are going to describe has cast a sus-
picion on many rich men who do not deserve such suspicion, There
18 certainly no possibile advantage to the conscientions man of large
income to allow fantastic schemes of tax avoidance to continue.

5. And finally, there is the very important question of the rev.
enue, Those tax devices which defeat the intent. of Congress cost
the Government huge sums which Congress never actually intended
to give nway. Moreover, they creato continual and expensive litiga-
tion, No colleeting agency can operate effectively if it is hampered
at every turn by lawsuits,

For these reasons, I considered it imperative to call these matters
to the attention of Congress at this time. I thank you,

Senator Warsw, Mr, Chairman,

The Cirairman, Senator Walsh,

Senator Warsm, Mr, Secretary, is it your wish and object that
this committee should report a bill changing the administrative tax
laws during this session{

Sceretary Moraenterav. Yes,

Senator Haruison, As I understand, Mr, Secretary, your experts
in the "Treasury Department have been working upon some drafts
of legislation, have you not, to submit to the committee, that might
plug some of these loopholes?

ecretary MoreanTiiau., We have been working with the staff of
the Joint, Committee on Internal Revenue Taxation, and just how
far they have progressed I don’t know, but we have been working
with them along those lines,

The Cuamraan, Mr, Secrctary, on page 8 of your statement, ro-

fer:‘ing to the class of people you have mentioned previously, you
stato:

Most of theso people have talked themselves into belloving that the methods
which tiey use are soclnlly legitimate,

Just what do you mean by “socinlly logitimate”?
Seceretary Moraentirau. Well, it grows up-—
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The Cuammman, It is not morally legitimate. I never did hear
the words “socially legitimate” used,

Secretary MokerNTHAU, Well, I would describe it, I think, this
way: That they believe that they can follow these practices without
being criticized by their associates for doing something against
society, possibly.

Senator Grorar, They will at least escape ostracism?

Secrotary MoraenTHAU, Thank you, sir.

The Citamrman, In other words, the moral standards of their as-
socintes will not be such as to condemn these practices which you have
enumerated

Secretary MoraeNTiiAw, Well, that secems to be what has happened.
The people who are engaging in these practices, and their friends,
seom to think it is all right, and if they can get away with it—fine,
in their opinion,

Mr, Coorer, Mr, Chairman,

Thoe Crramman, Mr, Cooper.

Mr, Coorer, You would probably infer that in the social circlos in
which they move why it is recognized as legitimate?

Secretary MoreenTiAU, Thank you,

Mr, Crowrner. Mr, Chairman,

The Cuamman, Dr, Crowther.

Mr. Crowrnen, There is a very considerable loss resulting from
the States where the community-property law exists, I notice you
have not. mentioned that in this report. Would that come under the
head of legal avoidanco, rather than illegnl evasion ¢
lSe;:rotm'y Moraentnau, Would you mind if Mr. Magill answers
that

The Cuamnan, Mr, Magill,

Mr, Roswery Maomwn (Under Sceretary of the Treasury). Mr,
Chairman, the various particular devices we expect to take up a
little Inter. 'The Seceretary did not refer, as you observed, to each
of the different methods which may be used for tax evasion or tax
avoidance. Now, ns the President’s mossage indicated, there are
several methods which may be regarded as inequitable, as I, for
instance, regard the community-property situation, but which, nev-
ertheless, are legal under the Inws us they stand now, That is,
us _you know, in the community property situation you have the
difficulty that thore are a number of Supreme Court decisions that
may prevent your doing anything effective about discriminating
against taxpayers in the other 40 States, :

LM“ Cnggvman. Then that would be recognized as legal avoidance
at presen

I’Jndor Sceretary MaciLn, I haye the same difficulty that the Secre-
tary expressed in deciding what is evasion and what is avoidance, but
certainly, undor the law as it stands now, these taxpayers ave honestly
reporting their incomes, :

r. Coorer, Mr, Chairman, Will you yield?

My, Crowrner, I yield,

The Cuamxan., Mr. Cooper. .

Mvr. Coorer. Of course, it 1s true, is it not, Doctor, that the question
o]f1 c(imm\';nity property is nothing new; we have had that before us
oll alon .

Unde§ Secrotary Maociry, That is true,




18 TAX EVASION AND AVOIDANCE

My, Coorer. And the Ways and Means Committee has time after
time given consideration to that, and there was not any special oc-
casion for the Secretary to call attention to that, because that has been
constantly before the committee for years? Isn’t that truef

Under Secretary Maoin. Well, I recall, for example, as you know,
that the Ways and Means Committee went over the whole thing very
thoroughly i 1934, with the result that, after careful consideration,
no recommendations were made.

hMl?’. Coorer. And there is a very serious legal (uestion involved in
that

Under Secretary Magir. Undoubtedly, under the Supreme Court
decisions,

Mur, Crowrner. And also a very considerable loss of revenuef

Under Secretary Maoir. Unquestionably,

Mr, VinsoN, Mr, Chairman, will the gentleman yield?

Mr, Cooper. I yield. )

The CuairmaN, Mr. Vinson,

Mr. Vinson, While we are on that subject, is it fair to state that
the income taxed by the Federal Government is the income recog-
nized by law, by the State law?$

Under Secretary Macir.. To a large extent that is true,

Mr. VinsoN, Isn’t it also true that in several of the community-
property States they had laws for their people before they became
a part of the United States?

nder Secretary MacnL, I believe that is true,

Mr. Vinson, And isn’t it further true that they came into the
Union in some instances under a treaty which recognized the civil
law under which the community-property system grew up?

Under Secrotary Magiun, Well, not being a resident of a com-
munity-property State, I don’t know those legal details, but it ig
true, I believe—- .

r, VinsoN, I say to you that that is true as true,

Under Secretary Magirr. Well, I take it then.

Mr, TrEapway, Mr, Chairman.

The Crairman, Mr. Treadway:

Mr, Treapway. In that connection, Doctor, may I call attention
to the paragraph on page 5 of the Secretary’s letter to the President,
dealing with the subject of community: property, and showing the
very definite loss to the Treasury as a result of the difference in the
amount that a resident of California would pay and the amount that
that same person would pay with the same income residing in New

or

I ask that paragraph 2 on page 5 be incorporated in the hearings
at this point.
- Mr. Coorer, Mr. Chairman, in that connection I raise a point of
order, The entire message is in the hearings.

Mpr. Treapway, Then T will interrogate Dr. Magill, rather than
have any question raised as to its insertion,

You are familiar, ave you not, Dr, Magill, with the letter of ths
Secrotary of the Treasury addressed to the President ?

Under Secretary MaoiLe. I have rend it; ves, sir.

Mr, Treapway. And probably helped in s preparation ?

Ux(lider Secrotary Maciut, I was present when it was being pre-
pared,



TAX EVASION AND AVOIDANCE 19

Mr., Treapway. Yes; I assumed so. You are familiar with the
details as designated on page 5 of the President’s message?

Under Secretary Mao1wLL., Yes, sir,

Mr. Treapway. With reference to the division of income between
husband and wife in the eight community-property States?

Under Secretary Maerr. Yes, sir, .

Mr. Treapway. It is correct, 1s it not, that eight States receive a
benefit from this method of taxation that 40 States do not receive?

Under Secretary MaoiLr, That is true, I believe, yes.

Mr, Treapway. Is it a customary procedure to have majority rule
or minority rulef

Under Secretary Maoinr. I dare sny you can answer that better
than I, but I——

Mr., Treapway. Isn’t it a fact that it has been suggested that the
other 40 States comply in their State laws with the laws of the 8
States that have community-property laws?

Under Secretary MacmuL, You, again, I think would know the
answer better than I, My understanding is that suggestions have
been' made in Massachusetts, for instance, along that line. I don’t
know how widespread those suggestions have been,

Mr. Treapway. Well, then, 18 it a fact that a resident of New
York State with a salary of $100,000 would pay $32,625 Federal in.
come tax and a Californian with the same salary may caunse one-half
to be reported by his wife so that the combined Federal income tax
payable by the two would only be $18,626%

Tnder Secretary Maarr, Yes, sir.

My, Treapway, Those figures have been worked out, I suppose {

Under Secretary Maoin, I did not make those computations, but
they were made for me and I think they are accurate.

Mr, Vinson., Will the fent.leman yield to me on that point

Mr. Treapway, Well, I was going to ask—

Mr, Vinson, Right on that point

Mr. Treapway, Very good.

My, Vingon, Now, Mr. Magill, when this statement says that—

a Californfan with the same salary may cause one-half to be reported by his
wife and the Federal income taxes payable by the two will be only $18,620—

is that technically accurate, when you say that they may cause that
report to be made?

Tnder Secreta{zv Maerr, Well, I think it was put that way for
this renson, Mr, Vinson—1I see your point, and if I may explain it a
little I think I can make it clear: I presume that it would be possi-
ble, so far as our tax law is concerned, for the husband to report
his entire income, because we provide for joint returns by the hus.
band and wife if they so choose, as you know.,

Now, on the other hand, ag I understand the California law—and
I don’t know it, I will yield to you on that—my understanding is
that the Jaw in substance is that the moment the husband earns that
income a vested interest in one-half of it arises in his wife, and that
consequently the one-half is regarded as being hers under the laws
of those States; and, as gvou know, the Supreme Court in Poe v.
Seaborn (282 U, S, 101), 1n 1980, recognized that situation and said
accordingly that the husband could not be taxed on the entire in.
come. So that is where we are, I believe, on that,
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Mr. VinsoN, Then do you think that you are technically nccurate
when you say the term “may cause” the income to be divided, when
under the law of the particular State it is divided?

Under Secretary MaciLr, That perhaps might be a better way to

ut it.

P Senator George. Dr. Magill, on this (fluestion of community prop-
erty, it is simply n tax problem, one of the problems on which the
two committees of the House and Senate have labored for many
years, and strictly, actually, it does not present avoidance or evasion
any more than investment in tax-exempt securities, any more than
the nontaxation by the Federal Government of the salaries paid to
State officials in office. It is a problem of taxation, is it not?

Under Secretary Magirt, I would think they rest on very much
the same footing. In both cases you have a series of decisions of
the Supreme Court, with which the Treasury, of course, must comply,
that lead to the situation which we have. I am sure the Secretary
had no intention, and no oune else in the Department had any inten-
tion, of saying that a taxpayer in Californin is evading the law in
reporting his income in this way. He clearly is not, '

Senator Grorar. The problems growing onut of community prop-
erty did not grow up becausoe of the income-tax laws. It long pre-
dated it, And, just as the theory that the Federal Government could
not tax the salary of the State officinl, it had no necessary connection,
Of course, it is a fact, and therefore is a problem with which we
are always attempting to deal.

Under Secretary Maairr, That is right; yes, sir,

Mr. Treapway, Mr, Chairman,

The Cramman. Mr, Treadway,

Mr. Treapway. One other question on this subjecty if I may,
Doctor.

Under Secretary Maeirr, Yes, sir,

My, Treapway. The concluding sentence of the paragraph to which
I referred reads as follows:

The total loss of revenue due to this unjustifinble diserimination against
the residents of 40 States runs into the millions,

Do your computations in the Treasury justify that statement, that
there are millions lost to the Federal Government by the community
property taxation?

nder Secretary Maairn, There are millions lost in this way : That
if the 8 States did not have the community property law, and if
the incomes in those States were reported in the same way in which
incomes are reported in the other 40 States, the Treasury would be
the gainer by a good many millions,

r. Treapway, So this is one of the very serious complications
resulting from diversified laws, is it not$

Under Steretary Maainn, I would say, as Senator George has put
it, it is a situntion which we confront under the revenue laws, and
the Supreme Court decisions as they now stand.

Mr. Trrapway., And of course it hag been known indefinitely——

Under Secretnry Maarrn, Ifor a long time,

Mpr. Treapway, This form of tax avoidance?

Under Secretary Maamun, Yes,

Mr. Treapway. It is nothing new? Tt has not been just injected
into the problom?
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Under Secretary Maocint, No. I think there has been litigation
about it for 10 or 15 years.

Mr. Treapway. Now, Mr, Chairman, if I may, I would like to pass
to just one other subject,

‘he Caamrman, Mr. Treadway,

Mzr. Treapway. I would like to turn to page 6 of the President’s
message, Doctor. The last sentence in the Secretary’s letter to the
President reads as follows [reading] :

The disclosures are 8o scrious that I rccommend that authority be glven to
the Treasury Department with aun adequate appropriation in order that a
complete and immediate investigation may be conducted.

If I recall correctly, the original resolution that was presented to
both branches of Congress, I think June 1, if I am not mistaken—

Under Secretary Maairr., Yes, sir,

1\'{[412 Treapway, Provided for that form of investigation, did it
not

Under Secretary MaaiLr, Yes; in the last section of the resolution,

Mpr, Treapway, The resolution presented to both branches corre-
sponded with the views of the Treasury?

Under Secretary Maarun, Yes. The Treasury did not prepare the
resolution. It was prepared by the legislative experts up here, and
they can tell you better than I what it provided for.

Mr, Coorer, Will you yield there?

Mr, Treapway, Very well,

Mr, Coorer, Isn’t it true, Doctor, thutl section 5 in its original form
of that joint resolution provided that investigation was to be made
by the joint committee but the joint committee could delegate certain
activities to officials and agents of the Treasury Department ¢
. Mr. Treapway. In that connection, Mr. Chairman, I would like

Qmreemrmn

The Curamman, Well, let him answer that question, Mr, Treadway,
will you please? ILet him answer Mr, Coorev’s question,

Mur, Treapway, I thought he had finished,

The Cxamman, So as to keep the record straight.

Under Secrotary Maarrr, Mr, Cooper, you are undoubtedly more
familiar with its terms than I, As I say, the resolution was not
drafted in the Department, I saw it after it was introduced, As I
understood it, it was along the lines that you stated ; that is, the joint
committee might employ officers and employees of the Treasury De-
partment to make an effective investigation,

Mr. Corren. Mr. Chairman,

The Caammman, Mr, Cullen,

Mr. CurreN, In order that the record may be kept straight in that
rogard, the Treasury Department or any of its officials had nothing
whatever to do with drafting the resolution which was presented for
this investigation of Congress? .

Under Secretary Maeirr, That is correct.

Mr. Treapway., Mr, Chairman, in that connection wouldn’t it be
fair to say that the whole procedure is tho result of the Treasury’s
anxioty and desire for this investigation? And I am just as anxious
to have this investigation of tax evasion and avoidance as the
Treasury. '

My, Curren, Mr, Chairman, that-is another question.
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Mr. Treapway. But it strikes me that undoubtedly the original
resolution, whoever its actual drafters may have been, was not pre-
pared, and Dr. Magill says it was not prepared by the Treasury, but
met with the approval of the Treasury officials, and the draft that
contained the original section 5§ would absolutely authorize the joint
committee to employ officers or employees of the Treasury Depart-
ment to conduct any part of the investigation. I don’t know as we
need to get into any argument about it, but at any rate, it is fair
to say that the resolution now before us, having all the authority in
‘the hands of Congress, differed from the original draft as submitted
to both branches of Congress. Isn’t that correct? ,

Under Secretary MaaiLL. Well, you gentlemen can tell better than
I. There were amendments made to it in the House.

The Cramman, Right in that connection, if the gentleman from
Massachusetts will permit, the original resolution provided that this
joint committee could authorize representatives of the Treasury De-
partment to make investigation, This resolution provides that they
‘can authorize any person,” It is even broader than the orviginal. It
says, “authorize representatives of the Treasury Department or any
other person.” So I don’t see anything in that. This resolution is
broader than the original in that respect.

Mr. Coorer, Mr, Chairmah, will you yield there? In ovder that
there may be no misunderstanding about this point, which I do not
regard as material especially, let us give attention to the language

in the resolution itself as it passed the Senate before any amendments
were made by the House:

8ro0. 5. The joint committee may authorize any one or more officers or em-
ployees of the Treasury Department to conduct any part of such investigation
on hehalf of the committee, and for such purpgse any person 8o authorized may
hold such hearings, and requnire, by subpona or otherwise, the attendance of
such witnesses and the production of such books, papers, and documents, ad-
minister such oaths, and take such testimony, as the committee may authorlze.
In any such cage subpenas shall be issued undor the signature of the chalrman
of the joint committee and shall be sepved by any person designated by him,

The fact is that under the language itself the investigation was
al“;ays?under the control of the joint committee. That is corrvect,
isn’t it ‘

Under Secretary Macmuu, Yes, sir; certainly, on that language;
and I assumed that that was true, because my understanding was
that the resolution was drawn by legislative counsel for the two
Houses at the direction of Senator Harrison and Mr, Doughton.

The Cramrman, That is correct.

Senator HarrisoN, Mr, Chairman, Mr. Magill had a statement to
make. Suppose we let him proceed.

. Mr. VinsoN, There is one question before you get to that.

The CrairsaN, One more question, Mr, Vinson,

Mr. Vinson. Mr, Secretary, on page 5 of your statement I note
that you say that Mr, Robert H. Jackson in 1935, under your instruc-
tions, “called to the attention of the Committee on Finance many
of the methods of tax evasion which are now the subject of this
inquiry.” Was that while the 1935 tax bill was under consideration?

ecretary MoraenTiAU, Yes; the answer to the question is yes;
and his statement was published in your hearing.
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Mr, Vinson. I don’t recall that there were any statements made
before the Committee on Ways and Means during the consideration
of that tax bill in regard to loopholes of this kind.

Secretary MorGENTHAU, If my memory serves me right, it was
before the Senate Committee on Finance.

Senator Hagrrison., Mr, Chairman, in that connection, Mr. Jack-
son at that time was assistant general counsel of the Treasury De.
%artment. Representing the Treasury he appeared before the

inance Committee and in a general discussion he mentioned some
methods employed in trying to evade or avoid taxes.

Mr. Vinson. I just wanted to keep the record straight, because of
the criticism here that nothing was done about it. So far as the
Ways and Means Committee was concerned, we did not hear from
Mr, Jackson on that subject.

Mr. Coorer, Mr, Chairman,

The Cuamrman, Mr, Cooper.

Mr, Coorer. Mr, Secretary, inviting your attention to page 18 of
your statement as it has been presented to members of the committee,
the statement is there made:

There were about 8.000,000 returns filed for the taxable year 1036, and it has
been our experience in the past that only about 500,000 can be audited with the
force of about 3,000 men that we have available,

Now, is it your thought that additional personnel to investigate a
greater number of returns would be profitable to the Government$

Secretary MoraENTHAU. Yes; distinctly so,

Mr. Cooper. It is your thought that sufficient personnel should be
provided to make it possible to investigate or audit more than the
500,000 returns that you are now able to examine with your present
personnel ¥

Secretary MoreENTHAU, Yes; it would, .

Mr, Vinson, Has Congress ever refused to appropriate money for
any personnel that you have requested of it?

he Crairman, Mr, Helvering,

Mr. Guy T. Hewvering (Commissioner of Internal Revenue).
Generally we have found on this particular question the committee
has met us very fairly. These investigations of the last few years
involved sending to the field many returns that the personnel could
not possibly get to, and that study has come to a point where we
have reached the conclusion that if half again of the large returns
were investigated it would be profitable,

Mr. Coorer. Two or three years ago I recall that it was the condi-
tion then, and an additional amount of $8,000,000 would return
$60,000,000 or $75,000,000 added money, and I know that we co-
operated in securing the appropriation for that personnel,

Mr. Treapway. How many additional employees were allowed to

. be {mt on at the time you brought this to the attention of the Ways
and Means Committee about 2 years ago?

Mr. Hervering, Seven hundred and fifty agents.

Mr, Treaoway. Extra ones?

Mr. Hervering, Yes,

Mr. Treapway, Additional at that time -

Mr, HerveriNg, Yes, o
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Mr. Coorer. This matter was considered, as I now recall, following
the study we made which resulted in the 1934 Revenue Act, and the
Ways and Means Committee was then very definitely of the opinion
that additional personnel should be provi({ed.

Mvr. HerveriNg, I might say, for the information of Mr. Cooper
and the committee, that we kept a tabulation of these new men put
on. This is subject to verification as to the exact amount, but they
saved about $80,000,000 the first year.

Mr, Coorer., Your estimate was 75 million, as I recall it.

Senator Warsa., Mr. Chairman,

The CrHAIRMAN. Senator Walsh,

Senator Warsx. Though this committee hasn’t any jurisdiction
over false and fraudulent returns, are you in a position to furnish
the committee with the number of cases and the names of the tax-
payers who are assumed to be guilty of makinglx)false and fraudulent
returns, whose cases have been referred to the Department of Justice
for prosecution?

Secretary MorarNTHAU, Yes,

Senator Warsi, Will you furnish the committee with that record ?

Secretary MoraenTirau, Would you mind repeating, so I can get
just what you want, please?

Senator Warsm, The number of cases your Department has re-
ferred to the Department of Justice alleging that in their opinion
false and fraudulent tax returns have been made by taxpayers.

Secretary MoroeNTHAU, We will be very glad to furnish that.

Senator Warsm. Are there many such cases?

Mr. HermaN OrrpanT (General Counsel, Treasury Department).
There is o large number,

Senator Warsu, Have they all been referred to the Department of
Justice?

Mvr. OrxenanT, Yes,

Senator Warsa. Have any of them been prosecuted ?

Mr. OureanTt, Yes; they are referred in the regular routine to
the Department of Justice.

Senator Warsu, You can supply us with the details?

Mr, Ouieaant, Yes; I can and will,

The CramMmaN, Mr, Secretary, if there are no further questions,
who is your next witness,

Secretary MoraENTHAU. Dr, Magill,

Senator HarrisoN. I would like to make this observation, that 1f
you need an additional force down there to ferret out these various
Income-tax returns to ascertain whether there is evasion, I am sure
that you are close enough to our friend Mr. Bell there, who is the
Director of the Budget, and if he will recommend it, Congress will
be good enough to 1anke the apgrolpriution.

ecretary MoraentHAU. Mr, Bell and I do see each other occasion-
ally, but I am informed by Mr. Russell that this year he sent up a
request for $900,000 for this purpose and Congress cut it down to—
how much?

Mr, Cuarrrs T, RusseLn (Deputy Commissioner of Internal Rev-
enue). $450,000,

Seceretary MoreENTHAT, So we got just half what we asked for.

Mr. Coorer. You did pretty well,
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The Crairman, We thank you for the testimony you have given
the committee,

Secretary MoreeNTHAU. I thank you. :

The CaamrmaN, Dr. Magill, will you {)lease give the stenographer
your name and address, the s)osition you hold in the Treasury Depart-
ment, and the capacity in which you appear before the committee ?

STATEMENT OF HON. ROSWELL MAGILL, UNDER SECRETARY OF
THE TREASURY

Undor Secretary MaciLr, I am Under Secretary of the Treasury
Roswell Magill,

The CaairmMAN. Do you prefer to make your main statement withe
out interruption, Doctor?

]Under Secretary MaciLr, It might be better. I am quite at your
rleasure,
! The Cuamman. Without objection, that course will be pursued.
You may &roceed.

Under Secretary Magirr, Mr, Chairman and members of the com-
mittee, the President stated in his Budget message of April 20, 1937,
“that there is an immediate need for a careful survey of the present
tax structure.” The Treasury had begun its work upon this general
survey early in 1937, working in cooperation with the experts of the
Joint Committee on Internal Revenue Taxation. As the President
stated in his Budﬁet message, we expect to be able to present the de-
tailed results of this survey to the appropriate committees of Con-
gress next November. We want to present full information as to the
operation and effect of the present tax system, the incidence of taxa-
tion upon taxpayers in the different income classes, and in general
the effect of our present forms of taxes upon the social and economic
life of the country,

1t is our hope that on the basis of these data, the Congress may
be enabled to formulate o new revenue lnw which will represent the
best present thought as to a permanent fiscal system for the Federal
Government. Changes in rates may then be made from time to
time, but the citizens of the country can plan on the basis that the
major forms of taxation thereby imposed will constitute the back-
bone of the Federal tax system.

If tax legislation is adopted along these lines, its offective date may
not be earlier than January 1, 1988, It may not tako effect in all its
aspeets until some later period. Consequently, if loopholes exist in
our present systom of taxes, through which considerable amounts
of revenue are escaping, it is important that efforts to prevent fur-
ther loss of revenue during the fiscal year should be made at this
particular time,

The income-tax returns filed on March 15 produced a large in-
crease in revenue over the previous year, but a somewhat less in-
crease in revenue than the Treasury had anticipated. The Secretary
of the Treasury has already given the reasons why wo believe that
our machinery for making estimates is satisfuctory for the purpose.
It seemed desirable, therefore, to undertake a quick, speeial investi-
gation of the returns filed on March 15, in order to determine
whether the somewhat disappointing revenues from the income tax
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were due to methods of tax avoidance which had not been previously
employed, or to an increased use of old methods. ) L

Ithough the audit of returns for 1936 is now in process, it is
obvious that not all of the returns could be audited in time to enable
the Treasury to analyze them and to make recommendations to this
session of Congress, - Moreover, corporations asked for and received
extensions of time for filing returns in much greater numbers this
year than ever before, presumably because of the application to them
of a new form of tax, the undistributed-profits tax adopted in 1936,
We have therefore found it impossible to make any extensive study
of the returns of large operating corporations u]|) to this time,
although we fully expect to complete a careful audit and analysis
of these returns before the fall. Hence the investigation during the
past 8 months was almost wholly confined to individual returns and
the returns of personal holding companies,

We asked the revenue agents in charge in each of:the 38 internal-
revenne districts to submit full information of any new forms of tax
avoidance which had come to their attention, and of any existing -
Toopholes in the revenue laws which were causing a substantial loss
of revenue, Particular attention was devoted to those major dis-
tricts in which the increases in income reported had been significantly
less than the average increase for the country as a whole. The cases
thereby collected were carefully analyzed, and further investigations
made when necessurly.

" We found that the major devices for tax avoidance which had
heen employed are not particularly new, but that all of them had
been put to increased use, The cases which we examined fell into
comparatively few categories, It ought to be possible, therofore, to
frame legislation which will stop these particular gaps in the law,
in advance of the general tax program of next fall. During the
summer and fall the Treasury will of course continue its audit and
investigation of tax returns and, if further tax avoidance devices
hecome manifest, additional data will be presented to the appropriate
committees,

We are prepared to present to the committee a number of examples
of ench of the forms of tax avoidance which the Secretary ountlined in
his letter to tho President under date of May 29, 1937, The cases
which we shall present are merely examples, There may bhe many
or fow additional instances of the various types of tax aveidance
under discussion, However, the number of illustrations which can
le presented is in general unimportant. One or two examples of
incorporated yachts are adequate to present the problem in its general
outlines and to suggest the need for corrective legislation, There
are doubtless other insurance companies besides the one in the Ba-
hamas or{mnized by two Now Yorkers which have been formed
or availed of for the purpose of enabling American taxpayers to
claim_deduetions for interest on so-called policy loans, Tho prob-
lem, however, is fully and specifically presented by the onses of
the particular Bahamas insnrance company which our investigntors
examined, and of the five or six Americans who employed it in an
nttomll)t to reduce their income taxes, We shall attempt to present
enough cnses of each form of tax avoidance to make the dotails of the
scheme as clear as possiblo, 8o that any corrective logislation may
have a sound, practical basis, And perhaps I should add here that
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we have by no means completed our investigation. We are going on
with the subject, first, as you will see, on this Bahamas corporation
situation. We have gone into that rather fully, but our information
as to Panama is comparatively incomplete, and we are advised that
similar situations exist in Newfoundland and Prince Edward Island
and Liechtenstein and various other places, which, of course, we have
r]lottggen able to go into thoroughly in the time that we have had to
ao tnis.

The Treasury can, of course, present only the data which it has
accumulated in its investiglutions; it cannot present the taxpayer’s
reasons or motives for employing the particular device, The settlor
may have an explanation for organizing 64 trusts for the benefit of
a wife and 3 children, when it would seem that not over 4 trusts
would have served the purpose. The committee will doubtless wish
to give the settlor an oglportunitv to make an explanation if he
chooses to give it, The -easury’s interest is in the existence and
use of a device whereby substantial revenue is being lost, not in the
name of the men using it. ) ‘

There has been some suggestion that the Treasury should have’
waited until next Novembor before presenting information to Cone
gress regarding the various schemes for tax avoidance which have:
come to our particular attention during the spring, It is our view,,
however, that the Treasury should not wait until a particular mothod’
of tax avoidance has become common before it acts to prevent it,
A tax-avoidance device which appears plausible is apt to be employed’
more and more frequently, so that what was originally a trickle of
lost revenue becomes a sizable stream. .

Moreover, as a means of preventing tax-avoidance publicity may’
he almost as useful as legislation. The thought that perhaps some’
day they may have to make public apknowledgment that they em-
ployed an absurd tax-avoidance trick is a real deterrent to men who
might otherwise use it. The design of most tax-avoidance devices ia
s0 obviously against the real substantive intent of the statute that if
}'h:y are given publicity thoy are much less likely to be used in the

uture, .

Take for an example the man who incorporated his yacht, Mis
name and all ¢he details will be given later in this hearmﬁ. When
spread upon the public records this device achieves such a ludicrous.
aspect that it is extremely doubtful whether it will be used again.
T should donbt very much whether any more yachts will be incor-
porated during 1987. Mon do not like to get the reputation of bein
technically honest but entirely too clever in avoiding the paymen
of their debts or ‘of their taxes,

The detailed publicity which will be given to the various types
of tax avoidance which we are going to !)resent to you during the
course of this hearing iz one of the most important weapons in our
st-ru%gle to administer the tax laws fairly and efflciontly. The real
offocts of publicity will be obtained from the fact that many of the
tax-avoidance devices are inherently ridiculous, and the public will
realize this when they are fully presented. Once this Is g:enemlly
recognized, it will inevitably follow that fantastic methods of tax
avoidance will not longer be regarded as a mark of intelligent and
caveful husbanding of wealth, This will go a long way toward
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solving the problem so far as the ordinary man of wealth, anxious
for public regard, is concerned.

The criminal and intentionally dishonest evasion of taxes is an
entirely different problem. That cannot be solved by amendment
of tax laws, but by effective enforcement of the laws we have, and
by increasing the present inadequate personnel of the tax-adminis-
tration arm of the Government,

I will now classify in general terms the types of tax avoidance
which we believe require present consideration. Not all of them ave
yet in common use. Every one of them, however, presents a poten-
tial stumbling block in the administration of tax laws by our al-
rendy overburdened staff, Those which are finally declared to be
illegal will require long and expensive litigation to relogate them to
the limbo of devices which fall on the side of tax evasion rather
than avoidance.

First, foreign personal holding companies:

The outlines of this device are staple. A. person whose income
originates in this country chooses n nation whose taxes are low and
which has no income tax at all. He forms a corporation. His in-
come, which is derived in the United States, is paid to that corpora-
tion instead of to himself. Various excuses are given for this pay-
ment to a_foreign corporation, The theory is that all transactions
hetween the corporation and the individual are at arm’s length.
Thus, the money is transferred to foreign parts, where the tax ad-
ministration has no investigating agents, It is almost impossible
to trace what becomes of it when it reaches there.

Howevor, assuming that everything which is done by the foreign
corporation is honestly disclosed, we find this situation: The foreign
corporation buys securities on the London, or even on the New York
Exchange., It makes money on those securities and acoumulates o
surplus which, of course, cannot be reached directly in the United
States, because the corporation does not do business hore. Then,
whenever the individual who formed the corporation needs money,
he borrows it from the foreign corporation, Of course he has to
pay interest on this money, but the interest is deductible from his
income tax, In this way he is enabled to hold in the surplus of the
foreign corporation any large profits on which the tax would he
heavy and to keep his taxes down, even assuming the device of pay-
ing interest to the foreign corporation does not work.

This dovice is easy to sce through in the case of an individual, Tf
n group should uge it, and there is no logical difficulty of its being
used by a group, it would be a very complicated method of tax eva-
sion to untangle, I would like to add thore that if the individuals
uso it—and many of them do, as we will show yon here—a series of
these foreign corporations in o series of countries, one in Panama,
one in Newfoundland, one in Bahamas, and so on, it is almost an
impassibility to straighton out their affaira with the machinery that
we have now,

As the Scerotary has said, we do not know how provalent this
device is, The Bahama Yslands are not a suitable place for the de-
velopment of great corporate onterprises. The inhabitants are pov-
orty stricken. Thore is a4 small trade in liquor. There are o fow
hotels for winter tourists, Yot suddenly long lists of impressive
sounding corporations, financed by Ameriean capital, appear on the
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directories of the local office buildings. I understand there are two
shacks on either side of the street down there—unfortunately I have
not been to Nassau—with a long list down the side of these houses
of these fine sounding corporations, which add up to have several
hundred million dollars of capital. )

So much for the general deseription of foreign personal holding
corporations, The detailed cases which we will present later by other
witnesses will show that the device of the foreign holding company
has been used in the following ways:

1. By assignment of income to the foreign personal holding cor-

oration in order to avoid taxation of that income in the United
tates,

2. By transfer of assets to the foreign personal holding corporation
in order to have the income on the assets paid to a foreign corporation
and so reduce the personal tax of the sole stockholder,

3. By creating large interest deductions when the sole stockholder
of the personal holding corporation borrows back its capital or its
annual income and pays interest thereon.

4. By consummating abroad in the name of the foreign personal
holding corporation a profitable deal which the sole stockholder
negotinted in the UTnited States, )

5. By selling personally held securitics to a foreign personal hold-
ing corporation to create a profit in order to offset personal realized
losses on' securities and step up the cost basis of the securities sold,

6. By assigning royalty income to a foreign personal holding cor-
poration, thus avoiding taxes in the high surtax brackets,

There ave several other mothods by which foreign personal holding
corporations are used in order to avoid taxation, but the cases have
not been sufficiently investigated to warrant making any definite
statements concerning them as yet, These are sufficient to outline
the character and uses of the device,

Sccond, the device of foreéi;m insurance companies

This method is both artificinl and amusing. An insurance agent
forms a foreign insurance company with only nominal assets. He

_ persundes a_fow men to buy policies for one million, three million,

and five million each on a single-premium basis, These premiums
are not actually paid, because the insurance company is not a real
insurance company, The fiction of payment of the premium is
accomplished in this way: The taxpayers give checks to the insur-
ance compuny for the amount of the single premium, Immediately
the insurance company gives them back checks for the amount of
the surrender value, which is nearly the same as the premium, This
is done under the guise of a loan.” Since it is dressed up ns a loan,
the taxpayer claims in his return that he is paying interest on it,
That_interest he deduets on his income-tax return, and therchy
greatly reduces his net taxable income,

The net result of the entire transaction is this: By trading checks
with an alleged foreign insurance company, the taxpayer in eftect
becomes a borrower from himself and claims a deduction for intorest
on money loaned to himself, Tater we will give you the details of
a caso whereby, for n net outlay of $8,000, the taxpayer attempted
to gnin o deduction in 1 year from %t;ocss income of about $140,000,
By means of these fictitious steps it becomes possible to make state-

BT0—BTemept, 1emmed
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ments in a return which would otherwise be clear perjury. It is an-
other ingenious and ludicrous device, but nevertheless one for which
plausible contentions have been made in legal language by attorneys
for the taxpayer.

Senator Hanrison, How many of those are there?

Under Secretary Macur, This particular insurance company that
we will describe to you has, I think, six policyholders There are
other cases of insurance companies in otﬁer jurisdictions, but we
have not investigated them so fully.

, Se?nutov Georar, On the facts stated, isn’t it a fraudulent transac-
ion

Under Secretary Macinr, That is what we are now trying to de-
termine. I may say that all six of these particular taxpayers here
have offered t., settle on the busis of the tax and interest. They
have not yet offered us the fraud penalty.

Senator HarrrsoN, Some of us are curious and want to get those
names. You are going to give them to us?

Under Sceretary Maaomr., Well, the plan of organization which
we worked out here, und which, of course, is subject to your ap-
proval, was to give you an outline of the picture that we are going
to present, and then start in with the first device, which is this
Buahamas corporation, und go through them in complete detail.  You
will get all the names us soon as we sketch the picture,

Third, the dovice of domestic personal holding companies for
crenting surpluses and artificial deductions:

This 1s a dificult device to deal with so lonF as personal holding:
corporntions have n legitimate place in our business organization,
In its legitimate form an individual sets up o cor‘poruti(m to insulate
himsoelf against unlimited personal liability in the conduct of busi-
ness, The corporation earns money, some of which may be retained
for future business purposes, This ,legitimate use of the corporation
then changes by gradual degrees to o purely fietitious use for purposes
of tax avoidance. For example, an investor buying and selling securi-
ties, and collecting the income therefrom, may earry on his activities
in the name of a corporation, The use of the corporate device has
no business purpose, but permits him to accumulate a surplus and
pay different and lower rates on his_security income collected by
the corporation than he would if he collected it individually.

The problem of the personal holding company has been one requir-
ing the continuing attention of Congress since the first income-tax
law in 1918, S\)eci(ic statutory provisions have been enacted and
amended since that date, but the loophole of accumulating corpo-
rate surplus for the purpose of evading surtaxes is atill partly open.
There are still & good many cases in which it is cheaper for an indi-
vidual to aceunmulate income in n personal holding company, with no
distrili)ution at all, than to causo w distribution and pay surtaxes
upon it, :

l'.l‘)m accumnlation of n Jnrge surplus in & domestic holding company
is only ono of tho tux avoidance methods for which this device is
used, ~ Others include cases where the personal holding corporntion
is utilized for tho purpose of establishing artificial déductkona for
alleged losses, business exponses, intorest paid, and so forth,

This will appear from a dotailed oxamination of the particular
cuges using this dovice. A classification of the methods illustrated
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by these cases shows the following to be the most frequently occur-
ring ways in which it is used: ‘ R

1. By not distributing income to stockholders, where individual
surtaxes would be higher than the corporation’s total taxes. .

2. By spreading assets among several personal holding corporations,
und thus avoiding the higher surtax rates on the income therefrom.

3. By establishing losses through sale or exchange of capital as-
sets between one personal holding corporation and another, thereby
taking advantage of any adverse change in market price without
actually transferring the assets into other hands; and also taking
advantage of the unlimited deduction of losses for surtax purposes.

4. By establishing losses for two personal holding corporations
owned by different persons, who are associated in business, through
simultaneous sale of the smine kind and quantity of securities, or secur-
ities of like value, by corporation A to corporation B and vice versa.

5. Where the sole stockholder (or the faumily group of stock-
lholders) of a personal holding corporation “borrows” all or the major
part of its annual net income and pays interest theraon,

Tourth, the incorporation of yachts and country estates,

A rich man treats o hobby as o business. Whether it is an actual
biisiness or not. becomes one of those vague questions of fact which
are never settled, Ior example, courts have }wld in particular cases
that losses on racing stables were losses incurred in (ransactions en-
tered into for profit,  Perhaps it is posgible to make money on racing
stables, and one can never be sure they are a hobby, The incorpora-
tion of o farm by n wealthy man is a closor question. The incorpo-
rnfion of n yneht, however, reaches the horder of complete absurdity.

‘The difficulty of drawing the line is this: Many rich men’s hobbies
nre businesses when conducted by smaller taxpayoers ov conducted in
other ways. A farm conducted on o luxurious senle s not apt to
make o profit under present conditions in America, The ordinary
furmer knows that farming in this country cannot be conducted on
such o seale, Heo feels that a joke is being made of the income-tax
law, ‘T'he moral effect is most unfortunate,

Fifth, the device of the creation of multiple trusts for relatives
and dependents:

The principal object of this device is to split income between sov-
eral taxablo ontities, all in the family. By splitting the family in-
come o saving may be realized in several ways, First, exemptions
may be taken for ench trust, Second, surtaxes may be reducod to a
minimum by proventing the income from reaching the higher
brackets, There are two general classifications of the use of this
device which may be deseribed as follows:

1. By splitting among a number of trusts (created for the benefit
of family membors) o large block of atock. which is about. to be sold
at n substantial profit and which is promptly sold by the respective
trustees, I believe that was the background of the case whseh we
will present of the man who organized the 64 trusts, He thereby
gplit the profit 64 ways and consequently greatly reduced his tax,
\l’itlumt t‘wsu‘trnsts, the entirve taxable profit from such sule would
be taxed to the ownit\ﬁ individual and: would run into the higher
surtax brackets, By offecting a split of the profit among o number
of trusts Tw.lifying 08 separate taxable entities, the taxpayer attempts.
to avoid the higher surtax rates,. . . . . : ‘ :

<
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2, By a transfer of substantial income-producing properties to n
number of trusts created for the benefit ofl the transferor’s wife and
for the benefit of his minor children whose maintenance and educu-
tion are adequately provided for by their parents without regard
to such trusts, In the ordinary course of events, the entire income
from these properties would be taxed to the parent and would run
into the higher surtax brackets. By eflecting a split of the income
among several trusts, the taxpayer tries to eseape the higher rates,
That T believe was the case of the New Yorker with the 40 trusts,

Sixth, the device of husband and wife or futher and children
partnerships:

This is a variation of the multiple.trust device and achieves prac-
tically the same objectives, The (*evice is usually brought into play:

By accepting into membership in the partnership the minor c¢hil-
dren of the principal partner or partners, The children are then
alleged to be ontit{ed to receive, or have conserved for them, their
respective shares of the partnership’s annual income, By this method
the family income, which ordinarily would be taxed to the pavent or
})gu'm\ts ns a unit, ig split into a number of taxable units and the
igher surtnx rates are avoided.

Seventh, the device of the pension trust:

The pension trust is a new device. Tt is yet in the formative state.
It novertheless should bo examined carvefully to determine whether it
represents a dangerous tendency in tax avoidance,

he Revenue Act of 193¢ permitted corporations to deduet from
income amounts paid into a pension fund, Wide Intitude is per-
mitted a corporation both as to the deduction of the regular pay-
ments as to each employee benefited and also as to the contributions
to this fund to place it on a sound financial basis, with the rvesult
that the profits turned over to this fund are exempted from tax as
to the corporation and are not taxed to the employee, until distributed
to him in later Yem‘s and in small amounts.

One corporation is attempting to place in effect a pension scheme
whereby a favored few of the employees and principal stockholders
will have placed in this fund to their credit ench year, without it
being taxed, an amount equal to approximately 60 percent of their
annual salaries,

Numerous insurance representatives have called upon the Bureaun
attempting to secure advance rulings as to particular devices which
they have in mind, and which they hope to “sell” to corporations if
they can be agsured that it will be a nontaxable scheme,

The foregoing classifications reflect the present nses of the more
important tax-avoidance devices, as disclosed by the investigations
which I have previously outlined for you, Thaf, however, does not
{)msent the completo picture of the deficiencies which are inhevent in

he income-tax lnw as presently constituted.

As T have said earlier, what we have had in mind here is to present
to you at this time merely some of the more glaring loopholes which
we fear may give rise to n substantial loss of revenue, and which are
already causing a substantial loss of revenue, ‘

As T have said, some of these other defects will no doubt be pre.
sented to the appropriate committecs for consideration next fall
after the present investigation has been prosocuted further, And
I may say we are actively prosecuting it at present with a good many
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men. There are, however, three other patent inequalities, two of
long standing, on which we already have full information, keedless,
to say, these 1mequalities are productive not only of real hardships
so far as the general taxpaying public is concerned, but also result
in a serious loss of revenue,

My, Vinson, Mr, Chairman,

The CHarmaN, Mr, Vinson, v

Mvr. Vinson, Did not the pension trust come into the law in 1928¢%

Under Secretary Maeinn, I am not an expert on the pension trust,
but it has been in the law for some time.

Mr, Vingon. Do you say the Revenue Act of 1936 permitted cor-
porations to deduct from income amounts paid into a pension fund?

Under Secretary Maginn, Simply for clavity we deseribed the 1930
provisions, You will find, Mr, ‘{Hnson, that they were changed from
time to time, year after year,

Mr., Vinson, My recollection is that the pension-trust provision
came into the statute in the Revenue Act of 1928,

Under Secretary Magiun, Oh, yes, I did not mean to give the im-
pression that it was an invention of 1936, It was not, It had been
1 the law for some time before that,

One, percentage depletion:

The Secretary of the Treasury called attention to the desirability
of amending the provisions of the law with respect to percentage
depletion in his statement presented to a subcommittee of the Com.
mittee on Ways and Means in 1033, At that time he snid:

Our experience shows that the percentage depletion raten set up In the
Inw do not represent reasonuble depletion ratos in the case of the desiugnated
properties, but are much higher thun the (rue depletion to which the taxpayer
fs fairly entitlod. Moreover, thege provislons ennble a taxpayer to obtain
annual depletion deductions, notwithstanding the fact that he has already ree
covered the full cost of the property, The deduction s, thevofore, a pure
subskly to n special clnsg of taxpayers, Ifor thig reason the T'reasury vecoms
mends that these provisions be eliminated, in order to put all taxpayers upon
the same footing.

Tho annual loss of revenue from this souree is estimated at between
fifty and one hundred willion dollars. The Treasury strongly re-
affirms its recommendation made in 1933,

Porhaps T should say again what I said earlier, that this is not a
case of tax evasion or tax avoidance. The things for which these
deductions are being taken are clearly permissible under the law as
it stands. The question is whether or not they should not be elimi-
nated in view of the rensons which the Secretary gave,

T'wo, the division of income between husband and wife in the eight
community-property States,

The Secretary of the Treasury also ealled attention in 1083 to the
desirability of eliminating the discrimination which now exists be-
tween spouses residing in community-property States and those resi-
dent in the other 40 States.  In the community-property States each
sponse may ru|l))nrt, one-half of the community income even though it
was all enrhed by and was expended under the ¢ontrol of the husband,
"This situation not only results in a large loss of revenue to the United
States, but also operates most inequitably as between spouses in com-
munity and those in noncommunity property States, If the law
wero amended to require that the spouse earning the income should
report tho entire amount, as is the case in the noncommunity-prop-
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erty States there would be a large net increase in revenue to the
Treasury.

Three, nonresident aliens,

The strengthening of the withholding provisions in the Revenue
Act of 1936 will result in a considerable increase in revenue from
alien taxpayers with income from American sources who have not
previously filed returns in this country, We can give you the figures
on that in due course, We have already got them, and there is a very
large increase in revenue due to work which was done in 1936,

n the other hand, the 10-percent withholding rate is too low
as applied to nonresident aliens with large American incomes, many
of whom have previously been filing returns and paying American
taxes at the ]\igll\er rates applicable to American citizens with similar
large incomes,

8 you know there are a considerable number of American women
with trusts in their favor set up in this country with Amevican trus-
tees, who are married to aliens and who are now living abroad, and
who fall in the category of nonvesident aliens, All or a very large
part of their income is Ameriean income, and since it comes from
American trusts the trusts have previously been filing returns. The
10-percent rate which is now applicable is usually less than the rates
which are applicable to the larger ones of those trusts.

It is unlikely that Congress intended to reduce the tux of wealthy
nonresident aliens below the levels which we require our own citizens
to pay. Consequently, the committee may desire to recommend at this
time o suitable change in the law which will preserve the present ef-
fective withholding provisions but will insure the taxation of wealth
aliens at rates corresponding to those applicable to Americans witK
gimilar incomes,

The Treasury is prepared to present examplos of the defective
operation of the law in ench of thesoe three respects,

Ono of tho chief benefits of this investigation will be to make a
record of information which will form a groundwork for intelligent
and practical improvements in our present vevenue laws, To stop
effectively even the relatively limited number of loopholes that I have
described is no easy matter; but we believe that suitable legislation
can be formulated }n'omptly on the basis of the data which will be
presented during the course of these hearings, I am hopeful that
this investigation will have the beneficial effect of eliminating for
the future the major leaks in our revenue system which will be de-
soribed in detail to you during the next few days by the oflicials of
tho Department who are familiar with them,

As T said at the beginning of the statoment, subject to your ap-
proval, what we had in mind as to the ord(\rfy way to proceed is
this: Theso investigations into these different points which T have
mentioned have had to be conducted by a variety of people, As you
can soo wo were working under govere limitations of timo, 'We were
anxious that if there were serious loopholes the Congress should have
a chance to consider them and if necessary make amendments nt this
sossion, in order that there should not be this sevious loss of revenue
during the curvent fisenl yoar. Hence we would like to propose to
you that on ench of these various points we bring up one of the of-
ficials of the Department and his staff who have actually made the
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investigations and who are in a position to present the facts to you
most effectively,

The Cnammman, In that connection, Dr. Magill, you speak of the
investigations which you are conducting and have conducted, These
investigations are still in progress, as I understand.

Under Secretary Maoinr, That is true.

The Cuamyan, Have you a sufficient staff or personnel to ade-
quately do this work?

Under Secretary Magrin, Frankly, it has been difficult to present
to you such information as I thou tht you would like at this time,
You see it is only 3 months since the March returns were filed, and
we worked at it as intensively as we knew how, but we could not
let the work of auditing the 6,000,000 returns go by the boards for the
sake of this work; but we do have a special staff, under Mr. Irey as
Lead, investigating these matters, and another staff under Mr, Russell
as heud going into them also,

Senator Hanmmon, Has it been necessary in some instances to
send employees of the Treasury Department into foreign countries?

Under Secretary Maam,, That is true, of course we could not do
much, but you may want us to do more. What we have done on
that is to send agents to the Bahamas and also to Panama to make

wetty thorough studies. The difticulties of getting information will
e described to you. Obviously the persons in those islands are
profiting very much by the influx of Americun corporations and
capital and so forth, consequently no one wants to tell you anything.

So far as the individual returns are concerned, no American who
employs this device is at all apt to disclose to you the fact that
he ownas stock in one of these companies. Fiowever, we have pretty
claborate information on these two places which we have examined,

Senator HarrsoN. Have the foreign governments cooperated with
the Treasury Department in obtaining (he information it desives?

Under Secrotary Maenn, Some do and some do not, Some are
completely uncooperative, As a rule, even the more cooperative
onhes put a great many obstacles in your way, You have to go about
gotting the information vory indirectly. For instance, as n rule the
1]‘1'ousu;'y cannot get it; it must be obtained through diplomatic
channels,

The CuamrmMan, Arve you ready now, Dr, Magill, to take up indi.
vidual cases under the different headings or topies and explain what
you havo discovered in these investigations?

Under Secretary Macrnt. Yes, sir: we are. It has gone somewhat
faster than we anticipated, ns a matter of fact. Weo have expected
to present. these things in the order in which T have them, and if
it 18 agreenblo to you I should like to put the first witness on
tomorrow,

Senator Harrison, Mr, Chairman,

The Curamaan, Senator Hurrison,

Senntor Ianrrison, T degire to second the suggestion of the Treas-
ury Department, and gince we have proceeded now nearly 2 hours
and it is necessary for the Senators to be on the Senate floor inme-
diately, I move that wo take an adjournment until tomorrow morn-
ing at 10 o'clock.

(‘'The motion was agreed to; accordingly at 11:45 a, m,, the come.
mittee adjourned until tomorrow, Iridny, June 18, 1087, at 10 a, m.)
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FRIDAY, JUNE 18, 1937

JoinT CoMMITTEE ON Tax EvasioN AND AVOIDANCE,
Washington, D, C.,

The joint committee met, pursuant to adjournment, in the hearin
voom of the Committee on Ways und Means in the New House Of-
lico Building at-10 a, m,, Hon, Robert I, Doughton presiding.

The Cuamman, The committee will be in order, please. Dr,
Mugxill, who is your next witness? Are you rveady to proceed?

Under Secrotary Macinn, We arej yes, siv, As we told you yes-
terday, it is our intention this morning to put on evidence with re-
spect to the use of foreign corporations, particularly in the Ba.
hamas, for purposes of avoiding American taxes, and we want to go
into a number of these individual cases of American taxpayers wﬁo
have resorted to this device, by way of illustration of the tax avoid-
ance which ean be accomplished by this method. It seemed hest
that Mr. Irey, who is head of the Intelligence Service for the
Bureau, should present this point, in view of the fact that his agents
made the investigation and is thoroughly familinr with the facts,
1 am here, and Mr, Kent and the (.mmissioner are hore to answer
any questions which you may have as to any legal details or other
questions that may be beyond Mr, Irey’s immediate knowledge.

STATEMENT OF ELMER L, IREY, CHIEF OF THE INTELLIGENCE

UNIT, BUREAU OF INTERNAL REVENUE, TREASURY
DEPARTMENT

The CuairmaN, Mr, Irey, will you give the stenographer your
name, address, and the capacity in which you appear before the
committeo?

Mr, Iney. Elmer I, Trey; Chief, Intelligence Unit, Bureau of In-
ternal Rovenue, Treasury Department,

The Cramman. I understand, Mr, Iroy, that you have been desig-
nated by the Secretary of the Treasury to give the committee in-
formation which the Treasury Department has on methods of tax
ovasion and avoidance, especially, and partioularly by the organiza.
tion of foreign personal holding companies.  Will you Ylonse proceed
to give the committee the information you have on that or any other
subject you have to diseuss?

My, Iney, Thank you, siv, Mr, Chairman and gentlemen, as M,
Magill has pointed out, one of the most danimrous methods of tax
avoidance consists in the use by American citizens of corporationa
formed in countries where taxes are low, Some of these countries
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make a sort of ambulance-chasing racket out of the possibility of
attracting wealthy American taxpayers. The scheme has sufficient
plausibihity so that no one ean be sure at this time whether it is or is
not a legal method of tax avoidance under our present law. How-
ever, it has an important effect in the avoidance of tax and the
consequent loss of revenue. It permits the taxpayer to transfer his
income to countries where tax investigation by American Treasury
officials is almost impossible,

The Cmamrman, Just one moment, Mr. Irey. Pardon me. The
Chair neglected to ask if you preferred to make your statement with-
out interruption,

Mr. Irey. I would prefer, Mr, Chairman, if I might conclude the
statement, and then I will be glad to answer any questions that might
be asked,

The Cramman, You may conclude your main statement, aftor
which you will yield for questions, ’

Under Secretary Maoirn, I think if the committee wants to ask
Mvr. Irey questions with respect to these particular cases as they come
along, it might be well to do that.

Mr. Irey. Oh, yes,

Under Seeretary Maaux, Rather than wait, and that will be en-
tirely agreeable,

The Cramman, After he finishes with each separate one?

Under Seeretary Maamn, Yes; after he gets through with each
separate one,

r. Treapway. As I understand it, he is making & general state-
ment now?

Under Secretary Macinn, Yes; he is going to make a general
statement,

My, Treapway, And that is the part that he would like to not be
Interrupted upon?

Under Secretary Maaiun, Yes, R

Mr, Iney, And just in the Intter part of the statement or about the
middle of tho statement will come numes and typical cnses and
deductions and you gentlemen may wish to ask question at that time,

My, Treapway, We favor your using as much lung power as you
have available,

Mv, Irev, Very good, My, Treadway. Thank you,

The cases which we will present to you were uncovered only after
considerable expense and under great difficultios. Such have been
these difficulties that T am inclined to sy that adequate enforcement
of the tax luws is impossible so long as this loophole exists,

I am unable to say how much money is lost by the Governmens
through this device, A conservative estimate is that 585 porsonal
holding compunies have beon formed by Americans in the followin
laces: Buhama Islands, 043 New foundland, 202; Panuma, 403 an

rince Edward Tsland, 248, ‘

An examination of the financial conditions in these places shows
no_justification whatover for such extensive business organization,

In order to make clear the significance of the cases which are to
follow, I must do two things: Iirst, I must give a vory brief survey
of the situation in all the different countries where this device is
used, Second, I must show you in detail the handienp under which
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the Bureau must work in collecting information in these countries
and which makes efficient investigation and collection of taxes
impossible,

I will take up, first, the situation in the Bahama Islands. The
use of foreign corporations as a tax-avoidance method dates from
1935, Prior to that time the Bahama Islands were not financial
centers for any considerable amount of American wealth. ‘The pop-
ulation consists of about 60,000 Negroes, who work for small wages,
and several thousand whites, who control the limited business of the
island., During the prohibition era in the United States n great deal
of liquor was shipped from these islands to this country. However,
since the repeal of prohibition and prior to 1935, the business of the
islands has consisted almost entively in gatheving sponges, fishing,
and catering to tourists,

Beginning with 1935 corporations began to be formed in the
islands in astonishing numbers,  Some of them, of course, are for
legitimate business, However, there is frequently no way of check-
ing the precise character of the business of these corporations be-
cause of the faet that the dirvectors and stockholders are dummies.
The law requires that the real ownership of the corporation be dis-
closed within L year. This provision, however, has not been of any
advantage to us as yet for two reasons. In the first place, for most
of the corporations the year has not yet elna)se(l, and, in the second
place, there are not su icient facilities in the coloninl office of the
1slands to take care of the recent rush of business, They arve far
behind in the tiling of these registrations,

-While we do not know in the case of each individual corporation
whether it has been formed for a business or a tax-avoidance pur-
pose, the economic conditions in the islands clearly indicate that a
great majority must. have been formed because of attempts to avoid
the effects of taxation,

This is further corroborated by the experience of our agent, Mr.
Brenner, who investigated the situation in the islands. He remarks
the existence of a thriving business among attorneys whose chief
oceupation seems to be the formation of such companies, Those
corporations have no regnlar places of business, and, therefore, use
for their headquarters merely the office of the attorney who incorpo-
rates them, There is a peculiar lnw in the islands requiring the
namo of the corporation to be posted on the outside of the buildin
in which it maintaing its resident office. The huilding oceupiec
by Mr, Kenneth Solomon, one of the most prominent. attorneys on
the islandg—-—

Mr, Cooper. Mr. Chairman,

The CrammaN, Mr, Cooper,

Mr, Coorer, Pavdon the interruption, but I suggest that when
you give a nume you give it not only distinetly but spell it out.

My, Lrey, Very good, sir,

'.\%r. Coorkr. So that there may be no confusion about the name
used,

My, Iney, That is Mr. Konneth Solomon, one of the most prominent
attorneys on the islands, who has been instrumental in the organiza-
tion of porhaps 50 percent of the compunies, is literally plastered
from foundation to roof with these corporate names. 'The name
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plates are about 30 inches long and 8 inches wide, and the building
18 s0 covered with them as to coastitute one of the major curiosities
of Nussuu. We are having a picture made of some of these buildings,
and we propose submitting t&mt to the committee later on for their
information, in order that they might understand just what a curi-
osity this is on Bay Road in Nassau.

Mr. Treapway. Mr, Chairman,

The Cuamrsran. Mr. Treadway.

Mr. Treapway, Do I understand My, Solomon is a resident of
Nussuu ¢

Mr. Irev, That is right. He is a resident lnwyer there,

Mr. Treapwayx. I believe you said you did not wish to be inter-
rupted?

Ir, Ivey. Mr. Solomon-—-

My, Treapway., Mr. Magill said you could be interrogated as you
mentioned the names, '

Mr, Inky, It is perfectly all vight.

Mvr, Treapway, I was wondering as to the nationality of this gen-
tleman, whether he had ever been an American citizen,

Mr. Irey. So far as I know, he has never heen an American citi-
zon, Ho is a British subject and a resident of Nassau,

Mr, Tuvapway, And did not come there recently, so far as your
records show ¢

My, Iney. Mr. Brenner, ho has heen there for many years?

Mr. Brexnenr. Oh, yes; he has beon there a long time. Mr, Solo-
mon has been a vesident of the islands and has lived there for many
vears, T understand his family and his great grand parents were
colonizers of the island, so he i3 a native of Nassau.

Mr, Treapway, Thank you,

My, Irey. This method of avoiding taxes has become so popular
aud has grown so rapidly that it is one of the outstanding topies of
conversation and comuient in the islands,

My, Johim Horbort: Anderson, a Nassau accountant, advises that
the formation of personal holding corporations in the Bahamn Is-
lands has created a shortage of bank-vault space there, A company
called the Bahamas General Trust Co., Ltd., has been formed with a
capitalizatioin of $100,000 to erect a building which will contain
large-sized vaults for the storage of the securities which are being
transferred there,

In the Bahama News of March 11 in an article entitled “Let’s Pay
Onr Share”, we find this ohservation——

Mpr, VinsoN. What yoar?

Mvr, Inkv. Of the current year, March 11, 1937,

Why shoutd not the rich people who are coniing down here, huilding homes,
retting up enterprises, escaping taxation in their own eountries, help John Bull
to carry the bhurden that he in earrying-—and the lond I8 golug to be greater
to make the seax safe for the property boom in the Bahamus? We ask the
Anmerfeans who are usiug these islands as “the Proaaised Land” to band to-
gother and help the old country mnke the British Emplre a place safo for
Amerieans to live in,

On June 1 of this year, just within the ]pnst couple of weeks, the
Nassau Guardian publishnc{ an editorial which started with the fol.
lowing paragraph:
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The question of tax evasion in the United Stiates has now heen definitely
brought into the open by Dresident Roosevelt who, according (v a report
published in another column “accused a group of rich Americans of immorally
and unethically evading payiment of millions of dollurs in fncome taxes.”
The position of the Bahmmas in this matter Is fundamentally much the same
as the one they occupied in the days of |prohlbithm. There was nothing in
our laws to prevent Hahamiuns from selilng spivits to Amevicans outside of
American waters ut that time and there is nothing now to prevent Amerieans
from organizing as many compunies here as they llke so long ay they meet
our requirements,  Of course in the former cnse our customers were lnw
brenkers while now we are only dealing with evaders of the lnw but the
moral difference could hardly be loeated with a microscope,

The editor then went on to discuss whether the Bahama Islands
had any additional responsibility on account of this condition. He
came to the following very sensible conclusion:

In the last analysis the whole problem fa for the United States to make
fta lnws proof against evasion or nearer to that ideal than they have yet
been able to come and that I8 evidently the next move belng planned by
the present administration, It will be steange Indeed If these now laws do
not affect the revenue of the Bahamas from rveglstration fees,

In other words, the Bahama Islands quite justifiably feel that if
the United States chooses to permit this kind of tax avoidance it is
not their moral responsibility, Xven the Bahamas editor expects,
however, that the Congress will act to stop this loophole, which is
ru&mllv i)oconung notorious, ) )

n 1935 there were 41 personal holding companies formed. In
1036 there were 51, In the first 4 months of 1937 there were approxi-
mately 30 companies, muking a total of personal holding companies
for foreigners incorporated i the Bahama Islands of 122 in a little
more than 2 years, . i

Mr, Treapway, Pardon me; are you reading still from the press?

: . )
Where did your quotation from the newspaper cease?

My, Irxy, Pardon me?

My, Treanpway, You quoted the paper, but you did not say where
the quotation stopped. .

My, Tuny. Wien I commented on the (}uomtmn from the paper,
wherein I said that, “in_other words, the Bahama Islands quite
justifiably feol that if the United States chooses to permit’———

My, Trrapway. That is the beginning of your comment{

Myr, Irey, That is the beginning of my comment; yes, sir. I beg
your pardon, ) .

Some of these corporations were formed by Americans, Others
wore set up by Canadians, but the personal holding company formed
by Canadians can be used as a device for American tax avoidance
as readily as those formed by Americans, Under Canadian laws per-
sonal holding compnnies formed by Canadians cannot bo used by
them for tax-avoidance purposes, ..

Compared with this growth of corporations in the last € years, we
find that in the 45 years from 1880 to 1024 only 93 corporations were
formed for any purpose, business or otherwise, and that during the
next 10 years new corporations averaged 20 a year. In our compu-
tation wo have left ont the 60 business corporations formed since the
beginning of 1088, ,

Myr, Brenner, our specinl agent, learned in the islands that it is
customary for the attorneys forming these corporations to meet
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wealthy Americans on winter vacations and if the opportunity pre-
sents itself to explain the advantages of Bahama corporations for
avoiding American taxes,

Mu, l\?ugill has already deseribed in broad outline how this device
operates and I will, therefore, not repeat it here, It will be illus-
trated in detail by the individual cases which will follow,

Among the personal holding corporations formed in the Bahuma
Islunds by Amerieans are the following: Southern Securities, Lid.;
Foley Securities Co.

Mr, Irey. Foley Secnrvities Co.; United Securities, Ltd.; Foreign
Investments, Ltd.; Bahamas Investments, Ltd,; Schick Industries,
Ltd.; Schick Shaver, Ltd.; Schick International, Ltd,

We will file with the committee a complete ligt—

%\Ir. Treapway, Pardon me; what does that word *“limited” refer
to

My, Irev. That is used in the British Isles in place of “incor-
orated in onr country, ' We will file with the committee u complete
}ist of ull the companies understood to huve been formed by Ameri-
cang in the Inst few years,

(The list of Bahamas corporations referved to, as submitted by
Mr. Irey, was marked “Committee Jxhibit No. 17, and will be found
in_the vecord at the end of today’s proceedings, p. 72.

Mvr. Coorer. Pardon me just o moment, Mr, Chairman, What did
you sny that document was?

Mr, Inev. ‘That is a complete list of the companies formed in
the Bahamas in the Inst 2 years and -+ months, I have given you
some snmples of them, and I am giving yon a complete list. there,

Mr, Coopen, I did not quite understand the companies that you
named,  Were they formed by one individual or more?

Mr. Inky. Noj they wore formed by diffoerent individuals. Thoy
ave simply sumples of the companies which huve been formed in the
Bahamas,

Mr. Cooven, Tsn't it your purpose to give the names of individunls
who formed those compunies?

Mpr. Irey. Yes, sir; to some extent. Whenover wo have that in-
formation, it is our purpose to give it. I will explain later the
difliculty of securing information indieating those names,

Mr, Vinson, This is the 122 personal holding companies that have
been formed within the period you state?

Mzr. Xrey, Yes.

Sonator HarrisoN. Does that list include the 40 concerns that vou
snid were business concerns? '

My, Irry. Noj it does not, That is not included in this.

Under Secvetary Maamr, Porhaps I might say at this time, this
list. which we are filing with the committee is o very long list, as
My, Irey has said, of one hundred and twenty-five-odd corporntions,
with the stockholders vegistored in the Bahamas. He is going to
speak of several particular cnses now. If at the ond of that time,
you want him to read to the gathering all of these companies and all
their stockholders, of course, that can be done,

Mr. Turapway, Just a moment, Mr, Magill. Does the list that

You have flled give names of American citizens who are stock-
10lders?
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Under Seeretary Maoinr, So far as they appear from the Bahamas
record, The information which is contained in that list was all
secured by the agent, Mr, Brenner, in a trip to the Bahama Islands,
§(\lting this information from the Bahamas stock record; and, us

Ir. Irey said, in not all cases do the names of stockholders com-
pletely appear,  But we have pretty good information as to a good
many of them, He is going to give & number of the more strviking
examples now,

Senntor Warsi, Arve the names ficticious in some instances?

Under Sceretary Macinn, I don’t think they arve fietitions, We
don’t know they are fictitious, They ave dummies. In some cases
the veal stockholder is there disclosed s in some cases he is not,

Senator Warsi. So, by reading the nmne of one of these limited
organizations, it is impossible to tell whether they are genuine
Americans or not?

Under Secretary Maair, ‘T'hat is true; yes. The cases which My,
Irey is going into are cases which were verified as far as is humanly
possible, becange-—

Senator Warsi, Is the method by which these organizations ave
formed the same in all of these lists?

Under Secretary Maown, T would think soj ves, sir,

Senator Warsir, And they all deal with securities?

Under Secretary Maaina. Yes. As he said, in going over the
records, we tried to take out any company which seemed to be formed
for a legitimate husiness purpose and only put in the American
personal holding companies,

Senator Ilsurison. You said something about dummies; under
the Inw they have n right to designate a dummy for a year. What
was it you said about that? :

Mpr. Inky, They can designate dummies, but the Inw requirves that
within 1 year aftor the crention of the company they must l‘le n state-
ment showing the true names of the owners or stockholders,

Senator HarrisoN. And some of the companies do not. resort. to the
dummy idea, others doy is that right ¢

My, Iney, That is true, Philip DeRonde is o native-born Amerviean
citizen, who was formerly president of the Ilibernin Trust Co. of
New York, divector of the mpire Trust Co, of New York, chairman
of the bhoard of Phoenix Seenvities Corporation of New York, and
also engaged in finanecing and operating steamships, Ile now owes
the Unifed States Government. $33,000 for unpaid (axes and interest,

My, Vinson, I didn't catch that, please,

Mvr, Inrv, Io now owes the United States Government $33,000 for
unpaid taxes and interest,  On January 7 Inst ho made o sworn state-
ment that he was without any substantinl funds and that he was seok-
mg' to settlo his linhility of $38,000 by offering n compromise of $1,700,
to be paid in instaliments,  We learned that on January 8, 1037, 1
day before he submitted his offer in compromise, he veceived $250,000
from the General Investment Co., an American corporation for which
he had acted as agent in the salo of the subway in Buenos Aires,
Axgzentnm. Ho instructed the General Investment Co. to puy this
$260,000 to a Bahama corporation named Philip DeRonde, Litd., in-
stend of to him. The records of tho registrar in the Bahamas show
that this corporation had been formed just 8 months bofore this
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transaction, apparently in anticipation of the completion of contract
of sule and his receipt of this large commission,

In a hearing before the Securities and Exchange Commission on
May 7, 1037, it appeared that the $250,000 was received from the
General Investment Co. by Mr. DeRonde in person in the form of
n check for $100,000 and currency in the amount of $150,000,

; The testimony of DeRonde before this Commission continned as
ollows:

Question, Now, how was the cheek to be drawn in the flest fustance, in
whose name?

Aunswer, In my corporation,

Question, What is the name of the corporntion’

Answer, Philip DeRoude, Ltd,

Question, Where was that organized?

Auxwer, In Nassau,

Question, Arve you an officer of the corporation?

Auswer, T am,

Question, Arve you a diveetor?

Anrwer, Yes, sly,

Question, Are you n stockholder?

Auswer, No.

Question, So In this corporation which bears your name, you are just an
ofticer and director and don't own a shugle share of stock of that corporation?

Answer, Correct,

Questlon, The cheek for $100000, what did you do with that?

Answer, Took it to Buenos Alrves,

Question, And deposited wheve

Auswer, In Buenos Arex in the corporate nnme, I delivered it to the
corporation,

Question, What did yon do with the $150,000 ensh ?

Answer. T dellvered that alxoe to the corporation,

Question, DA you deposit it In the hank?

Aunswoer, Sty T ean only say 1 delivered it to this covporation, which {8 a
foreign corporation,

({m-sunn. I understand that hut T have not only legal diffleulties but natural
diffenttion, T can't visunlze you walking up to Phillp DeRonde, Xtd, and
handing the money to Phillp DeRonde, Ltd,  You tuvned that money over to
gomehody,

Angwer, T turned it over to the corporation who disposed of it fu varlous
manuers,

Question, As far ax the payment of $250,000 was concerned, you carrled on
all the negotintions?

Answer, That is right,

Question, You were the one hired by Mr, Warrener?

Answer, That is right,

Question, You were the one thnt dld the work and you were the one
entitled to the compensation. In that xo?

Answer, My corporation was,

Question, You did the work?

Auswer, Yes, sir,

Questlon, Who are the stockholders (n Phillp DoRonde, Ttd,?

Answer, They constltute a group of Argentinean, Paraguaynn, and English
friends of mine,

Question, What are thelr names?

Auswer, T must decline even if T knew nt this time,

Question. DIQ you have an agreement with Philip DeRonde, Ltd, that your
compensation was to he ont of thix $250,0007

Answer, Noj beeaune this fiem of Philip DeRonde, Ttd,, was not organized
for that sole purpose, Tt i netively ongnged In many Hues of bhusiness and
han heen In gpite of itx organluation in 1086, .

That is the conclusion of the quotation from the hearing hefore the

Securities and Ixchange Commission, ‘
Now, then, the ultimate result of this manipulation was that Mr,

Philip DeRonde took out of the United States $250,000, of which
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$33,000 belonged to the United States Government and the whole
ot it was subject to the United States income taxes as his income.
This transaction took place on January 7, 1937, and Mr. DeRonde
may still think it wise to file an income-tax return and report this
income for tax purposes, This cuse clearly illustrates how a foreign
corporation may be used by assigning to it income belonging to an
American taxpayer, who thus tries to avoid paying income taxes
thereon to the United States,

This DeRonde case illustrates a tax-avoidance device of doubtful
legality, to say the least, Many of the uses of this tax-nvoidance
plan, however, are probably legal,

We cite the case of Jules S, Bache—e—

Senator Hannison, Before you get away from Mr, DeRonde———

The CHAIRMAN, Senator Harrison,

Nenator Harmson, Has he made any offer to settle this account?

My, Trey, Not since he made that offer of $1,700 in compromise of
the $33,000 liability, and at that time he made a sworn statement. that
he was without fundg and offered to pay the $1,700 in installments.

My, Vinson, Mr, Chairman,

The Cramman, Mr, Vinson,

My, Vinson, What was the date upon which he received the
$250,000?

Muv. Ingy. January 6, 1037,

Mr, Vinson. And what was the date upon which he testified he
had no money ¢

My, Invy, January 7, the following day.

Mr, Vinson, And he made the statement under oath?

Mv. Irky. That is correct,

My, Vinson, On January 7, the day after he had collected the
$2050,000¢

My, Ingy, After he had completed that transaction; yes, sir,

The Citairaan. You say he }ms offered $1,700 in settioment. of the
$33.000 that he owes the Government ¢

Mur. Inry, That is vight,

The Cuaman. Does he dispute that? Is that according to his
return, or is it an assessmont of $38,0009

Myr. Iney. We ure assessing that $33,000,

The Cuamman, Did he make any returns at all?

My, Irey. He filed returns,

'l‘lu; CuamMaN, What did the return show he owed the Govern-
ment ¢

Under Secretary Maoinn, As I understand it, Mr, Chairman, the
$88,000 is shown to be due on returns which he has filed for prior
enrs.

) The Cramman, That is what I was trying to zet,

Under Secretary Macinn, Yes. Now he seeks to compromise that
liability shown to bo due in that way by paying $1,700 and by swear-
ing to the Treagury that he does not have any money, when the day
before he got the quarter of a million dollars, most of it in cash,

The Ciamaan. On the ground of inability to pay?

Under Secretary Macinr, That is vight,

The Cramman, And not that the assessmont was unjust?

Under.Secretary MaaiLn, That is right,

BT0-~BT=<pl, Imemedf
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A’Mr'l VinsoN. When was this money taken physically to Buenos
1res!

Under Secretary Macirn, So far as I know, we don’t know exactly
when he did do it. You can see from his testimony here he was com-
pletely evasive. 8o that you would not get anything by asking him
as to when he took it there.

Senator Warsi, Mr, Chairman,

The Cuamman. Senator Walsh,

Senator Warsu, I assume the Legal Division of the Bureau of
Internal Revenue in the Lreasury acted on these facts, ns to whether
this was an evasion or & criminal fraud. What ruling did you make
on those facts?

Under Secrotory MaaiLrn, Welly as to this quarter of & million, I
think the case has not been submitted to the Legal Department,
becruse the payment was made only in the beginning of this year,
as you see,

Senator Warsi, Have any inquiries or steps been taken to see if
these facts which are before you constituto a fraud or a erime?

Under Secretary Macua, That is what we are doing now.,

Senator Warsit, In other channels than through this committee,
I assumef

Under Secretary Maoin, Yes,

Mr, Vinson, This money was not this yvear?

Mu, Inkw, That is this year, It is u 1937 transaction,

Mr, VinsoN, On 1937 income, lonsequently, the tax return is not
due until——

Mv, Iney, March 1938,

Mur, VinsoN, March 1938, Where did you get your assessment ¢
Mrs Irey, The assessment was on prior years, We point that out
sim})ly to show that he owed the Governmnent $33,000,

Mr, Vinson, T caught that figure fivst; then I got around to the
point. where T thought I had evidently misunderstood it,  Are there
two $33,000%¢

Mr, Iney. Noj there is the one $33,000 which he owed the Govern-
ment, for which he offered $1,700 in settlement,

My, Vinson, That was for taxes prior to January 1, 19371

Mr, Trey, That is true.

Mr, Vinson, And then, of course, the tax liability upon this $250,-
000 transaction is for the taxable year of 10871

Mvr, Irpy. That is troe,

Mvr. Coorrr. Mr, Chairman,

The Catamman, Mr, Cooper.

Mr. Coorrr, Of course, that will have to be shown in his tax
veturn filed after the fiest of next year?

Mr. Irey, That is correct,

Mr, Cooreg, But, the whole \‘)oint in presenting this evidence, as
I comprehend it, i8 to show that he testified on one day that_he
did not have any money, and thoe fact is that he had received a
quarter of w million dollars the day before?

My, Inry, That is correct.

My, Vinson, My, Chairman,

The Cuamsan, Mr, Vinson,
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“ Mr. VinsoN, Was there any consideration given to declaring his
taxable year terminated and making a jeopardy assessment on this
$250,000%

My, Irey, That has not been done,

Under Secretary Maciun, Of course, the case is now in the hands
of the Legal Division, with a view to such prosecution as we may
be able to make. It would appear that the man did make & false
and fraudulent offer in compromise,

Senator Warsi, Was that sworn to?

Under Secretary Maarr, Oh, yes; those are sworn to,

My, Vinson. Well, but, Dr, Magill, that refers to old taxes,

Under Secretary Maainr, That is right,

My, Vinson, That vefers to a lability that has been fixed. Now,
in speaking of the income tax upon that $250,000, which is income
for this year, as I understand it, it would be within your power
to make a jeopardy assessment upon that income; is that correct ?

Under Secretary Maamnn, T think you are right, Of course, the
difficulty here is, as explained in the DeRonde story, that the money
is down in the Bahamas in this company.,

Mpr, Vinson, Now it seems to me that you might make n jeopardy
agsessment,

TTnder Seerotary Maginn, T think that is an excellent suggestion,

My, Vinson, But let him have a few more monthg hefore the ordi-
nary taxable year terminates and he will just have that much more
time to get away with it,

Senator Harrson, My, Chairman,

The Cramaran, Senator Harrison,

Senator HarrisoN, I wounld like to make the observation that T
think this is one of those cuses where Mr, DeRonde ought to come
before the committee, nnd ought to be subpenned hefore the com.
mittee if he does not come wi?lingly so that we may ascertain who
these persons are in this DeRonde Corporation, Ltd., whether they
are hig employees who acted as dummies, and to ascertain the reason
for forming this corporation at Nassau,

The Cramaran, In that connection, Senator, I snggest he first be
mvited, and in ease he does not come, he be subpenaed,

Senator Harmison, Yes; I think he might be asked to come up in
executive session first, I merely make the observation that he might
be invited first, and if he does not come, then we ought to subpena
him. Weneed not take any action at this time. '

Mr, Vinson, Now, Mr. Chairman, it just occurs to me that this is
the character of a case where a subpena ought to issue, While vou
arve inviting him to appear here, ho might go to the Bahamas, You
cannot get process on him theve,

The Crxamman, I think we might deal with this case and other
similar cases in executive session, It will not take so much time and
apace for the stenogx‘npher.

Mnr, Irey. Neoxt I am citing the case of Mr, Jules S, Bache,

Senator Gronon, Mr, Chairman——

The Crramman, Senator George,

Senator Grorar, Is the Treasury making an investigation of that
alleged corporation or limited company{



48 TAX EVASION AND AVOIDANCE

My, Iney. Well, we made such inquiry in the Bahamas as we were
able to make in the brief visit that the agent made to the Bahamas
in securing all of this information.

- Under Secretary Maarnn, Senator, as I think you will see when we
go a little further, or perhaps you see now, it is practically impossible
to find out about uny of these cases except by putting the particular
individual under onth and making him tell the story., Now, you
could go down to the Bahamas and you would find Philip DeRonde,
Ltd,, with a couple of Paraguayans as stockholders, \\'(»IL where are
vou? You don’t know where the owners are. They may be in New

ork; they may be in the Bahamas; they may be in Pavaguay. If
vou get DeRonde on the stand you ean say, “How about. that $250,000
fec? Where did it go?”  And, “How about Philip DeRonde, Ltd.?”

Senator Grorae, Yes, T just morely made the mquiry, though, as
to whether or not there was s corporation down there,

Under Secretary Maomnan, There is, T think, a corporation, so far as
formal incorporation is concerned.

Senator Grorar. You have no information, though, except what he
disclosed before the Secuvities and Kxchange Commission?

Under Secretary Maoinn, Right.

Senator Grorer, As to the nature and the character of the business?

Under Secretary Maair, Yes, sir., '

Senator Hanrison, And they were unable to ascertain to whom he
paid this $150,000 in currency?

Under Seeretary Maainz, That is true; yes, sir,

Senator HaunisoN, You only ascertnined that the check was put on
deposit in a hank in Buenos Aires?

{’ndm' Secretary Maou, That is vight; yes, sir.

My, Inky. Shall I proceed, Mr, Chairman?

The CammaN, You may proceed,

My, Treanway, May I ask one question?

The Cuamman. Mr, Treadway.

Mr. Treapway, Have you the tax veturns of this Mr. DeRonda
that he made under which the $33,000 assessment lies for which he
offered to compromise for $1,7007

Mr. Irey, T haven't that with me.

Mr, Treapway, Those returns are, of course, in the hands of the
Internal Revenue Bureau?

Mr. Inky. They are available; yes, sir,

Mr, Treanpway, They would be available to this committee?

Mr, Iner, That is correct.

Mr. Treanpway, They would show the nature of his business under
which he ran up this debt to the Government of $38,000¢

Mr. Trey, That is correct,

My, Treapway, What was the nature of his business?

Mr, Tuev, T have not reveiwed those returns,

Mr, Treapway, Beg pardon? ‘

Mr, Inev. I have not reviewed those veturns, Mr. Troadway, 1T
was_concerned with this later problem and did not go into the old
tax lability the one under which the $83.000 is due.

Under Seeretary Maaup, As you see, Mr, Treadway, since he mado
this offer in compromise I take it he is cssentinlly admitting he owes
the money, and the question is simply how much he is going to pay.
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His business, as I understand it, is financing, but just how this
mrticular $33,000 tax linbility arose we will %mvo to give to you
ater, if you want it, We can bring the returns here and you can
see the whole story.

Mr, Treapway, I should think it would be part of this record,
advantageously,

Under Secretary Maginr, I think so, If you want it, we will give
it to you.

Mpr. Treapway, I think it would be desirable, Mr, Chairman, to
have them available,

Mr, Vinson, I don’t see where it illustrates anything. That
amount has become fixed. There is no question involved as to the
amount. of taxes due for former years, is theve?

My, Iney. Noj there is no question as to the amount, so far as we
are concerned,

My, Treapway, So I make the request that those returns be avail-
able to the committee,

The Cuamrman, Mr, Treadwny makes the request that those re-
turns referred to be made available to the committee, Is there
objection? \

Tr. Cooren. Well, Mr, Chairman, I rather concur in the view
oxpressed here. The particular item to which attention has heen
directed here is not disclosed by the return that is now on file, This
item will have to be shown in the next return, and I am unable to
see how any advantage will be served by having an investigation of
that return here, because it is simply a question of back taxes that
have been assessed against him,

Mvr. ‘Treapway, Well, I think, Mr, Chairman———

Senator Harrison, Mr, Chairman~-—

The Cuamman. Senator Harrison,

Sonstor Harmson. T do not undevstand that Mr, Freadway has
asked for an investigation,

. Treanway. No, sir,

Senator HarrisoN. But that the returns merely be made available
to the committee, I can gee no harm in the Treasury Departiment
having them ready to make available to the committee if the com-.
mittee wants to look into them. T don’t think they have any bearin
on this particular case to which he is referving, but I think it is all
right for any of these tax returns to be available to the committee,

The Cuamman. The Chair sees no objection to that unless there
is objection raised to the request that the returng be made available
for tl‘m inspection of the committee or any member of the committee,

Senator Warsn, Mr., Chairman——

The Cramman, Senator Walsh,

Senator Warsu, Dr, Magill, will you inform the committee
whether or not the Treasury Department under existing law can call
in a taxpayer and put him under oath and examine him in regard to
his return?  Don’t you have to first go to court for an ordert

Under Secretary Maair, I am not fully advised on that, Can
you give it, Mr. Helvering?

Commissioner Hervering, We have full authority to call witnesses
. ander the law, '

Senator Warsi, Any witnesses relating to a tax return?
Jommissioner HrLveriNag, Yes,
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Under Secretary MaoiLt, Can you examine them under oath?

Commissioner Henverino, Yes: section 618 is the nuthority.

Mr. Inev. 1 veferred to the ease of Jules S, Bache, & prominent
capitalist, who has been connected for a long time with many finan-
cinl concerns. As will appear from the details of this case, Mr,
Bache apparently acted with an honest conviction that he was within
his legal rights in utilizing foreign corporations as he did.

Senator Fiarnison, In New York?

Mr, Iney. In New York City; yes, sir,

We. therefore, cite the ease not in erviticism of Mr., Bache but to
illustrate the fact that if the law is as Mr, Bache interpreted it the
present situation regarding foreign personal holding companies offers
great inducements to the wealthy taxpayers for tax savings,

Mr. Bache organized two Canadian corporations, through which
he traded extensively in stocks and bonds,  In 1030 he transferred
assets to a Canadian corporation in excess of $13.000,000, Efforts
have been made by internal-revenne agents of the United States
often and again to obtain complete information abont this Canadian
foreign corporation, which is called the Wenonah Development Co.,
Ltd. The transfor of this sum of money to the Wenonah Develop-
nment. Co,, Litd., velieved Bache of the receipt of incomes which had
proviously resulted m the payment of substantial taxes to the United
Stotes Government. Apparently this Canadian company has heen
very prosperous, because its assels appear to have been increasing
constantly,

In 1032 My, Bache obtained $2,300,000 from the Wenonah Develop-
ment Co,, Ltd,, as a loan, and on his 1934 veturn he deducted $225,000,
ropresenting interest paid to a corporation which he personally
owned, This deduction was sufficient to reduce his veturn to a non-
taxable status. He repeated the same operation in 1036 and 1936,
The intervest charge was under $100,000 annundly, with the result
that he paid little tax in 1035 and no tax in 1036,

On May 23, 1034 Mr, Bache formed another corporation under the
laws of the Bahama Islands by the name of Richmill Bahamas Co,,
Ltd,, which was capitalized at $500,000 and owned by the Wenonah
Development. Co,, Ilml. It is understoud that this corporation was
formed to hold all or part of the eapital stock which Mr, Bache
owned of Domes Mines, Ltd,, a Canadian corporation,

It appears that by this means My, Bache is attempting to avoid the
myment. of American taxes on dividends received from Domes
fines, Ltd,, although indivectly retaining control of the stock and ite

income through his domination of the Wenonah Development Co.,
Ltd, That is the conclusion of the DBuache case, if there ave any
questions,

- Mr, Vinsoxn, Did you ascertain who else was in this corporation
with Mr. Bache, or in any of these corporations? There are other
stockholders?

Under Scevetnry Macinn, Tt is my understanding that (he stock is
all owned cither by Mr. Bache or by two trusts which he set up in
favor of his danghters,

Mr, Vinson, How did he get the stock from the Domes Mines
into the Bahamas cor )omtiml%x

Under Seeretary Ml,\mu..- I am not fully informed. I presume ho
exchanged it for the Bahamas corporation stock,
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Myr. Vinson. I thought you said though that the Bahamas corpo-
ration was wholly owned by the Wenonah?

Under Secretary Maain, Of course, he could have done it. I do
not know, but he could have done it the other way; that is, transfer
the Domes Mines stock to the Canadian company, and then have
it organize the Bahamas company, using that stock as eapital,

My, Vinson, What advantange would he gain by the formation of
the Bahamas corporation if he went that route?

Under Secretary Maainn, 1 do not see the immediate advantnge
except to have two foreign compunies which can deal with each
other, and on neither of which you can check up.

Mur, VixnsonN. You have not heen able to check up on the Canadian
company, have yont!

Under Seervetury Macinn, No: nor on the Balnas,

Mr, Vinson, Just spreading it out a little moret

Under Secretary Macin, That is vight,

Senator HarrisoN., Do all of these rvepresent the same character
of business that Jules S, Bache conducts in Now York, dealing in

securities, and so forth?

Under Secretary Maair, So far as I am aware, these companies
ave investment companies, not. brokerage companies,

Senator  Warsu, That is, involving American securities and
American assots?

Under Secretary Magin. American and Canadian,

Mr. Treapway. 1 wounld like to see if I understood Mr, Irey cor-
rectly in his opening remarks about Mr. Bache. I understood you to
say “if the law is as My, Bache interprets it.” Iid you use some
such expression as that

Mvr. Iney. That is correct ; yes,

My, Treapway, Is it not up to the Governmenr officinls to inter-
pret the lnw? How does Mr, Bache come to be the interprerer of

our laws?

My, Ircy. I am not setting him up as an interpreter of owr laws
for our guidance, but if we find that. his interpreration is us we find
it, then 1t was a iogul transaction, That was the point I was trying
to make.

Senator HarnisoN, What has the Treasury Department ascer-
tained? What is their opinion about it?

Under Seerotary Maair., I think his setting up of these corpo-
rations was legal enough, in this sense, that I do not think there is
any criminal liability at all from anything he did. He sets up
foreign holding companies because they will save him money which
he accumulates ns income and assets in these companies. He causes
those companies to loan him money on which he takes a deduction
for interest. It is all legal, in the sense that I take it it is all dis-
ciosed, there is no fraud, It is simply taking advantage of the
situation,

Senator HanuisoN, Instead of receiving dividends from these com-
yanies, on which he would have to pay a tax, he borrows money

rom_these corporations and pays interest on it, and takes it out ns
a deduction in his tax return? :

Under Secretary Maomnn, That is right, In 1036 my recollection
ig that Mr. Bache’s own return shows a considerable loss, Hig

Canadian company had an income that year of $1,600,000,
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My, Treapway, Mr. Chairman,

The Cramsan. Mr, Treadway,

My, Treapway. Then, Mr, Chairman, Dr. Magill considers that
while such an example as he is giving us of Mr, Bache is not illegal,
you would class it as immoral, would you not?

Under Secretary Maoinn, I feel the same difficulty that was ex-
pressed here yesterday in drawing lines botween what is evasion and
what is avoidance, and what i§8 immoral, and so forth. Some cuses
you can classify as clearly fraudunlent. I feel certnin in my own
mind this is not one of those,

My, Treapway. Do you consider that the DeRonde case was?

Under Secretary Maannn, I think the DeRonde ense isg yes. You
see us T get this, in the DeRonde case it would appear that a plain
misstatement of faets was made, under onth, as to what his assets
were,

Mv. Treapway. Then, as I understand it, you are lnying before us
the cases that yon regard both as illegal and other types possibly
ag immoral, as we know and use the word in this cmmoction}

Under Secretary Macun, Yes,

Mr. Treapway, That is with a view of asking Congress to stop
the loopholes?

Under Secretary Maomrn, Exactly. As we said to you yesterday,
our interest is in perfecting the Iaw, That is, we nre not really
interested in persecuting any of these people, What we want to do
is to show you what the loopholes in the law ave by giving you as
good examples as we can get out of it.

Mr. Treapway. And as you have proviously said, or as I think the
Secretary said yesterday, the loopholes have been taken advantage
of very largely recently

Under Secretary Maainn, That is true,

Mr, ‘Treapway. It has been oxtended?

Under Seeretary Maamun, That is vight,

The CairMaN, You say that in this case vou do not think there
is criminal liability, it is not frandulent. He is protected against
criminal liability, but is he exempt from other linbility in that situa.
tion ag a matter of law?

Under Secretary Maarnr, That is a niea question. I do not think
there are any cases on it, but Mr. Shafroth can perhaps help us on
that. I think the logal departinent has ruled that these foreign hold-
ing companies are subject to taxation if they are owned by American
citizens, under the personal holding company provisions in our revenue
laws,  You can see that there is going to be a good deal of dificulty
in enforcing that position, and I do not think it has yet been tried
out. in court,

The Criamman, It will be your endeavor to collect those tuxes?

Under Secretary Maanx., Oh, yes: I think there is no doubt; but
you start in to collect these taxes and, as you know, you are going to
be 5 or ¢ vears in litigation before you actually colleet them, and in
the meantime you are losing or may be losing similur amounts through
other companies that are doing the same thing.

The Cuamman, Proceed.

My, Irey., Next we have the case of Mr, Wallace Groves, who is
prominent in Now York financinl cireles and has been associated with
the Interstate Equities Corporation, later succeeded by the Equity
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Corporation, the Chain & General Equities, Inc., the Yosemite Hold-
ing Corporation, and the Franklin Plan Investment Trust of Phila-
delphia. Through his control of holding corporations or investment
trusts he is understood to control the United Cigar Store chain and
also the Whelan Drug Store chain,

My, Vinson, Mr. Chairman,

The Cuairman, Mr., Vinson.

Mr. Vinson. Are all of these domestic corporations?

Mr. Irey. Yes. He has been in constant litigation with the Bureau
of Internal Revenue for many years, From testimony and docu-
mentary evidence produced at recent hearings before the Securities
and Exchange Commission, it appears that in 1936 Mr, Groves owned
the Nussau Securities, Ltd., which he had organized the year before
in the Bahama Islands, This corporation %ad a capital stock uf
$50,000, and only five shares were issued, Mr. Groves was able to
control the General Investment Corporation, which, unlike the Nassau
Securities, Ltd,, was a substantinl business enterprise having many
stockholders,

The General Tnvestment Corporation deposited $2,500,000 in the
Royal Bank of Canada. Then Mr. Groves caused the General Invest-
ment Corporation, which he controlled, to agree to buy its own stock
from the Nassau Securities, Ltd., at $102 n share, the transaction to be
consummated in Montreal, Canada,

At the time the agreement was made the Nassau Securities, Ltd.,
owned no stock in General Investment Corporation, It therefore
made an open offer to all the stockholders of General Investment Cor-
poration to purchase their stock at $87.50 a sharve. It was stipulated
that any stock so acquired should be deposited in escrow in Montreal,
The agreement further provided that such stock was to be deposited
on January 23 and paid for on January 25, 1037,

It is important to note that the delivery to the General Investment
Corporation of its own stock by Nassau Securities, Ltd., was also to
be consummated on Jununry 23, In other words, by this agreement
Nassau Securities, Ltd., did not have to pay the individual stock-
holders of General Investment. Corporation (from which it had pur-
chased stock at $87.50 a share) anything until after General Invest-
ment Corporation had paid Nassau Securities, Ltd., $102 a share for
that same stock,

The detuils of this financial legerdemain ave very diflicult to ex-
plain without a chart. The net effect, however, was this: Mr. Groves,
ucting throngh his personal corporation, Nassau Securities, Ltd,,
l)«)ught stock from the stockholders of General Investment Corpora-
tion and sold the same stock to General Investment Corporation at a
profit of $14.50 n share,

Senator Harmison. Mr, Chairman?

The Cramyman, Senator Harrison,

Senator Hamusox, How much would that amount to?

Mr. Irey, About $350,000 profit, $356,000, T think.

The Securities and Exchange Commission is engnged in_determin-
ing whether these transactions were a fraud on the stockholders of
General Investment Corporation,  With that question, of course, we
are not here concerned,” We arve concerned with the fact that the
method by which Mr, Groves attempted to free the gains from the
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transactions from income taxation in this country was the use of
a foreign corporation, which apparently had no function other than
that of making possible an avoidance of United States taxes.

That is the conclusion of the Wallace Groves case.

Mr. Vinson. Mr. Chairman.

The Cuairman. Mr, Vinson.

Mr. Vixson. When did that transaction occur?

My, Irey. Just in January of this year.

Mr. Vinson. Of this year?

Mr. Irey. Yes.

The Cuatraan, If there are no further questions, you may pro-
ceed with the next case.

Mr. Irey. Mr. Percy K. Hudson, who was formerly a member of
the New York Stock Exchange, has availed himself of a Newfound-
land personal holding company in a rather novel way. It should be
state({)in fairness to Mr. Hudson that his transactions seem to fall
within the letter of the law,

Under the present income-tax law, deductions for losses on sales
of securities by individuals are limited to only $2,000 in excess of
any reported capital gains. Mr. Hudson, in 1936, lost $130,000 on
a sale of securities on the stock exchange. He had realized no profits
against which the offset could be made. Therefore he created a profit
of $130,000 by selling other securities to his own corporation. He
accomplished this in the following way: He was the owner of 78

vercent of the stock in a Newfoundland corporation, Laurentian

ines, Litd., the balance being held by his brother and a close friend.
He sold $400,000 of his personally owned securities to this foreign
corporation which he dominated. This transaction gave him the
needed profit of $130,000 to which we have referred.

Moreover, the securities which he sold to the Newfoundland cor-
poration now have a basis for the purpose of computing future
profits which is increased by $130,000. By this method if the New-
foundland corporation which Mr. Hdson controls sells these secur-
ities in a later year for $130,000 more than Mr. Hudson originally
pai({li for them, its income-tax return for that year will show no
profit,

This same method might have been employed so far as stepping
up the value of the secutities is concerned, with a domestic personal
holding corporation. However, the foreign corporation was no
doubt used for this purpose in order to attempt to escape surtaxes
on_the dividends on the stock held by the foreign corporation.

‘While this particular situation does not represent tax avoidance
of a very large amount, the method can very readily be used time
and time again, and thus enable not only this taxpayer, but all others
resorting to the same scheme, to step up cost bases of securities and
to have their American income paid to foreign personal holding
. corporations,

Now we have the case of Jacob Schick. He was commissioned
in the Engineer Corps of the United States Armmy. He served his
country with distinction until his retirement some years ago as a
lieutenant colonel. He drew a pension as a retired United States
Army officer until December 18, 1935, when he became a Canadian
citizen by special dispensation from the Prime Minister of Canada.

The CuairmaN. Prior to that time he was a citizen of what State?
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Mr. Irey. In this country, he was a citizen of the State of Connec-
ticut, I believe.

olonel Schick is the inventor of the Schick electric dry shaver,
which article is manufactured by the Schick Dry Shaver Co. of New
Haven, Conn., and is sold universally, It is common knowledge that
this invention has proved very profitable to the inventor through
sules to citizens of the United States. Naturally, such profits are
taxable under the United States income-tax laws.

In November 1933 Colonel Schick formed a corporation in Nassau,
Bahama Islands, which he named Schick, Ltd., and assigned his
royalty income from the American operating company to that foreign
corporation. This royalty amounted to $129,000 in 1934, and there
was a withholding tax thereon of $17,737. If Colonel Schick had
receivedd and reported this money in his personal return, he would
have hcen liable for a much larger income tax.

Apparently Colonel Schick was not satisfied with this saving in
taxes, so on December 18, 1935, he became a Canadian citizen, and
5 days later formed three other companies in Nassau, Bahama Is-
lands. He named these companies Schick Industries, Ltd., Schick
Shaver, Ltd., and Schick International, Ltd., and he transferred to
them 57,791 shares of Schick Dry Shaver, Inc., the American manu-
facturing company. This was practically all the stock outstanding
of the American company.

It is very interesting to note at this time that Colonel Schick’s
change in citizenship was absolutely necessary for him to consum-
mate this transaction and avoid taxes in the United States. There
are tax laws designed to prevent American citizens or resident aliens
from transferring American holdings abroad for tax-avoidance pur-
poses. If an individual is neither a citizen of the United States nor
a resident, then there is no way in which our law as presently con-
stituted can prevent him from transferring his securities to whom-
ever he pleases, even though all the stock owned by this individual
yielded income through American companies,

Senator Warsn. Has he transferred his residence?

My, Irey. Yes; to Montreal, Canada, I understand.

The Cuamman. Did he have any business operations at all in
Canada ?

Mr. Irey. Not so far as I know, with the exception of these per-
sonal holding corporations.

The Cuamnan, I understand.

Senator HarrisoN. Where is his plant that manufactures the razors
located 2

Mur. Irey. Tt is in New Haven, Conn.

‘Senator Hanrrson, It is still there?

Mr, Irey. Yes.

Senator HarrisoN. Has he any other plant anywhere?

Mr. Irey. I know of no other plant. I think all of the razors are
manufactured in that one plant,

Senator Warss. Is ho still getting his Army retirement pay?

Mr. Irey. No. At the time of taking Canadian citizenship he
received his December 1985 check early in January 1936 and he
wrote to the Secretary of War pointing out to him that he had be-
come a Canadian citizen on December 18, and asked what he should
do with his check.
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Senator Harrisox. He was very gracious in the matter of the
pension,

Mr. Iner. Most of these cases are selected from the Bahama
Islands because that was the only locality which the Bureau has had
sufficient time to investigate thoroughly.

Senator HarrisoN. Prior to moving to Canada and becoming a
citizen there, did Colonel Schick pay much income tax?

Mr. Iney. He did not. Of course, this Schick dry shaver is a
rather recent invention, and the real income from it has come only
within the last couple of years. Before that period he was the
inventor, as you know, of the Schick ejector razor, which was a los-
ing investment, and he had losses in the early years. Then, when
he manufactured his Schick electric dry shaver and it became a
very profitable venture, he took his earnings away from this country.

he CraikMax. As soon as he began to make money he changed
his place of residence?

Mr. Iney. That is right.

However, in order to show the possibilities of the foreign per-
sonal holding company. we thought it important to rveview briefly
conditions in other countries which make them equally available
for tax avoidance,

Mr. Vixson, Mr. Chairman.

The Crnairman. Mr, Vinson.

Mr. Vinson. Have you the picture, or can yon tell us just how
he manipulated the three later additions to his foreign personal
holding company family?

Mr. Irey. Those three that he established after he became a
Canadian citizen?

Mr. VinsoN. Yes,

Under Secretary Macinn. We do not know, I do not know why
he has three instead of six or one. It does not look necessary, hut
he apparently thought it was.

Mr. Vinson. I thought perhaps you had some information as to
what use he puts them to. '

Under Secretary MagiLr, It is the same story that Senator Walsh
brought out a minute ago. I do not think there is any way of
finding out what the purpose was or the motives or anything else,
unless you get the individual in,

Mr. Treapway. Mr, Chairman.

The ('HalRMAN. Mr, Treadway.

Mr. Treapway. Do you consider that this Schick illustration is
capable of being indefinitely elaborated upon by other business
people making profits?

Under Secretary Macinn, Yes, sir. It is what T would call one
of those fighting chances. Take for instance the assignment of
royalties to this Bahamas company. It is conceivable that we could
convince the court that that was simply a dodge, that the royalties
actually belonged to Schick in person, they were being earned in the
United States, and they ouglit to be taxable here in the usual way
in his return, Whether a court would so hold or not no one can
know. Similarly the transfer of the stock of this Connecticut cor-
poration to the Bahamas company and the subsequent receipt of
dividends by the Bahamas company—conceivably we can make out
a case for taxation, but in this case it is going to be practically im-
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1}0_ssible, I should say, because of Schick having changed his citizen-
ship.

I{Ir. Treapway. You say “practically impossible” to hit that kind
of cese, the change of citizenship puts it in a different category?

Under Secretary Maomw. ‘That would make our lot particularly
hard b3 trying to collect anything from him.

Mr. Vinson. Do you collect your corporate tax?

Under Secretary MaoiLr. What we collect is this: Tn view of the
strengthening of the withholding provisions which you made in
1934, we can collect the tax on the dividends; that is, at the withhold-
ing rate, 10 percent, payable to the Bahamas company. We cannot
collect surtaxes on those dividends.

Mr. VinsoN. No. You can withhold as to the first Bahamas cor-
poration, but it just occurred to me that the setting up of the second,
third, and fourth might permit him to avoid payvment of that tax.

Under Secretary MagiLr. You may be right.  Of course, I do not
want to admit anything, but we will go after him as hard as we can
under the laws we have, but our whole case is as you see that we
think the laws can be amended to put us on a much better footing.

Mr. Tresvpway., Do you think this particular type of case can be
hit by changing the law?

Under Secretary Magirr. I yield to vou on that. I do not think
you can do anything, however, as to his becoming a Canadian citizen.
If our taxpayers want to go off and become citizens of other coun-
tries, all right, I suppose, that is their status from then on; but the
device of causing royalty income and dividend income to be paid to
these foreign companies is one that could be utilized without chang-
ing any citizenship, and that of course is what we are primarily
concerned with, This is just a striking case, because the man went
the whole route to eliminate American taxes as far as he could.

Mr. Vinson., Could you not make a right generous withholding
tax rate in a case that could be pictured such as this?

Under Secretary MaaiLn, I am glad you are thinking along those
lines, because we have been, too. A right generous - “te seems to be
indicated,

Senuator Harrisox. Mr. Chairman,

The CuairmMaN. Senator Harrison.

Senator Harnison. May I ask the witness a question? You said
something about this retired Army officer, who had a fine record in
the service, I think you said, and who has now a better record as an
evader. He went to Canada, and through the Prime Minister, you
say, obtained citizenship. Was there anything unusual in the way
he obtained his citizenship up there?

Mr. Irer. Our information in that connection, Senator, is this,
that he is a personal friend of the Prime Minister, or whoever may
have been the Prime Minister of Canada at that time, and under
Canadian laws a man must have been a resident of Canada for a
period of 5 years before he can become a citizen. He had not lived
in Canads, of course, any such length of time, and the only way in
which he could have become & citizen within that tax period before
January 1, 1936, was by a special dispensation by the Prime Minister,
;nd tl(lla}t specia] dispensation was granted in his case, we are in-

orme
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Senator Harrison. It was an unusual case?

Mr, Irev. Unusual; yes,

Senator HarmisoN. T had understood that the Canadian Govern-
ment. had cooperated quite fully with the Treasury Dopartment in
rumning down tax evaders. That was the information I think I re-
ceived from the Treasury Department.

Under Secretary Maota. ‘That is true, Senator. 1 do not know
whether the present. Government. or the present Prime Miunistor of

“anada is the same as the one that helped Colonel Schick out in 1935,
but. it is true that the present administration of inlund revenus in

Jannda has been very cooperative with us in attempting to run down
tax evasion.  ‘They have one of the best records of any country,

Senator HarrisoN. In this case they slipped o cog? 1ot me ask
you a question along another line,  In connection with his royalties,

imagine he had a patent on this particular kind of safoty razor,
did he not?

Mr. Inry, That is right.

Senator Harwison, T do not know the modus operandi of trans-
ferring a patent of a United States citizen or corporation to a foreign
corporation. Have you looked into that. phase of it

Under Seeretary Maainn, 1 have not, sir, in the time that 1 have
had on this, but. I shall be glad to do so. It sounds like a good idea.

Senator Harrmon. I do not know whether there is anything in it
or not.

Under Secretary Maoinn, We ean at least find oul,

Senator Harrison, All right,

Senator Gronar. Mr, Chairman?

The Curamman. Senntor (George,

Senator Georar. May I ask, regarding this retived Army officer,
Schick, as 1 believe you ealled him, did he receive both dividends
from the Amerviean operating company and royalty payments?

Under Seeretary Maaiu. 1 believe soj yes, Senator,

Senator Georer. He had the two sources of incomat

Under Seeretary Maaint, Yes, siv. He originally owned the stock
of this company and also had income from the royalties on the pat-
ents, as I understand ity and he tirst transferred the royalties to ono
of these Bahama companies, and then later on after he had becomao
a Canadian citizen he transferved the stock to one of them,

Sonntor Grorar. And as long as he vemained an Ameriean citizen,
did he not have constructive receipt of his royaltios?

Under Sceretary Maawn, Yess I should suppose so.

Senator Georee. I should suppose any royunlty that he received,
although it was assigned or (ransferred, while he was an Ameriean
citizen, wonld be subject to tax here,

Under Seeretary Maarnn. I should think soj yes. Of course, it
goos without saying that we are making a careful investigation of
his returns for all of these back yemrs to see what ean be done, and
that we will complete something during the summer. It is perhaps
also interesting to note that immediately after he became a Cana-
dian citizen and after he transferred this stock to the Bahamas
company he declared a large dividend from his Connecticut com-
pany, but he waited until the transfer had been made first,

Senator Havrison. Mr. Chairman,

The Cuamman. Senator Harrison,
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Senntor Harwison, May 1 suggest, Dr. Magill—I think it onght
to go into the record sometime—that. yon give us an idea about the
taxes one haw to pay in these various countries to which people have
rone from this country to form these corporations, 1 think it would
w quite illuminating,

Under Seeretary Maacinn. 1 think T ean give that to you right now,
There is no income tax in the Babamas at all, as T understand., 1
think the entive revenuo that the islands obtain is obtained from
customers, fo they have no income tax,  In Panama, which will ba
referved to presently, T believe there is a small income tax. 1 am
informed there is no income tax in Newfoundland,  Usually, of
course, the man going into this kind of scheme picks a country where
there is no income tax, or at least no income tax on the kind of trans-
actions that he is going into,

For instanee, in Panama, my understanding is that there is no
tax on sales of seeurities other than Panama securities, so that it is
1 good place to organize a company which is going to deal in Ameri-
can and Canndian securities,  Wa ean give you that in a table if
you would like it, Senator,

The Cuamman. This man, Schick, would be more approprintely
named *Slick.”  Have you any evidence ns to where he has spent.
the major portion of his time since he changed his citizenship to
the Canadinn Government. from Connecticut, where his business is,
whether it is over there?

Under Seeretary Maatnr, T do not know, sir. We have not trailed
him,  His business is in Conneeticut.  He says he is a rvesident of
Montreal,

The Cuamman. You do not know where he spends the greater
portion of his time!

Under Secretnry Maoinr, Whether he is physieally in Montreal or
physically in Nassau or in Conneeticut, T really do not know, T
should think he would have to come down here once in a while.

M, Vinson. Mr, Chairman,

The Cnarman, Mr. Vinson,

Mr. Vinson. Iave there been any recent. changes in the Canadian
income-tax Inw? :

Under Secretary Maainr, I cannot answer you very aceurately on
that, Mr. Vinson, i

Mr, Vinson. 1 would like for you to put into the record the rates
under the income-tax taw in Canada at present, and what they wero
b years ago. It is my understanding that they weroe less burden-
some o few years back than they are now,

Under Secretary Maoinn, We had better give that to you in docu-
montary form, but. T know one thing that wé want to give yon, the
provision of the Canadian Inw that they have enncted for the pur-
pose of stopping this Bahamas racket. They have a provision
whereby a Canadian stockholder in a Bahamas -company must re-
port his stockholdings in that company and must. pay the tax on the
income of that company, ‘

Mr, Vinson, The point I wanted to get, there, was the fact that
several yours ago the income-tax laws of Canada were moro fayor-
able for the formation of Canadian companies than they ure today.
They have a withholding dividend tax now, do they not { '

" Under Secretary Maainn. Yes, sir, _ o

Mr. VinsoN., Aund that is a recent development, is it not?
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- Under Secretary MagiLr. That is right. That is quite possible.
As you can see here, Canada is probably not very widely used by
Americans in this connection, anci the Bahamas are much better.

My, VinsoN. Yes; but formerly?

Under Secretary MaciLL. It was.

Mr. VinsoN. Americans went into Canada?

Under Secretary Magirn. That is right.

Mr. Vinsox. And then Canada rather tightened her income-tax
laws, and it was not such a propitious place for Americans?

Under Secretary MacinL. That is true.

Mr, Vinson, Then they turned toward the Bahamas and other
places?

Under Secretary MaociL, That is right, The Canadian authori-
ties, as I have said before, have expressed a willingness to cooperate
with us in any way with respect to this tax-evasion business,

The CuamyMaN. You may proceed, Mr. Irey.

Mvr, Ingy. The principal foreign localities where it is becoming
evident that this type of tax avoidance is being used are Newfound-
land, Panama, the pl'incipality of Lichtenstein, and Prince Edward
Island in Canada. We will briefly review the probable extent of the
use of foreign corporations to avoid taxes in these countries.

First, let us take up Newfoundland.

From all indications it appears that the device of the personal
holding company has been used for some time in this country. In
Newfoundland there are a total of 202 personal holding companies
which appear to have been formed by Americans in the last 4 years.
Forty-six of them were formed in the 18 months after November
1935. The Bureau has not been able as yet to send an agent to New-
foundland, so details are not available. Nevertheless it is dificult
to see any reason why 202 personal holding companies should be in
operation in that country except for tax-avoidance purposes. The

rincipal industries are the production of paper, which amounts to
&12,000,00{) annually, and fishing, which produces six millions.

In a cable dated May 7, 1937, the United States consul at St.
Johns, Newfoundland, reports:

Large majority of corporations are shown to have been organized by the
law firin of Hunt, Emerson, Sterling & Higgins, by subseription for one share
by each of three of the partners, .

Senator HarrisoN. Is that firm located at St. Johns?

Mr. Irey. St. Johns, yes, sir.

Shares are immedintely transferred to members of Canadian law firms,
Since in most cases Ameriean shareholders are not indieated it is belleved
that most corporations although American-controlled are organized for the
purpose of tax evasion. This canunot be corroborated except by reference to
corporations previously investigated, where it was shown that organization
was completed In the same manner and the American shareholders were
not shown wuntil long after incorporation. It is presumed the same procedure
is now being followed.

The annual report of the Commission of Government of New-
foundland shows government fees from personal holding corpora-
tions for calendar years as follows: 1934, $10,857.; 1935, $11,804;
1936, $17,323.

This increase in revenues to the Newfoundland Government is
clearly due to the increased formation of such companies because
the corporation tax rate has not been changed.

.
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Let us next take up Panama. Here we find laws very favorable
toward the formation of foreign corporations. No annual statements
are required as to the stockholders or as to their financial condition.
There is no tax on income or profits from sources outside Panama.

In Panama there were 46 personal holding companies formed by
Americans from January 19335, to March 8, 1937. Practically every
company which has been formed by Americans has the firm of
Fabrega & IFabrega as resident agent. They are the ranking law-
yers in Panama City. The head of the firm was once Secretary of
State of the Republic of Panama.

For reasons which we will set out later it has been impossible to
ascertain the exact nature of the business of these personal holding
companies. There is every indication, however, that they were
formed for no other purpose than the purchase and sale of securities,
In connection with this, it is interesting to note that Mr. Ofilio
Hazera, Chief of the Section of Receipts, Department of Treasury
Republic of Panama, advises that a special decree has been issued
exempting profits from the sale of foreign securities from the
Panamanian income tax.

Next comes Lichtenstein,

Senator HarrisoN. Mr, Chairman.

The CuairmaN. Senator Harrison,

Senator Harnison. Is it difficult to get information from the au-
thorities in Panama?

Mr. Irey. It is very difficult; yes, sir.

Senator HarrisoN. Where, in the case of these various countries,
would you say it is more difficult to get information?

Mr. Irey. Of course, Senator, we have sent an agent to Bahama.
T am more familiar with the conditions in the Bahamas than at other
places. It is alimost impossible to secure anything in Lichtenstein,
We have sent no one.

Senator Harrison. Where is Lichtenstein ¢

Mr. Irey, It is near Switzerland, I believe.

Senator HarrisoN. They have gone over to Europe?

Mr. Irey. Yes.

Lichtenstein: From the information available we believe that
there are a large number of corporations formed for tax avoidance
in this small principality. This belief is based upon the fact that
the tax-incorporation laws of Lichtenstein offer unusual opportuni-
ties for the operation of this device. It is impossible, however, to
give the committee definite information here. The American consul
on May 13, 1937, reported to the Bureau that the government offi-
cials of Lichtenstein declined to supply any information whatever
concerning incorporation of American companies in that country.
The following information given to us by the consul, however, is
very significant:

In the year 1935 the total tax revenue is stated as 747,740 Swiss francs.

g‘he income from incorporation taxes in that year amounted to 849,128 Swiss
rancs.

One person is suflicient to constitute a company or trust. It is not necessary
for a promoter to go to Lichtenstein for that purpose. All that is required
is representation by a firm or citizen of Lichtenstein,

570—37-—pt. 1——05
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I ]\Ved have no real information available about Prince Edward
sland.

Senator Harrison. Mr. Chairman.

The CialraaN, Senator Harrison.

Senator HarrisoN. You may have stated it, but how many cor-
porations have been formed in Lichtenstein by American citizens?

Under Secretary MagiLr, We have no way of finding out, because
the Lichtenstein officials will not give you any information.
thSenutor HagrisoN. You spoke about some having been formed over

ere.

Under Secretary MagiL. We do very strongly suspect, because of
the very generous character of the corporation laws )

Senator HarrisoN. Is the Principality of Lichtenstein a separate
unit of government?

Under Secretary Macirn. Lichtenstein is itself a place albout 6
miles square over there that has a duke to run it.

Senator HarrisoN. It is not under the Republic of Switzerland?

Under Secretary Magirr. Noj I believe not.

Senator HarrisoN. It is a free state?

Under Secretary Macinn. I believe so.

Mr. Coorer. Mr. Chairman,

The Cramman. Mr, Cooper.

Mr. Coorer, Will you kindly restate the amount of revenue that
you mentioned a moment ago, which, as I canght it, was slightly less
than a million dollars?

Mr. Irey. I was speaking in Swiss francs.

Mvr, Coorer. T mean a million of Swiss francs.

Mr. Irey. The total tax revenue in 1935 was 747,749 Swiss francs.

Mr. Coorer. Is that the total revenue received by the country?

Under Secretary MagrLr, Yes; apparently that is all they get; and
half of that comes from incorporation fees,

Mr, Irey. The income from incorporation taxes in that year
amounted to 349,128 Swiss francs.

Mr. Coorer. That is exactly the point I was trying to develop.
Substantially half of the entire revenue received by that country is
from corporations? ‘ '

Under Secretary Maerry, That is right.

Mr. Treapway. Mr. Chairman,

The Crarman, Mr, Treadway.

Mr. Treapway. Is there any indication that all that corporate
money came from American corporations? - o ,

Under Secretary Macirr. I do not think we know, but my under-
standing is from what the consul gave us that officials in Lichten-
stein wﬁl tell you nothing, and that there are no records that you
can get; so this, so far as we know, may be English incorporations
or I'rench incorporations, or something else,

Mr. Treapway. In other words, our folks need not necessarily be
the only guilty ones?

Under Secretary Magin. Oli, no; probably not.

My, Vinson. Mr, Chairman; -

The Cramryan, Mr, Vinson. ' )

Mr, Vinson., Do I understand thai they use the trust device there
as well as the corporation device?
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Under Secretary Magiir. I think they do, yes, sir; but again our
information is extremely seanty, because it is practically impossible
to find out anything.

Mr. Irey. We have no real information available about Prince
Edward Island. Prince IEdward Island is within the Dominion of
Canada. Nevertheless, it offers another excellent field for the in-
corporation of personal-holding companies by foreigners. Under
the provincial act, holding companics are required to give only very
limited information when registering. The information on their
annual returns is still more limited. = The Public Accounts of the
Island for 1936 show receipts of $120,919.90 from corpomtion taxes,
of which $70,208.3¢ was from investment companies. Only the
Inwyers know the real names of the investors.

Other foreign countries: The use of foreign corporations in foreign
countries other than those listed here for tax-avoidance purposes is,
of course, possible. It is, however, extremely diflicult to locate such
companies. We have at this time only one case—the case of Mr.
Charles Laughton, motion-picture actor, who has caused his salary
earnced in this country to be paid to an English corporation,

Mr. Laughton is a British citizen. He former a personal holding
comlpimy in England. He then entered into a contract with that
holding company to pay him a salary of $20,000 for the year 1935,
By virtue of that contract the foreign holding company became en-
titled to all of his earnings in this country as a motion-picture actor,
which amounted to $190,280.22 in 1985. The earnings of the British
company consisted entirely of the Laughton American income. It is
truo that his personally owned British company paid a tax here.
Yet through that company Laughton effected a substantial reduction
in the amount of taxes which otherwise would have been payable to
the United States Government on these earnings,

The conduct of Mr. Laughton in this instance may be perfectly
legal. The case, however, is cited as another illustration of the rap-
idly growing use of the foreign corporation for the purpose of reduc-
ing the amount of taxes which an individual would otherwise be re-
quired to pay on his earnings within the United States.

The difficulties of gaining any information about foreign corpora-
tions in the countries which we have discussed create a situation in
which only the personal ethics of the taxpayer determine whether
he will indulge in deliberate tax evasion ratherv than tax ayoidance.
The expense of sending agents to these countries is prohibitive.
Morcover, when agents are sent they are unfamiliar with the law and
tho governmental institutions with which they are dealing, and often
with the language itself. There is no possible pressure which can
be put upon the foreign attorneys who form these foreign corpora-
tions, or upon the foreign corporation itself, to copel them to dis-
close its ownership, the extent of its activities or its American income.

Therefore no one knows or ever will know until our income-tax
law is made more stringent how many of the hundreds of corpora-
tions organized by Americans in these countries are used for tax
evasion, how many of them for tax avoidance, and how many repre-
sent genuine business activity. As the editorial quoted from the
Bahamas newspaper indicates, the present situation is a challenge to
Congress and to the Treasury to make our revenue laws really effec-
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tive against those of our citizens who seek sanctuary for their
investments by taking them to foreign shores,

Mr. Coorer. Mr. Chairman.,

The Cuamsax. Mr. Cooper. .

Mr, Coorer. From your present knowledge and information of the
various cases cited here, is it your view that effective legislation may
be enacted to meet these vavious cases presented?

Under Secretary Maoir. Mr. Chanrman, perhaps I had better
answer that, because Mr. Irey, I think, has not been working on the
legislation.

As soon as these situations came to our attention we at once put
our men to work to see what kind of plugs might be put in these
loopholes, Now, as has been pointed out, we have already got va-
rious plugs for this situation. The withholding provisions were
much improved in the last law. So far as this situation is concerned,
you see what you have is this: The company which has the money is
m a foreign country. The foreign country may or may not be will-
ing to give you any information about the company, and ordinarily
is not. As the committee knows, it is not possible for us to sue for
taxes in the foreign country, so that the company and its assets are
out of here and there is no possibility of an effective suit against the
company. Hence our recourse necessarily is against our citizen per-
sonally who owns the stock in this company.

The reason why it is so difficult to ascertain the facts, or so difficult
to enforce the laws effectively, is the fact that we need provisions in
the law to compel the American owner of stock in these countries
to report what stockholdings he has, under penalties, and then I
think, since the fact seems to be that practically all of these per-
sonal holding companies are simply used for avoidance, that they
have no business purpose, it seems to me it would be constitutional
to provide as Canada does, and as I believe England does, that
the income of these companies shall be taxable prorata to the share-
holders who own the stock. Now, that is one possibility.

We have been working along those lines and have discussed it
with experts. Possibly Mr. Beaman and Mr, Parker can work out
some scheme ov additional provisions which will be even more
effective, but I wanted to give you frankly the way in which our
minds have been running with respect to this particular proposition,

Mr, Coorer. It is true that a very determined and, we think,
effective effort was made in the 1934 l%evenue Act to close loopholes
that had developed up to that time,

Under Secretary Macrrr, That is true.

Mr. Coorer. Now, these cases that have been cited here have
developed since that time? .

Under Secretary MaciLL. That is true. As you see in your his-
tory of the Bahamas there were comparatively few corporations
organized there for any purpose until about 1935, when Americans
and Canadians began going down there, and so far as what was
done in 1934 is concerned, it is true that section 351, which you put
into the law at that time, has been a most effective aid with respect
particularly to domestic personal holding companies.

Senator HarrisoN. Mr. Chairman,

The CHairsan. Senator Harrison,
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Senator HarrisoN. Of course, we want to plug these loopholes by
amending the law, but has the Treasury explored the thought—
since you state that you have been working with Canada and others
and they have been cooperating—of trying to arrange some kind of
conferences where there might be reciprocal agreements entered
into with reference to these tax problems?

Under Secretary MagiL. We have; yes, sir. We have been in
correspondence with the State Department, asking that negotiations
be instituted along those lines, and the State Department has shown
every inclination to foster snch negotiations. Not many of the coun-
tries are interested in them, because this present business is obviously
profitable immediately to some of these places, which are using it.
Canada has indicated an interest, and France, in particular, has indi-
cated an interest in cooperation between the tax administrations,

Senator HarrisoN. It would strike me that no matter what law
we may write, it would be of great assistance to get some form of
agreement. on the part of the countries.

Under Secretary Maciwr., I think there is no question in the world
about it, that if we can work out a situation whereby we can ex-
change information with some of these countries, it will be of im-
mense benefit to both of us.

The CuamrMAaN. Did I understand you to say that as to the corFora-
tions doing business in this country, which have organized holding
companies in other countries, their assets are where they have organ-
ized these holding companies, or did I misunderstand you?

Under Secretary MagitL. What I meant is this: That is necessarily,
true, and I can illustrate the proposition.

The CuarryAN. Their main assets are here, are they not?

Under Secretary MaciLr. The tangible assets may be here, and if
you will turn over in your mind Colonel Schick’s situation, you will
see what I have in mind. The razor factory is in Connecticut,
as I understand it. Now, where the certificates of stocks are which
are owned by that Bahama company, I do not know. They may.
be in the Bahamas, they may be in New York. Technically the
stock is owned by the Bahama company.

Mvr. Crowrner., It seems to me, Mr. Magill, with the exception
of the one case here where this man Schick expatriated himself and
became a Canadian citizen, we have not very much that is new,
here, so far; nothing newer than we had before us in 1934, in the
kind of tax avoidance or so-called tax evasion. There may be a
little further development on these schemes that were outlined to us
at that time, when the subcommittee of this Ways and Means Com-
mittee made a rather intensive study of these matters, together with
the Treasury employees and Mr. Parker of the joint committee,

Is this all the list that you have? The reason I ask that is this,
that it seems pitifully small. That is, do you think that such a list
as you have given us today would account for the discrepancy in
the lack of revenue that has occurred ¢

Under Secretary MaoiLr, Noj this is only one of the various de-
vices which we are presenting to you at this time. This is a very
important one. Now, the reason why the information is, as you
say, “pitifully small” that we have tried to give you, is that it is
practically impossible to get very much of it unless you enable us
to compel American taxpayers to give us the information.
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Senator HarrisoN. Will the gentleman yield?

Mr. CrowTHER. Yes.

Senator Harrison. It does not appear to every member of the com-
mittee to be at all “pitifully small.” T think that the DeRonde case
and the Bache case 1n particular are rather startling, and there have
been put into the record something more than a hundred cases, were
there not, which you have gone into?

Under Secretary MagiLL. That is true.

Senator HarrstoN. But you were presenting these cases as illus-
trations of evasion and avoidance?

_Under Secretary MaarrL, Yes. Maybe we have not made it suffi-

ciently clear. but what we were trying to do was to give you one
rather striking example of each of the different phases of tax avoid-
ance which these foreign corporations present. We could multiply
instances, if yon want them, but I think that what we have tried to
do is to select cases which will show you the need for such legislation
as I have informally presented here.
. Mr. Crowrner. If genator Harrison will permit, my reference to
it being pitifuly small was not regarding the merits or the demerits
of the case and the illegal methodgs used, but it seemed to me that it
was pitifully small, insofar as the returns due to a correction of this
evil would be very small, would they not?{

Under Secretary MagiLr. No; I think that is not quite accurate,
sir. So far as these particular individuals are concerned, they may
only owe us a few hundred thousand dollars in taxes, I do not know.
So far as the several hundred others which are involved in those
other corporations, a list of which has been put in the record, there
may be a good many more millions of dollars involved; but, as I said
in my statement yesterday, what we are afraid of is tilat: what may
now be simply a trickle of lost revenue comparatively, in the long
run will become a big stream unless something is done about it, be-
cause there is at present very active solicitation of wealthy Ameri-
gan. taxpayers to go into this particular form of tax-avoidance

evice.

Mr. CrowrHer. Then, as we proceed, you are to present other
methods of leakage and loss? . .

Under Secretary MaoiL. Oh, yes; this is just one,

Senator HarrisoN. I understand, Dr. Magill, that there were set
forth about eight of these methods of tax avoidance or tax evasion.
You have discussed this morning only the first, namely, the personal
holding company in foreign countries?

" Under Secretary MaciLr. Right. . )

Senator HarrisoN. And that the next you will take up will be the

uestion of the device of foreign insurance companies and discuss
that matter? .

Under Secretary MaarLL, Yes, sir. . .

- Senator HarnisoN. When you finish the device of the domestic
personal holding companies? .

Under Secretary MacrLu. That is correct. )

Mr. CrowTHER. Are you going to discuss the incorporated yacht
later? -

Under Secretary MaerLu, Yes, sir. I probably did not make it
clear yesterday what we had in mind. I think we would confuse per-
haps rather than aid in giving a whole list of names of a lot of people
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who have been doing the same thing. We want to concentrate atten-
tion on the device and legislation which can be adopted to stop the loss

of revenues. We are not interested, us we said yesterday, in pillorying

]several hundred Americans. What we want to do is to correct the
aws,

Mr. Crowrnir. Mr, Chairman, I agree with Mr, Magill regarding
that, and I think we ought to make a very careful sensible investiga-
tion and not make a Roman holiday out of it, and have our investiga-
tion caleulated to be such as to provide some cure for the problem that
is presented to us here,

Senator L.a ForLerre. Mr, Chairman.

The CniairmaN, Senator La Follette,

Senator LA Forrerre. Dr. Magill, how many additional names of
individuals who have indulged in this foreign personal holding-com-
pany practice is the ‘I'reasury now in possession of ¢

Under Secretary Macin, We could give you the stockholders as
they appear, for instance, of these various Bahamn corporations, 100
or more of them,

Sqnator La FoLLerte. Who are American citizens?

Under Secretary MaciLL, Some of them are and some of them are
not, Some of them are dutnmies and some of them are the veal people,
Now, for example, one case that has not been mentioned here this
morning is the case of George Westinghouse, Jr., who formed a corpo-
ration in the Bahamas, which is capitalized at $3,000,000, and, as was

»ointed out in one of the reports, Westinghouse reports one year from
New Brunswick, the next year from British Columbia, and the third
year from the Bahamas or Jamaica, so there is no catching up with

1im. Now, we could give you, I suppose, a dozen other similar in-
stances, if you want them. What we have tried to do here is just to
present you nothing that we have not verified and checked and gone
over and audited as carefully as we know how, and, as you can appre-
ciate, that takes quite a Jot of time.

Mr. Coorer. Mr. Chairman, I think it was while the Senator was
detailied a moment that Mr, Magill put a list of more than 100 in the
record,

Senator LA Forrerre. He put in a list of the corporations, as I
understand it,

Under Secretary MaciLt. And their stockholders, so far as they
appear in the records, in the Bahamas.

enator L.a FoLuerte. But, as I understand it, Mr. Irey, you have
riven us now all of the cases of individuals, where the Treasury
1as had an opportunity to make a preliminary study and audit of
their returns$

Under Secretary MaeiLL, In general, that is true. We doubtless
have other cases at hand now, but we wanted to give you those which
we have fully documented.

Judging from the joint resolution, we have assumed that there
might be another meeting of the committee in the fall, in which you
might want to go into soine more of these cases, but at any rate what
we wanted to do now was to give you enough examples to form a
basis for legislation, if yon wished to enact it at this time,

Senator LA Forrerre. What I am trying to get at is upon what
basis you selected the cases which you presented, and eliminated cer-
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tain others. Is it because your study has not progressed so far with
regard to them?
Jnder Secretary MaomL. Yes, sir.

Senator La Forrerre. But those studies are being prosecuted ?

Under Secretary MagiLr. Yes, sir,

Senator La FoLrLerte. And you will bring the additional names
to the attention of the committee, as soon as they are in the same
category as these others, insofar as the completeness of the study is
concerned ?

Under Secretary Maorwy. As the committee desires. Mr. Irey is
the head of a staff which is now actively analyzing that information
and pursuing additional investigations.

Senator La Forrerte. I would just like to suggest, Mr. Chairman,
- that it seems to me that as rapidly as these cases come into the cate-
gory of those which have now been presented, they should be pre-
sented to this committee. Otherwise, there is no rule to be followed,
and I cannot see why certain individuals who have indulged in this
practice should be brought out and put into the record, and others
eliminated, and it seems to me that otherwise both this committee
and the Department will be charged with discrimination. It seems
to me that this committee ought to adopt the rule that as fast as the
Department is ready to report these cases, they should be reported,
in the same way that the others have been.

The CraigMaN. The Chair would think it reasonable to presume
that the Treasury Department will report these cases to the com-
mittee as rapidly as their investigation of the facts warrants or per-
mits, but it is a pertinent suggestion. If they do not do it, I think
the committee should call on them to do it.

Senator La ForrerTe. If it is necessary, Mr. Chairman, I propose
a motion to that effect. I move that the Department be instructed
to furnish these cases of this particular device of avoidance or eva-
sion as rapidly as they are ready for presentation and are in the same
situation as those that have been presented this morning.

The CramrmaN., You have heard the motion of Senator La Fol-
lette. Is there any discussion?

éThe motion was agreed to.)

enator Harrison. Mr. Chairman,

The CuairmaN. Senator Harrison,

Senator HarrisoN. Mr. Magill, in this group of corporations, a list
of which has been placed in the record, are there some others that
you want to discuss now? You have not discussed all of those,

Under Secretary MagiLr, Mr. Irey tells me that the evidence is not
developed to a sufficient extent on them to make it justifiable to go
into them at this time. We are getting it as fast as we can, but as'I
think you appreciate, we have had to work pretty fast on this situa-
tion,

Senator HarrisoN. Yes; we do appreciate that.

Mr. VinsoN. Mr. Magill, I am reading section 901 of the Revenue
Act of 1932 into the record: .

' There shall be imposed upon the transfer of stock or securities by a citizen
or resident of the United States, or by a domestic corporation or partnership,
or by a trust which 18 not a foreign trust, to a foreign corporation as paid-in
surplus or as a contribution to capital, or to a foreign trust, or to a foreign
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partnership, an exclse tax equal to 25 per centum of the excess of (1) the
value of the stock or securities so transferred over (2) its adjusted basis
in the hands of the transferor as determined under section 113 of this Act.

Now, subsequently to the 1932 Revenue Act, and referring specifi-
cally to the 1936 act, is it not true that the Congress made taxable
the exchange of corporate stock, stock in a domestic corporation for
stock in a foreign corporation? :

I(Jinder Secretary MaoirL, That is true; by the section that you
read.

Mr. Vinson. Now, what moneys have been derived—what revenues
have been derived from the exchange of domestic stock for foreign
stock, or stock in a domestic corporation for stock in a foreign cor-
poration? :

Under Secretary Magirr. The Commissioner can answer that more
accurately. ‘The actual amount collected has been very small. What
is it; $100,000 or so? '

Commissioner HELVERING. I could not state.

Under Secretar ,,‘Mwnm"lﬂ?oj;,.;% report on it at one time earlier
this spring, and#tlie total is relativélpdpconsiderable.

Mr. Vingov. Where you have the difect exchange, it would be
possible ¥#' <,

Undet Secretary Macirsi Right, B
M Vinson. But.if they,make ‘#n exchange one time to a foreign
corporation, and«then the foreign corporation sets'up one, two, three -
ag ii"%i(%nal foreign cqrporatimggg, why, you are géting Jost in the
skufile S Lo e 4l ki

Under Secretary Magiy, That is trae. Then, of tcourse, further,
iou can see again the/great difficulty’ of discovery i a case of this

ind. Suppose an individual goes.down to the Bahamas with a black
satchel with-same securities,in it, and dosnthere he tgansfers it to a
Bahamas ¢comphny und-brings itg stock back to New York. How are
we to know about jt? igpieete ) '
+ Mr. Vingon. Welly, you eannegt know; but if it should be deter-
mined that'thig’exchange was:madle of stock in a dgmestic corpora-
tion for stock 1n a foreign A‘OOrEoration, theu that exchange is taxable,

SEN

Under Secretary Maaret.1{lhat is true, - P
Mn. Cooeer. Mys+€hairman, W &
TheiCHammMaN. Mz, Looper. ‘ ¥

Y

Mr. ‘Ggorer. Just one question, Dr. Magill, if I may: A few
moments #go you mentioned a Mr. Westinghouse. Will you further
identify him-for, us, please? e

Under Secretaty:Maomwr. Mr, Brenner?

Senator Warsa. His FéSldtéiice, and so forth,

Under Secretary Magirr, It is George Westinghouse, Jr. As you
see, it is hard to identify him, because he skips around like a bug.
He reported first—in the last 8 years we have looked at—from, I
believe, New Brunswick, and the next year from British Columbia,
and the next year from Jamaica. So George Westinghouse, Jr., is
about all I can give you. He evidently has $38,000,000. [Laughter.]

Mr. Treapway., Mr, Chairman.

The CrarMan. Mr, Treadway. ‘

Mr. Treapway. I would like to.ask Dr. Magill one question about
the Schick case. You made some reference to a suggestion of taxing
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American citizens if they made these transactions such as you have
referred to, did you not¢

Under Secretary MaciLL. Yes, sir,

Mr. Treapway. That would not apply to the Schick example,
would it?

Under Secretary MagiLt, No; your——

Mr. Treapway. If he could legally establish that he had changed -
his residence, his nationality ¢

Under Secretary MagirL. The Schick case—quite true. You have
{mt your finger on the fact that Schick in one sense belonged in this

ast category I spoke of yesterday; that is, the question of the
taxation of nonresident aliens, because that is what Schick now is,
according to his theory,

Now, as to those, we will have some recommendations to make to
try to increase the yield of the income tax with respect to those
people with large American incomes,

Mr. Treapway. In other words, you would endeavor in some way
to reach that type of case through the main plant in New Haven?

Under Secretary MagrLt, That is true. I assume, and the theory
we are working on is, that the committees in Congress had no inten-
tion of taxing wealthy nonresident aliens less than American citizeng
with similar incomes. It seems a safe assumption,

Mr. Treapway. Especially if they probably have taken out alien-
ship for the purpose of avoiding our taxes.

Under Secretary MagrLn. Yes. We are going to try to present
some illustrations that you can consider,

Mr, Treapway. Of that particular type of case?

Under Secretary MaeiLe. To bring about that result.

Mr. Vinson. Let me ask——

Mr. TreapwAy. Certainl{'.

Mr. Vinson. T think it should be stated, because of Congress, and

articularly the Ways and Means Committee, that initiated the leg-
islation and fixed the rate on the income of nonresidents at 10 per-
cent, that it was stated to us that there were many millions in taxes
Jost because you did not have the rate on nonresident aliens. Orig-
inally the rate tentatively agreed upon in the Ways and Means
Committee was 2214 percent, but, due to representations made by
the State Department, in which the Treasury concurred—and I see
gentlemen here who were present when that agreement was reached—
the 10 percent was reluctantly agreed upon by the Ways and Means
gofmmittee. I think that should be stated for the record in self-

efense.

Under Secretary Maaerr. Maybe I should follow your lead by
sa{ing I was not there. I don’t know whether that is important or
not. .

Mr. VinsoN. There are other gentlemen here who were there,

Under Secretary Magirr. I have talked to them, and I understand
they feel guilty about it.

ut what you did, as a matter of fact, as I said yesterday, was
very effective so far as it went. We are getting very much more
revenue from nonresident aliens this.year than we ever got before.
There is no question about that. Now, as to some of the wealthier
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ones, we ought to get more still. But it went to about the high in
1936.

Mr. Treapway. Mr. Chairman, may I ask another question?

The CrairMan., Mr. Treadway.

Mr. Treapway. This may not be a relevant question, but I hap-
pened to take a vacation—not a residential trip or for the formation
of a corporation—to Bermuda last fall, and I am positive that on
the way back I saw a notice on the ship that only one Schick electric
razor could be sold to an individual coming through the port of New
York, That is a customs provision. Now, am I right or wrong
about that recollection? Has it something to do with the royalty,
and some connection with this? Is there some sig,;niﬁcance about
that being a royalty of a foreign company that won’t permit of but
one article comig m?

Under Secretary Macirn. I would like to look that up.

Mur. Treapway. I would be glad if you would. It may have no
bearing on this matter, but, as a matter of personal interest, I would
be glad to know of that circumstance.

Under Secretary MaoiLn., If Mr. Kent will make a note. I don’t
know about that customs regulation.

Mr. Treapway. I want it distinctly understood I was not down
there forming a corporation. [Laughter.]

The CHAlRMAN. Dr. Magill, I understand you are citing these
cases of tax evasion and tax avoidance to show that it is not only
the last few years, but alarming, so far as our revenues are concerned
in the future, unless it is effectively dealt with?

Under Secretary Maoit, We believe that to be true. We are
afraid of it, because you may have observed that the number of
these Bahamas corporations organized in the first few months of
this year shows an increase over what was organized last year and
the year before. So that it looks as if the device is being resorted
to more and, in view of the large amounts of money involved, it is
evident that it can be used a great deal further.

Senator HarrisoN. Mr, Chairman.

The CuamrmaN. Senator Harrison. .

* Senator HarrisoN. Could we not have an executive session for
about 2 or 3 minutes? It is necessary that the Senators go to the
Senate floor early today.

The Cuamman. If it is agreeable, we will now go into executive
session. If it is agreeable to the members of the committee, we will
take an adjournment until Tuesday morning. The Committee on
Ways and Means has some matters that it 1s necessary for us to
attend to as early as possible It is understood that the committee
will adjourn until 10 o’clock Tuesday morning,

Under Secretary MaeIuL. Yes, sir.

Mr. Cooper. Mr, Chairman, it is understood that the public hear-
ing is adjourned until 10 o’clock Tuesday morning?

The CrarMAN, Ten o’clock Tuesday morning, the public hearing
of this committee.

(Whereupon, at 12:08 p. m., an adjournment was taken until
10 a. m., Tuesday, June 22, 1937.)
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ExHiBIT 1

Details of Bahamian corporations formed by Amcricans from Jan. 1, 1935, to
May 1, 1937

Post & Co., Ltd. (file no. 425) :
Annual statement dated March 24, 1937,
Filed through attorney, Kenneth Solomon.
Capital stock £10,000, of 1,000 shares at £10 each; all issued; all paid up.
(Nore.—Addresses of stockholders not stated.)
Shares
James Post Eblen, merchant of New York, president and director_... 497
Newton Calvin Eblen, merchant of New York, vice president and

treasnrer o v e o e m e ——————————————
Sonia Faith Hall, merchant of New York, secretary---eeeceeeecana- 1
Balance of stock issued to Nassau residents.... b
Total - 1, 000

Cat Cay Manor, Ltd. (file no. 426) :
Louis Rice Wasey, president and director.
Owen B. Winters, vice president and Zirector.
Margaret C. Cowley, secretary and treasurer.
James B, Rushin, treasurer.
Western Securities, Ltd. (file no. 872) :
Annual statement dated April 7, 1937.
Capital stoek £20,000, divided into 2,000 shares of £10 each, of which
1,886 shares were issued as fully paid.
Anthony Joseph Drexel, 1 share.
Marjorie Gould Drexel, 1,881 shares.
Balance of 18 shares held by qualifying Bahama individuals.
Address given by the Drevels is Nassau. Mr. Drexel is listed as a retired
banker, and is president and director of this company.
Asphalt International, Ltd. (file no. 431):
Annual statement filed December 25, 1936,
Capital stock £5,000, of 5,000 shares at £1 each; 105 shares issued.

Shares
W. G. Thomas, 90 Brond St., New York City, president . e 33
H. H. Thomas, Jr., 90 Broad St., New York City, vice president._... 1
T. C. Fitzgerald, 90 Broad St., New York City, secretary and treas-
Urera _ e ————
Doris Louis DBarlow, 324 Bay St., Nassau-._ —-— - 35
Alice M. A. Farrington, 324 Bay Street, Nassau - a5
Total 105

Company was formed through Claude 8. Richardson, advocate of 360 St.
James St., West, Montreal, Canada.
Trinidad International, Ltd. (file no. 433) :
Letter of December 29, 1930, gives officers (not Nassau residents) :
E. L, Sanborn, president and director.
Samuel L. Fuller, vice president and director,
BEarle H. Rodney, director.
Bertram Sneden, secretary and treasurer.
Kelsey Trading Co., Ltd. (file no. 436) :
Letter of January 8, 1937.
Arthur R, Sproule, Toronto, Canada, vice president and treasurer.
H. 0. McLean (manager, Royal Bank of Canada, Nassau Branch), secre-

tary.
John H. Anderson, president,
Roco, Ltd. (file no, 443) :
Annunal statement filed Jan, 26, 1937,
Capital $150,000, consisting of 15,000 shares at $10 par value each,
11 shares issued to—
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Shares

Elwyn Evans, care of Willmington I'rust Co., Baltimore, Md....-. 7
I1. 3. Mears, care of Willmington Trust Co., Baltimore, Md...-. 1
F. M. Donohue, care of Willmington Trust Co., Baltimore, Mdao... 1
D. 8. Foster, care of Willmington 1Trust Co., Baltimore, Md 1
J. W, Chinn, eare of Willmington I'rust Co, Baltimore, Md...... 1
TTOtAY e e e e e e e e e ———————————————— 11

All of the above give their occupation as bankers.

The Ruby Shipping Co., Ltd. (file no. 445) :
Letter of Junuary 11, 1937.
William Henry Handford Maura, Nassau, president and director,
Walter Wrightson, Mobile, Ala., United States of America, vice president
and director.
Montague 'utnam Maura, Nassau, treasurer and director,
Ruby Wrightson, Mobile, Ala.,, United States of America, director,
Cumberiand Insurance Co,, Ltd. (file no. 446) :
Letter of February —, 1987,
Russell L. lammons, Excter, N, H,, president and director.
Walter S, Iammons, Miami, Fla,, vice president and director,
Caswell D. Strout, Portiand, Maine, secretary, treasurer, and director.
Two other Nassau residents are directors to qualify the company,
Caribbean Steamship Co., Ltd. (file no. 450) :
Letter of April 38, 1937,
Charles Tatt, 242 West Bay Street, Jacksonville, Fla., president.
Harold Johnson, 711 Faragut Street, Jacksonville, Fla., vice president.
Ernest Pitman, 2106 Delwood Avenue, Jucksonville, Fla. secretary and
treasurer.
Lynros Development Co., Ltd. (file no. 452) :
Letter of January 16, 1937,
Clarence M. Schwerin, New York City, president, treasurer, and director.
Clarence M. Schwerin, Jr., New York City, vice president and director.
Mary C. Schwerin, New York City, director.
} Other dirvectors are Nassau individuals.
Sessom Co., Ltd. (file no. 455) :
Annual statement filed Jan. 28, 1937,
Capital stock $5,000, consisting of 5,000 shares at $1 each. Eight shares

issued,
Bhares
Henry L. Moses, lawyer, 30 Pine St.,, New York City, prestdent_—__.... 4
Henry B. Singer, lawyer, 30 Pine St,, New York City, vice president... 1
Lillian Eckstein, secretary, 30 Pine St., New York City, secretary..___ 1
Luey G. Moses, wife, 80 Pine 8t., New York City oo 1
Woolsing Realty Corporation. 1
Total - - m———————————— 8

Bahamas Land Syndicate, Ltd, (file no. 456) ©
Letter of February 28, 1937.
Arnold R, Perpall, 342 Madison Avenue, New York City, president, treas-
urer, and director.
Grf]\loe IR, Perpall, 342 Madison Avenue, New York City, vice president and
director,
Other directors are qualifying Nassau people,
Coral Islands Plantations, Ltd. (file no. 331) :
Amual statement dated February 18, 1937.
Capital stock $10,000, consisting of 100 shares, All issued,

Directors

Bhares
Albert R, Palmer, Midwood Road, Madison, N. J., president———_——._.._
Robert C. Palmer, 425 Bast 86th St., New York City, secretary__._.___ [
Raymond J. Walsh, Chester Terrace, Hastings on Hudson, N. Y. 2
Joseph A, Clossick, Overlook Terrace, Bloomfield, N, Jo____. S, 2
Frank R. Serles, Jr., 5 Prospect Pl., New York City 2
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Nomy Finance Corporation (file no, 332) :
Annunl statement dated Mar, 16, 1937,
Capital £20,000, consisting of 20,000 shares, at $1 each.
1,000 shares issued.

Shares
Francis George Bush, 360 St. James St., West Montreal, Canada..._. 1
Claude Sartoris Richardson, 360 St. James St, West Montreal,
AN e ————————————— 1
John Lawrence McCrory, 860 St. James St., West Montreal, Canada. 1
Thomas James Madden, 360 St. James St., West Montreal, Canada.. 1
Malcolm Smith Mugford, 360 St. James St.,, West Montreal, Canada.. 1
Nomy (Canada) Ltd,, 119 Richmond St., Charlottetown, Prince Ld-
ward Island e —————— 995
Total — - 1,000

Consolidated Investments, Ltd. (file no. 329) :

Letter of November 28, 1935,

J. d(i}. Thompson, 660 Richmond Street, London, Ontario, president and

rector. .
J. 0. Good, 660 Richmond Street, London, Ontario, vice president, director,
and secretary.

Ainley S. Thompson, 660 Richmond Street, London, Ontario, director.
National Investments, Ltd. (file no. 827) :

Report dated January 6, 1937.

Capital $3,000,000, divided into 80,000 sharcs at $100 each.

22,640 shares issued, paid in $2,264,900.

Address given

Shares

George Westinghouse, Jr., Saanichton Post Office, Saanichton, Van-
couver Island, British Columbin 22, 648
Miss Agnes Sylvin Westinghouse (same address as above)
Miss Violet Louisa Westinghouse (same address as nbove) oo 1
Mr. Richard Laurence Westinghouse (same address as above)..—... 1
Mr. Aubrey Harold Westinghouse (same address as above) 1

Total 22, 640

Pioneer Petroleum & Trading Co., Ltd. (file no. 821) :
Statement dated September 9, 1930.
Capital $250,000, consisting of 25,000 shares, $10 par value.
6,625 shaves issued, paid in $66,250. Khares
Supertest Petroleum Corp,, Ltd.,, 660 Richmond St., London, Ontario.. 6,620
5 others who appear to be clerks hold 1 share each, and all give
their address as, 660 Richmond St., London, Ontario.

Total G, 625

John Gordon Thompson, 660 Richmond Street, London, Ontarlo, president
and director, 1 share.

Ja;ne; David Good (same address as above) vice president and director,

share,
Whalter Leeson Baragar (same address as above) secretary-treasurer.
Texas-Canadian Oil Corp. (file no. 819) :

Statement dated June 15, 1936.

Capital $2,500,000, consisting of 2,500,000 shares, $1 par.

2,200,000 shares paid in full, Toronto office, address 610 Metropolitan
Building, Toronto, Canada.

TField office—ARP—Texas, United States of Amerieq,

The list of stockholders consists of 12 pages of closely typed naines,
addresses, and shares held.

The following large American stockholders are listed: . Bhares
P. D. Bowlen, 523 South Fannin St., Tyler, Tex. 843,408
0. M. Johnston, Muskegon Machine Co., Newburgh, N, Y.ceeoooo 1,000
B. F. Seagram, in care of Frowdes, Ltd.,, Waterloo, Ontarfo.._... 10, 000

T. W. Seagram, care of Frowdes, Ltd.,, Waterloo, Ontario, 12, 500
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A number of other small blocks are held by Americans. Other large
blocks are held in the names of brokerage companies who give Canadian
addresses,  Most of the small blocks are held by Canadians,

London Investnent Co., Ltd. (file no, 318) :
Statement dated May 26, 1930.
Capital Stock £1,000 and £70,000 debenture stock.
All issued and paid for.

Addrecss given
Shares
Sherwood Johnston, L.os Mochis, Sinaloa, Mexico, sugar planter..__ 1
H. F. Jones, Los Mochis, Sinaloa, Mexico, manager... cooeeve.o 1
Nassau Trust, Nassau 992
2

A. S. Johnston, Nassau, housewife -
2 other shares held by nominal stockholders

Total 1,000

London Securities Trust of Nassau holds £70,000 debentures,
British Investment Co,, Ltd. (file no. 316) :
Statement of May 26, 1936.
Capital £1,000 of 1,000 shares common stock, £100,000 debenture stocks,
10,000 shares. sh
ares
All issued and paid up. Common Detentures

H. F. Jones, Los Mochis, Sinaloa, Mexico 1 10,000
United Sugar Co., 8. A., Sinaloa, Mexico. —— 996 10, 000

Balance of common held by 8 Nassau residents.
See Charles Hudson, attorney, Chicago, I, who may have complete
information on this matter.
Wilta, Ltd. (file no, 309) :
Statement dated April 7, 1937,
Capital $5,000, conslsting of 50 shares, $100 par each,
All shares issued. Shares
Chain Merchandising, Ltd,, 119 Richmond St., Charlottetown, Prince
Eadward ISIanGe e o e ——
Balance of shares held by law clerks at 8360 St. James St., West
Montrenl o o e m e — e ———————

Total 50
See Willinin G. Taylor, accountant, at 40 Wall Street, New York City.
Lillian A. Burton, secretary, at 40 Wall Street, New York City.

They should have full knowledge of the facts in this case.

Nassau Securities, Ltd, (file no, 306) :
Statement dated June 20, 1936,
Capital $50,000 of 500 shares, at $100 each,
Five shares issued. Shares
Wallace Groves, 44 Wall St.,, New York City, president, treasurer,
and director —
Albert A, Sommerwerck, 44 Wall St.,, New York City, secretary and

director
Balance of 3 shares held by qualitying Nassau residents, directors_... 3
Total - 5

International, Ltd. (file no. 208) :
Statement dated December 29, 1936,
Capital $1,000, consisting of 20 shares.
All shares issued. Shares
W. H. Robinson, tax accountant, Washington, D, C, (Walter H. Rob-
inson) (Munsey Bldg.) ... -
Balance of 5 shares held by Massau residents to qualify corporation. 153

Total 20
See Thomas D. Sinclalr, of Richmond, Va, who may know something
about this corporation.
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Merchants Ltd. (file no. 207) :

Letter of January 23, 1937.
Capital £25,000, consisting of 25,000 shares, £1.

Shares issued, 1,000 ; paid for. Shares
Herbert ¢, Wachs, Murfreesboro, Tenn. . oo cmaee 300
‘Wm. Fullerton, Chilton, Wis - 25
H. M. Ruddick, Los Angeles, Calif . oo 100
G. Mason, Owlet, Wellshoro, Pa._ . 50
C. H. Reynolds, Greenville, Tenn - - 300
Total — — 1, 000

Overseas Service Co., I:ld. (tile no, 295) :

Letter of March 4, 1935,
Chester O, Swain, 30 Rockefeller Plaza, New York, president.
R. W. Gallagher (same address as above),
R. P, Resor (same address as above).
M. H, Eawes (same address as above), sceretary.
This corporation was formed through Ilarold C. F. Mockridge, solicitor,
of 68 Yonge Street, Toronto, Canada.

West India Oil Company, S. A. (file no. 294) :

Statement of April 29, 1936.
Capital $3,500,000, consisting of 35,000 shares.

25,008 shares issued. Shares

West India Oil Co., 30 Rockefeller Plaza 25, 000

C. T, Helm, Panama City, Panama, president and director—....._.

D. W. Ramsey, Jr.,, Panama City, Panama, vice president and di- 1
T OO e e e e e e e e e

C. C. Johnson, Panama City, Panama, secretary-treasurer and di-
rector. —

]

Total - - 25, 003

A. A. Sobalvarro, Guatemala City, Guatemala, director,

See F. B. Bigelow and M. H. Eames, of 30 Rockefeller Plaza, New York.
They should have information concerning this corporation,

Frank B. Bigelow, 480 ¥Ylarding Drive, South Orange, N, J.

Milton E. Eames, 82 Glenwood Avenue, Leonia, N. J

Curtis D. Johnson, 564 West 82 Street, New York City.

Transvaal Development Co., Ltd.:

Capital stock, $30,000.
Walter Siligman, broker, of 54 Wall Street, is listed as a stockholder.
Company appears to have been formed through use of Canadian attorney.

Wellington Fund, Ltd.:

Victoria Limited:

Capital stock, $50,000, consisting of 500 shares.

Fifty shares issued. ' Bharce
W. L. Morgan, Medford Lakes, N. J.- 46
H. W. McClurken, accountant, Packard Bldg., Philadelpbia e 1
H. I, Dungan, accountant, Packard Bldg., Philadelphia .. _ 1
D. B. Morgan, investments, Medford Lakes, N, Jacace e 1
Chas, Cassil, Packard Bldg, clerk, Philadelphia 1

Total

.

Ralph Knup, 835 Willlam Street, Norwich, Conn., president.

Andre Charbin, 23 Amherst Road, Great Neck Estates, Long Island, treas-
urer and director.

E. G. Hillyar, 27 Scotland Road, Norwich, Conn.

California Texas OQil Co. Overseas, Ltd. (file no, 401) :

Formed August 1930.

Capital stock, $100,000.

James Andrew Moffett, 130 E. Forty-third Strcet, New York City, director,
Efford Armona Beverly, 130 B. Forty-third Street, New York City, director.
Willinm Kunstradter, 130 K. Forty-third Street, New York City, director.
Richard Thurman McCoy, Westfleld, N. J.

Joseph Vincent Murray, Mt. Vernon, N. Y.
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British American Co., Ltd.:

Lawrence F. Lee, president.

L. C. Cortwright, vice president.

J. R. Anthony, sec. otary and treasurer,

R. M. Anderson, vice president and actuary.

B. R. Russell, assistant secretary.

On April 30, 1937, public notice appeared that Schick, Lid., was stricken
off company register., Its affairs have been wound up, but Schick Indus-
tries, Ltd., Schick Shaver, Ltd., Schick International, Ltd., still in being,

British Hoffman, Ltd, (file no, 314) @

Memorandum of association filed July 5, 1935.

Albert Frederick Hoffman, South Orange, N. J., manufacturing, 1 share.

Thomas IFrazier Leach, Elizabeth, N, J., realtor, 1 share,

Bualance of three shares held by Nassau residents.

Capital stock, $75,000, divided into 7,500 shares, at $10 each.

Frostello Company, Ltd. (file no, 178) ;

Resolution of July 11, 1935,

{Miss or Mrs.) M. M. Schafer of Wheeling, W. Va. was appointed to trans-
fer the assets of this corporation to “Carmar Co., Ltd.” another Bahamian
Corporation formed August 24, 1929, with a capital stock of £20,500.

She was authorized to speciflcally withdraw all runds, securities of the com-
pany from the Royal Bank of Canada (701 Royal Bank Bldg.), Montreal,
Quebee, and from Bankers Trust Co.

National Investments, Ltd., (file no. 327) :

Memorandum of associntion dated September 27, 1935.

George Westinghouse, Jr., gave his address as Seabold post office, Seabold,
Washington, United States of America.

On annual statement he gives his address as Saanichton post office, Saanich-
ton, Vancouver Island, B. C.

Scanlon Isstates, Ltd. (file no. 133) :

Resolution of August 31, 1935.

Meeting held at Chicago, Illinois, August 31, 1935.

Helen S. Sample and J. Victor Jaeger authorized to liquidate assets of
above company.

Petor Knotzer, assistant sccretary of Scanlon Estates, Ltd., flled the resolu-
tion.

Antilles Development Co., Ltd. (file 93) ;

Resolution of October 16, 1935.

“I"urther resolved tlmt all debts and obllgationq of and claims against
the company be paid and that all assets of the company be distributed in
accordance with such agreement and plan of reorganization as shall he
finally worked out between this company, the Selkirk Co., Ltd., Elmherst
Corporation, and Farchild Corporation (said last named three companies
being respectively corporations duly organized and existing under and by
virtue of the laws of the Dominion of Canada and the State of Delaware,
United States of Ameriea, and filed with the Commissioner of Internal
Revenue, Washington, D. C,

“Further resolved that Robert Lee Boyd of Wheeling, W. Va., be, and he
hereby s appointed liquidator of the company * * *»

Palmer & Serles, connselors at 1Inw, 44 Cedar Street, formed the Coral
Island Plantations, Ltd. T believe that they are one of the larger firms of
attorneys in New York, who nre advising clients on the use of foreign per-
sonal holding companies,

West Indin Chemicals, Ltd. (file 343) :
Lotter of Febhruary 27, 1036,
Capital £2,000, divided into 2,000 shares £1 each—

Shares

Ceefle Mary Erickson, Nassau. e 400

Arioch Wentworth Erickson, Nassau- ———— 400

Josiah Mary Erickson, Nassan_co_..__. 400
Arioch Wentworth Frickson, Jr.,, Swampscott, Mass., United States of
Ameriean, vice president . e

Douglas Erlckson, Swampscott, Mass., vlce president _________________ 400

Total o e 2,000

679—37—pt. 1——86
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West India General Store (file no. 344):

Letter of February 27, 19306,

Capital £1,000, divided 1,000 shares £1 each,

Same shareholders as above, each one holds 200 shares.

The Gulf Co., Ltd. (file no. 346) :

Memorandum of associntion dated November 30, 1035.

Capital $350,000, divided into 3,500 shares, $100 cach.

Karl Beebe Cortland Smith, architect of Englewood, New Jersey, United
States of America, is one of the incorporators; holds 1 share.

The balance of four shares are held by Nassau residents,

Southern Securities, Ltd. (file no. 371) :

Certificate of incorporation dated March 9, 1936,

Capital £60,000, divided into 6,000 shares of £10 each.

Henry Howard (consulting engineer), Paradise Road, Newport, R. I,
president, .

Alice Sturtevant Howard, Paradise Road, Newport, R. I, secretary, treas-
urer, and director,

Other stockholders are qualifying Nassau residents.

De Mille International, Ltd. (file no. 374) :

Certificate of incorporation dated March 17, 1936.

Cynthia Hardy Beal, housewife.

Carl Hugh Beal, geologist,

Neil Steere McCarthy, lawyer.

Gave the DBritish Colonial, Nassau as their address. They are not loecal
residents. The hotel is closed now—cannot check their register.

The company was formed to distribute motion-picture films, ete., and they
may be Americans. I believe, however, that this s a Canadian personal
holding company based on other collateral facts.

Foley Securities Co. (file no, 213) :

Resolution of April 23, 1936,

Increased capital from $50,000 to $150,000.

Lester W. Foley, Jacksonville, Fla., president.

Coupey, Ltd. (file no. 390) :

Certiflcate of incorporation dated May 28, 1930.

Capital £3,000, divided into 300 shares of £10 each.

Erie Henri Coupey, broker, of 6 St. Lukes Place, New York, organizer,

Balance of four shares held by Nassau qualifying shareholders.

Eleuthera, Ltd. (file no. 477) :

Letter of March 13, 1937.

Austin T. Levy, Harrisville, R. 1., president and director.

June R. Levy, Harrisville, R. 1., vice president and director.

Others are Nassau persons.

United Securitics, Ltd. (file no. 880) :

Annual statement dated April 27, 1937.

Capital stock £20,000, consisting of 2,000 shares of £10 each.

All shares issued.

Bhares

Kyrle Bernice Peene Betz, Miami, Fla,, director 360

Alfred Wavell Peene, Ontario, Canada, prestdent 657
Reginnld Hampt Nottle Peene, Ontario, Canada, vice president

and director —- —— 860
David Dalkeith Peene, Ontario, Canada, secretary, treasurer,

and director.-- 860

Albern! Vida Hampt Peene, Ontario, Canada, director.mm—coeeao. 860

Three shares held by Nassau individuals.
Bahamn companies formed by International Corporation Co., Inc., a8 per report
of April 22, 1937, Revenue Agent Albert Schwarts (lower New York division) ¢
(a) Carribbean Trading Co., Ltd. (file no. 413) :
Formed through Kenneth Solomon on September 8, 1938.
Capital stock £10,000.
(b) General Metal Powders, Ltd. (file no, 427) :
Formed through Kenneth Solomon on November 21, 1936,
Capital stock £10,000.
William E. Buckley, president and director,
A. 8. Forsyth, vice president and director.
Robert H. Walsh, secretary, treasurer, and director.
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(¢) Sinclair Trading Co., Ltd. (file no. 412) :
Formed through Kenneth Solomon on September 2, 1936,
Capital stock £1,000.

Large American stockholders of Teras-Canadian 0il Corporation

Shares
P. D. Bowlen, 523 South Faunin Street, Tyler, TeXo - cmcevcaaaa- 313, 468
Q. M. Johnston, Muskegon Machine Co., Newburgh, N. Y_ccae- 1, 000
E. F. Scagram, c¢/o0 Frowdes, Ltd.,, Waterloo, Ontario..caceaaa-- 12, 500
T, W. Seagram, c¢/o Frowdes, Ltd., Waterlool, Ontario - caeeae--- 12, 500

A number of other small blocks are held by Americans. Other large
blocks are held in the names of brokerage companies who give Canadian
addresses. Most of the small blocks are held by Canadians,

London Investment Co., Ltd. (file no. 318) :

Statement dated May 26, 1936.
Capital stock £1,000, and £70,000 debenture stock; all issued and paid for,

Sherwood Johnston (sugar planter) Los Mochis, Sinaloa, Mexico 1
H. F. Jones (manager) Los Mochis, Sinaloa, MeXiCOa o ecmmaecne 1
Nassau Trust, Nassau 992
4
2

A. S. Johnston (housewife) Nassau-
.Two other shares held by nominal stockholders

Total -— 1,000
London Securitics Trust of Nassau holds £70,000 debenture stock.

Pasig Sugar Refining Co., Ltd. (file no. 470) :

Letter of March 11, 1937.

Edward W. Freeman, New York, president and director.

Donald K, Luke, New York, vice president, treasurer, and director,
Benjamin D, Holt, New York, secretary and director.

Charles S. Payson, New York, director.

Other qualifying directors are Nassau individuals.

Toreign Investments, Ltd, (file no. 470) :

Letter of April 6, 1937,

Fannie I, Cross, New York, president and director.

Edward L. Hicks, Jr., New York, vice president and director,
Siebel C. Harris, New York, secretary and director.

Two other directors are Nassau individuals,

Sujane Co., Ltd. (file no. 493) :

Letter of April 22, 1937,

Directors—Hovey D. Carter, Old Marmoneck Road, Scarsdale, N. Y.;
Susan J. Carter, Old Marmoneck Road, Scarsdale, N, Y.; John 8. Keith,
76 Beaver Street, New York, N, Y.

Bahamas Investments, Ltd. (file no. 419) :

Letter of October 8, 1936.

Dircctors—Edward Frowde Seagram, Norman Seagram, Thomas William
Sengram,

‘California Texas Oil Co. (fle no. 397) :

Annual statement dated July 9, 1936.
Amount of capital, $1,000,000, consisting of 10,000 shares at $100 each; all
stock issued.

Shares
James Andrew Moffett, New York, director.
Howard Marvin Herron, New York, president and director.
Richard Howard Morrison, Dallas, Tex., director.
Max Thornburg, Berkeley, Calif,, director
Joseph Vincent Murray, Mount Vernon, N. Y., director-ccccaeaa-
William Kunstadter, Grantwood, N, J., secretary and director...._.
The Bahreim Petroleum Co., Ltd.,, New York City. 9,

Total 10, 000

| {PYUTUTTTITIN
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. Mines, Ltd, (file no. 396) :

Annual statement dated July 6, 1936,

Capital stock, $330,000, consisting of 500,000 preferred shares at $1 each
;md 2’;,000,000 ordinary shares at 1 cent each; 500,000 preferred shares
ssued.

Shares

Sidney B. Wooq, Jr,, 76 Beaver Street, New York, vice president and
treasurer.... —— ——

Scott MeLanahan, 40 Wall Street, New York- . ________.

David L. Landy, 302 Erie Co., Bank Building, Buffalo, N. Y., assist-
ant treasurer and secretary — ——

Lindsey Hooper, 35 Congress Street, Boston, Mass. e

Ewart L. Petley, 76 Beaver Street, New York, presidento - ___

R. O, Sweezey, 210 St. James Street West, Montreal, Canada

3
1]
ok ek kD

——— 11

Gunyan, Lid. (file no. 380):

Letter of March 4, 1937,

Capital stock, £1,000, consisting of 1,000 shares at £1 each ; b shares issued.

Guy George Gabrielson (attorney), 70 Pine Street, New York, one share,

Balanee of four shares held by four individuals with Canadian addresses.

East Landing, Ltd. (file no. 364) :

Letter of March 12, 1936.

Sidney Alexander Mitchell (banker), secretary, treasurer, and director,

Mary Addison Mitchell (housewife), president and director.

The Sand Beach Co. (file no. 365) :

Annual statement dated February 20, 1937,

Capital stock $45.000, consisting of 4,500 shares; 1,000 shares issued.

Joseph Schwerin, New York, president, treasurer, and director.

Clarence Maurice Schwerin, Jr.,, New York, N. Y., secretary and director.

Balance of dircctors are qualifying Nassau individuals,

Selected Golds, Ltd. (flle no. 343) :

Statement dated January 14, 1936,

Capital stock $1,015,000, divided into 10,600 shares wpreferred shares at
$100 each and 15,000 ordinary shares at $1 each; 5,007 preferred issued
and 7,518 ordinary issued.

North Aerican Mines, Inc, of 75 Federal Street Boston holds 781 preferred
shares and 1,171 ordinary shares.

Atlas Securities, Ltd., of 25 King Street, West, Toronto, Canada, holds
1,202 preferred and 2,319 ordinary shares.

Balance of shares held by individuals who give their addresses the same
as that of Atlas Securities, Ltd., 20 King Street, West, Toronto, Canada.

Companics register, Nassau, N, ., Bahama Iglands

File no. Name Attorney Capital Date
210 | Nassau Marine & Fuel Suppll)l' Co., Ltd..| H, P. fands............. (7 Mar, 25,1031
211 | Overseas Central Trust Co., Ltd ...| H, 8, Malcolm.... $1,500,000 | Apr. 1,1831
212 | Lyford Cay Co., Ltd..... Kenneth Solomon 120,000 | Apr, 13,1931
213 | Foley Securities Co., Ltd ) eeaonrosaseane £30,000 | May 14,1631
214 | Nassau Co. Ltd.. enneth Solomo $200,000 | May 28,1031
215 | International Investment Co., Ltd (”.... .| $1,500,000 | Aug. 17,1931
216 | Teshquoit Corporation, Ltd...ceeeeeen.... ﬂ"" £15,000 | Sept, 9,1
217 | 8aratoga Holding Co., Ltd.... ?) e ecesnsasenaann £20,000 | Oct. 23,1
218 | The Dmpe\? Co,Ltd....o..... Kenneth Solomon £5,000 | Nov, 2,1931
219 | Diversified Investment Ca., Titd o... $50,000 | Nov. 4,193
220 | St. Lawrence Securitfes, Ltd.... RN T, J £2,000 | Nov, 12,1031
221 | Nassau-Jacksonville Steamship Co,, Ltd..| A. F. Adderley. £10,000 Do.
222 | Standard Life Insurance Co., Ltd Kenneth Solomon....... go,ooo Dec. 81031
223 | Shields International, Ltd....ccceenemeooifoaans do 5,000 | Dec, 28,1931
224 | Wasey International, Ltd.__... R N d $50, 000 Do,
225 Piiu&emlal Industrial Life Insurance Co., £2,000 { Jan. 13,1932
226 | The Cat Cag [0, 7 717 P, $200,000 | Mar. 7,1032
227 | Fenbrook, Ltd....cc.c.uan... - £150,000 | Apr, 18,1932
228 | Horhrook, Ltd. .. ........... . £10, 000 Do.
229 | Amsierdam Corporation, Ltd . £5,000 | May 17,1932
230 | Nassau Enterprises, Ltd........ . 8 £6,000 | May 21,1932
231 | The Bahamas Supply Co., Ltd - do £1,000 | July 9,1032
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Companies register, Nassau, N. P., Bahama Islands—Continuned

File no. Name Attorney Capital Date
232 | Kelly's Lumber Yard, Ltd.. Kenneth Solomon .|  £20,000 | Sept. 19,1932
233 | Laurentian lnveetments. L £1,000 | Oct. 19,1933
24 | Acadia Investmonts, Ltd....cceceeveceeanc]eancdoa ... £1,000 Do.
25 | Maratimo Shippiug Co., Ltd P l’tltchard.. . £2,000 | Nov. 2,1932
236 | Sonthern Cross, Ltd Kenneth Solomon - $60,000 | Nov. 10,1932
27 | Trade Winde Led oo S, 2| 810,000 0.
238 | T'rade Reserve, Ltd......cccuevecienmccnacfocraedOueunnnnats .| $100,000 | Nov, 29,1932
239 | Nassau Finance Co., Ltd... .| £20, Jun. 3,1033
40 | The Eva K Co., Ttdoceocecnomeioannaccnad] (Devimncnnannes £6, Feb. 13,1933
24! | Tue Catarina Sl'ﬂpplng Co, Lt ccaeeeae] (B eeaeeeaanaes Feb. 27,1033
242 | [l Transatlontic (,orpomtlon. Ltd. $202,000 | Mar. 18,1933
243 | The Harborside Co., Ltd...... 200, Mar. 27,1033
44 | The Island Realty Co Ltd. $30, 000 Do.
215 | The Nassau Yacht Club, L £2.500 | Apr. 1,133
246 | Producers, Ltd.... £30,000 | May 31,1933
247 | Nassau Magazine, . £3.000 | June 24, 1933
248 | Macafarr Co., Ltd. . N £2,500 | June 30,1933
219 | South Coast Securities, .td. .. . ()] Sept. 2, 1933
250 | Bahamaus Mutual Insurance Co., Ltd. R £2,000 | Sept. 9,1033
251 | British Bonded Warshouse Co., "Ltd...02C ()o«lfro: Higgs. o coaennen £1,000 | Sept. 26,1033
252 | Qulf Strenm Sccurities. ............. Konnelh Sol . $10,000 | Oct. 30,1933
253 | Atlantie Socurities, Ltd . .conoroeeoaocmacoifeeandO oo $10, 000 Do,
254 | Schick, Ltd. oo eeeceeiicaacaacaaan H. 8. \ia]colm .......... £2,000 § Nov. 22,1933
255 “{?t é\lomague Park Racing Association, [.....dO.coccmeencann.... £3,000 | Nov. 24,1933
256 | The Emerald Beach Bathing Club, Ltd...|..... do.. PR £1,000 Do,
257 | The Abaco Lumber Co., Ltd 3 Nov. 27,1933
258 | The Island Fisheries Association, Ltd. 000 Do.
259 | International Patents, Ltd....._.......... Do,
260 Inu;erlal Pictures Corporation (Nassau), Dec. 7,1933
261 | Bahamas Fish Market, Ltd.....__...._... Dee. 9,1033
262 | North American Securities Co., Ltd. Dec. 19,1033
263 | Bahamas Realty Co., Ltd.. aen Dec 1933
264 { New Providence Co., I.td.. Dec. 26,1933
265 | Imperlal Bottlers, Ltd.... .. 10200 Dee. 30,1933
266 | Whale Cay Transpertation Co., Ltd Jan. 9,1934
267 | Rodney Corporation, Ltd........... Jan. 9,1934
268 | General Industries, Ltd.. 000 | Mar, 1,1934
269 | ‘The Dominlon Co., Ltd 000 Do,
270 | Southern Trading Co., Ltd..... .ww0um- 000 | Mar, 28,1934
271 | Jas. P. Sands Lumber Co., Ltd. Kenneth Sol - 000 | Mar, 31,1934
272 | Reynolds, Ltd............. H, P. Sands... £200,000 [ Apr. 2,1434
273 | Nassau Commercial Co., Lt ? $20,000 | Apr. 3,1934
274 | Imperial Trust Co., Ltd £20,000 | Apr. 20 1934
275 | Richmill Bahamas Co. $500,000 | May 22,1934
276 | The Westhourne Co., L £101,000 | May 28,1034
277 | The Southern T' mneportntlo £5,000 | June 22,1934
278 | Lucky Strike Mines, Ltd._._... - £10,000 | June 20, 1034
279 | Varllux Holding Corpomuon, Ttd........ ,000 | June 27,1934
280 | Consolidated Investments, Ltd. .. (?) July 25,1934
281 | Federated Investments, Ltd.. $50, 000 0.
282 | The Island Investment Co. . Ltd.. £20,000 | Oct. 13,1934
283 | Maury Roberts Co,, Ltd....... £20,000 | Oct. 16,1934
284 | Atlantic Corporation, 1. td. $5,600 | Oct. 20, 1934
285 | S8eminole Corporation, Ltd........ $5, 500 Do,
286 | The New Colonial llotel ( 0., Ltd Nov, 3,1034
287 | Nassau Tours, Ltd .........
2388 | Rovage Co., Itd_........
289 | Kelley Shlnplmz Co., Ltd..
200 | Ardmore Investments, Ltd.
291 { Caribbean Securities, Ltd..
202 | Cordiilera Investments, Ltd

2
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Companics register, Nassau, N. P., Bahama Islands—Continued

File no. Name Attorney Capital Date
311 | Cagenay, Ltd £1,000 | June 12,1935
312 | Nassoak, Ltd. .o oeoe o caincanaaaaaes $50,000 | June 17,1935
313 | Royal Investiment Trust, Ltd. $5,000 | June 26,1935
314 | British Hoffman, Ltd......... $75,000 | July 5,1935
816 | Tankers, Ltd....cooconeeon.nn 30,200 | July 11,1935
916 | Britio Tugestrent Co,, Ltd-22] £1,000 | Aug. 20,1935
317 | Bahamas Midway, ) KT $235,000 | Aug. 25,1935
318 | London Investment Co., Ltd. £1,000 | Aug. 15.1935
319 | Texas Canadian Oil Co., Ltd..... $2,500,000 | Aug. 23,1935
320 | Marine Import & Export Co., Ltd $25, 000 Do.
321 | Pioneer Petroleum & Trading Co., $250,000 | Sept. 10,1935
322 | Rauchin, Ltd ... cooceeeeemmmcanaann $5,000 | Sept. 20,193
323 | International Pulp Equipment Co., $1,000 | Oct. 11,1035
324 | Erwar Corporatlon, Ltd.... $5.000 | Oct. 9,1935
325 | Mahaba, Ltd. ... oo eiaaiaaas $5,000 | Oct. 14,1035
326 | British & Colonial Trading Co., Ltd_. £2,000 | Oct. 15,1935
327 | National Investments, Ltd....c....... $2,000,000 | Oct. 19,1935
328 | The Caves Co., Ltd................. - £10,000 | Oct. 15,1035
329 (‘omolidnted Investments, ) 77, P $1,000,000 | Oct. 29,1935
330 av:{' Theater, Ltd..caeeeeacecnccncacone- £1,000 | Nov. 2. 1035
331 | Coral Island Plantations, Ltd.....02202200 $10,000 | Nov. 6,1935
332 | Navy Finance Corpomtlon, Ltd.......... 20, 000 Do.
333 | Robertson & Symone ) %7, T, £10,000 Do.
334 | Bahamas Canner es, Ltd.. £4, Do,
335 | The Middlesex Co., Ltd $10, Nov. 7,1935
336 | Lacethorpe Co., Ltd. £10, Nov. 18,1935
337 | The Fairfield Corp., L N £100, Nov. 19,1935
338 | General Mining or £1,000, Nov, 28,1935
338 | General Patents, Ltd..... £500, Do.
340 | Nassau Investments, Ltd $250, Do,
341 | Investments, Ltd.. £20, Nov. 27,1035
342 | 8t. Alban’s Park, ..................... 1, Nov. 30,1935
343 | West India Chemleals. Ltd.. Do.
344 | West India General Store, Ltd ——— 0.
345 | Selected Golds, Ltd 0.
348 | The Gulf Co., Ltd. ... 2,19
347 | The Seaboard Co., Ltd......ccoeenaen Dec. 17,1035
348 | Atlas Trading Co., Ltd.cacuceaaecaaaanac- ec. 18,1
340 | First of Nassau Co, Dec. 19,1035
350 | Sehick Industries, Ttd Dee, 23,1035
351 | Schick Shaver, Ltd.. 0.
352 | Schick international, Do.
353 | North Atlantic Insurance Deo. 24,1935
354 | Securities, Ltd.... Dec, 28,1
355 Holdlngs Ltd. . 0.
356 | Finan [ 7 D, Do.
357 | Mordon sIecuruies. ied Dec. 30,1035
358 | The Southern Co., Ltd..... Jan. 9,1936
350 | The City Meat Market Ltd... Jan, 11,1036
360 l’nter-Oonunenwl Ins, Ltd. Jan. 13,1936
361 | Bahamas Fidelity Trist, Ltd.... Jan, 16,1936
362 Edgewnter Develo! 8ment Co., Ltd Jan, 17,1936
363 | First of Bahamas ........ Jan. 22,1036
364 | East Trading, Ltd....... Jan., 24,1036
365 | The Band Beach Co., Ltd Feb. 4,1938
366 | International (Nusnu) Lt Feb, 11,1036
367 | Hammons & Co., Ltd_... Do,
368 | Canadian Capital Car%o Feb. 21,1938
369 | Victoria Investments td 0,
370 | The Queen 8treet Co,, Ltd Feb. 25,1030
371 | Southern Securities, Ltd.....cccnnn.. weven ar. 5,1037
372 | Western Securltles, Ltd.. Mar. 9,1936
373 | Intar Ofls, Ltd..ccnee ... Mar. 10,1036
374 | De Mille Intornational, Lid.. - Mar. 18,1938
375 | The Hidcote-Bartrin Co,, Ltd. ... . Do,
376 Provident Ins, Co., I.td. . Mar. 19, 1936
377 | Bolton ]nvestments, Ltd.......... Mar. 25, 1!
378 | United Investments, Ltd......... Mar. 30,1036
379 | Kirley Investment Trust Go,, Lid.- Mar. 31,1938
380 | United Securmes. d..... Apr. 15,1936
381 | Amos-Howard, Ltd. . _...__ Apr, z;, 1936
382 | The Chnrlottevﬂle Co,, Ltd.
883 | Jolind, Y.td.. fg 000 | May 6. 1938
384 Atlantlc Engineerlng Co,, Ltd... 000 Do.
385 | The Bahamas (eneral Trust Co., Ltd....| Kenneth Solomon.......| $100,000 | May 8,1938
388 | Gunyon, Ltd._ 1;.. £1,000 | May 16, 1936
387 | Great Atlantic Tnsarance Co., L.td. 7). £1,000 | May 18,1936
388 | Northern Securities Co., Ltd ?). £100 | May 20, 19306
389 | Overseas 'Pradlng & Finance Co., Ltd..-- ?)eccmmrnmmenercrarann $300,000 | May 21,1936
390 | Conpey, Ltd 7. £3,000 | May 29 1036
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Fileno. Name Attorney Capital Date

391 | United Holdings, Ltd Kenneth Solomon. $1,098,000 | June 6, 1936
392 | Bahamas Securities, L doo._ ... $1,000,000 { June 9, 1936
393 | Bahama Line. Ltd..... Qodfrey Higgs 2,000 | June 15,1936
394 | Hemo Co., Ltd Kenne ]! £10,000 | June 16, 1936
395 wosz Indics Securities, Ltd. -----ooooomoos Charles Alexander. £1 Do.
396 es, L Oodfrey Higes.... $530,000 | June 20, 1036
307 Calil‘omia Toxas Oil Co., Ltd. - -memoee [0 e e eeoaae $1,000,000 | June 25,1936
398 | Prospect, Ltd. . ___.._._.__ Kenneth Solomon. £20,000 | June 29,1936
399 | Blackfriars Trust, Ltd. . ...__.... ! H. 8. Malcolm._... - £10,000 | July 17,1936
400 | Brunswick Develo?ment Co., Ltd..._.._. Qodfrey Higgs..coaceean £10,000 | July 22,1936
401 | California Texas Oil Co. (Overseas) $100, 000 Do.
402 Wellington Investments, Ltd._ $%, 000, 000 Do.
403 | The ’l‘immens Ochah Mining Co,, Ltd. .. $4, 000, 000 0.
404 \ﬁ - $25,000 Do,
405 ctorla. Ltd ............... $25, 000 Do,
406 | The Transportation Co., Lt £10,000 | July 24,1936
407 | Wentworth Cotton Co., Lt $50, 000 Do.
408 | Stendrup & Co., Ltd. £1,000 | July 27,1936
400 Wellington Fund Ltd. $50,000 | Aug., 4,1036
410 The 'l‘ransvoal Development Co., Ltad. £30,000 | Aug, 5,193
411 £3,000 | Aug. 21,1036
412 £1,000 | Sept. 2,1938
413 | Carribean 'I‘ra ng Co. ., Ltd.. £10,000 | Sept. 8,19
414 | Claridge Co., Ltd............ £10,000 | Sept. 11,1936
415 Warclark Corpomtion. Ltd..... $1,000 | Sept. 17,1036
416 | Schick Dry Shaves (Nassau) Ltd. £2,000 | Sept. 19,1026
417 | Soguenay Soles, Ltd...ccceeneae $5,000 | Sept. 29,1
418 | Harbor Realty, Ltd........ £14,000 | Sept. 30, 1936
419 | Bahamas Investments, Ltd $1,000,000 | Oct. 8,1936
420 | Philip DeRonde, Itd........ £1,000 | Oct. 21,1938
421 | Joseph McLellan & Sons, Ltd £100,000 | Oct. 27,103
422 | Mahogo, Ltd....oo-cecvennnn $50,000 | Nov, 2,1936
423 | The Golf Course, Ltd £60,000 | Nov, 3,1
424 | Nassau Theatres, Ltd...... £6,000 | Nov, 17,1
425 | Port & Co., Ltd...ccceeennmmaacnnnn £10,000 | Nov. 9,1936
426 | Cat Cay Manor, Ltd........ $5,000 | Nov. 18, 1036
427 | Genel Metal Pon ders, Ltdeeemcccrnenn.. £10,000 | Nov. 21, I
428 Bfrob Co., Ltd.... asven $100,000 | Nov. 23, 1936
420 ﬁn Securltios, Ltd....... £10, 000 ov. 25,1036
430 amas Afrways, Ltd.... £10,000 | Dec, 1,1936
431 Asrhalt International, Ltd. £5000 | Dee. 3,1
432 ) 2 T . Pyes £20,000 | Dec. 7,1936
433 | Trinidad rnternauonal Ltd £30,175 | Dec.  8,1036
434 | Northampton, Ltd. ... coceeocvoncomcaaacfiaann do. .. £20,000 | Dec. 10,1936
435 ahamas, Land & Title Co H.P. Snnds ..... £100,000 | Dec. 12,1
436 | Kelsey Trading Co., Ltd... Godfrey nggs £5,000 | Dec. 15,1936
437 | Hughes International, Ltd H. S. Malcolm £25,000 | Dec, 17,1
438 | Bahamas Corn Products, L A, F. Adderley. £1,000 | Dec. 18,1936
439 | Anoca, Ltd..oececoencaannn Kennath Solomo £50,000 | Dec. 19,1
440 | Forelgn Securifies, Ltd R H. 8. Malcolm..........| £1,000,000 { Dec. 21,1036
441 | Beclar Co., Ltd....cuaenen. Charles Alexander-..... £5,000 | Dec. 22,1936
442 | Horsac Co., Ltd. H, P. Sands...... SO, £1,000 | Dec. 24,1036
443 oco, Ltd.......... .| Godfrey Higes-eevee-ne. $150, 000 Do,
444 Breez Ridge, Ltd. cemreacenreecvennna. Kenn eth Solomon....... £10,000 | Dec. 29,1038
448 | The Ruby Bhlpping Co. Ltd.. £1,000 0,
446 | Cumberland Insurance Co., Ltd. ......... R £20,000 [ Jan. 2,1937
447 Mgrgnm Co., Ltd. (changed to Ridgefteld, £20,000 Do,
448 | British-Upited Chemleals, Ltd £5,000 | Jan, 4,1937
449 | OI] Processes, Ltd $2,000 | Jan, 11,1937
450 | Caribbean Steamship Co., Lt £4, 000 Do,
451 | International Purchasing Co,, L $20,000 | Jan, 12,1937
452 | Lynros Development Co., Lia... £50, 000 Do.
453 § York Securities, Ytd. .ocneannal. £5,000 Do.
454 | Kent Investments, Ltd.. £5 Do,
466 | Scssom Co.y Ltd.eeunenunncnnne. £5,000 | Jan, 13,1037
450 | Bahamas Land Syndicate, Ltd... £10,000 0,
487 | The Medway Esiates, Ltd......... £20,000 | Jan, 15,1037
458 | Forelihew Colonial Proporues. Ltd.. £2,500 | Jan, 21,1037
450 | Nassau Holdlnqq ) 710 PO .. £20,000 { Jan, 23,1037
460 | Kaybar Securities, Ltd. ... coeveeanuoo e $10,000 | Jan, 25,1937
4061 | Commission Merchants, Ltd......... JAVF, Aude'l«y..-.. £5,000 | Feb, 1,1037
462 | Argentine Investments, Ltd. -{ Kenneth Sotomon. .. £100, 000 'eb. 3,1037
463 Nassau Chemicals, Ltd. .| Charles A i £5,000 | Feb. 11,1937
484 | Fensanf.......c...... Kenneth Solomon. £20,000 | Feb, 17,1937
465 Bahamas Fishing De Charles Alexander. £1,000 | Feb, 25,1937
466 | Empire Bullders, Ltd.. Godfrey N £2,000 ar, 4,107
467 | Quardian Investments, ..do. £20, 000 Do,
468 Approved Equittes, Ltd. .. do. £100, 000
469 | Gregro, Ltd 1, 000

Do,
Mar, 5,193
7
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Companics register, Nassau, N. P., Bahama Islands—Continued

File no. Name Attorney Capital Date

470 | Pasig 8u Reﬂnlmz Co., Ltd
471 | Richard Campbell, Ltd.

. xenneth Solomon $300,000 | Mar. 5,1087
A. P, Adderley Do.

472 | Delaporte Po tCo Ltd JH.P Sands - £10, 000 Do.

473 | Kenap, Ltd....cc...... .| Qodfrey Higgs £5,000 | Mar. 10,1937
474 | June Isles, Ltd eeea.do £5,000 Do.

475 | Vernon, Ltd do. £5, 000 Do.

476 | Forelgn Investments, Ltd......cccceucaean £30,G00 | Mar, 1%, 1937
477 Lleut m, Ttdeeecneeans do. £50, 0660 Do.

478 | Tropics, Ltd...... £2,500 | Mar. 17 1037
470 | Frane Curry, Lid £10,000 | Mar, 18] 1037
480 | Explopation, Ltd £21,000 Do.

481 | Throgmorton, Ltd £5,000 | Mar. 25, 1937
482 | The anallna Mines, Ltd. - , 060 [

483 Delnncy. ........... . Kennoth Solomon. £2,000 | Mar. 27,1037
484 | Thread Neddle, 14d. .| H. P. Sands... £5,000 | Mar, 30,1037
486 'l‘ra(a %fr' ...... do...... £5, 000 Do.

486 pex, .... Kenneth So! $1, 000, 000 Do.

487 QGodfrey Higes. . £5, 000 Do.

488 anco~Bnhamas, Ltd -| Charles Alexand £10, 000 Do,

489 | Island Davelopment Co., Lt Godfrey Higgs. . £5,000 | Apr. 3,1937

490 | Andrin Valle; Phntation . -| H. P. Sands.....
491 | Hilltop Developmen Ltd.. -1 A. F. Adderley....
492 Dominlon Colonial Shlpping. Lid. ..} Kenneth 8olomon.
493 | Sujane Co,, Litd...c.cccvumceneae Godfrey Higgs....
494 | The Baxter Estato, Ltd... d
405 | Chipper Orange Co., Ltd.
496 | Curry Investments, Ltd....
497 | The Thousand Islands, Ltd. £20, 000 Apr 28 1037
408 Olled Snk Industries, Ltd... Do.
£5,000 r. 29 1037

td .| H. P,
500 ’I‘heli 11, Co., TAQLIIIIIITIIIIIIIITIII £20, 000 l\ ay 1,1037

. £5,000 | Apr. 5,1037
- £4,000 | Apr. 14,1937
£10,000 | Apr. 15,1037
£1,600 | Apr. 19,1037
£20,000 | Apr. 20,1037
£6,000 | Apr. 22, 1937




TAX EVASION AND AVOIDANCE

TUESDAY, JUNE 22, 1037

JoiNt CompiTTEE ON Tax EvasioN AND AVOIDANCE,
Washington, D. C.

The joint committee met, pursuant to adjournment, in the hearin
room of the Committes on Ways and Means in the New House Of-
ﬁ%e_ Building at 10 a. m., Hon. Robert L. Doughton (chairman) pre-
siding.

Th% CuairmMaN. The committee will be in order. Dr. Magill, we
aro ready to proceed. Who is your first witness?

Under Secretary MaeiLu, Mr, Chairman, and members of the com-
mittee, as you recall on Friday we dealt with the device of the for-
eign personal holding company, and what we tried to bring out at
that time was the utility of this device as a means of siphoning
assets and income out of the United States into foreign countries
where there are no income taxes, or where such taxes are low.

The result so far as we are concerned is to greatly increase the
difficulty first of obtaining any information respecting the tax-
payer’s actual income, and secondly in collecting the tax once we
ascertain what his income actually was. Because we cannot sue for
taxes in the foreign country, in which these companies are organ-
ized, our action must be brought against the individual here; and if,
as seemed to be true in the DeRonde case, for example, the indi-
vidual has no assets here and his assets are simply in the Bahamas,
the difficulties of tax collection may be very great.

As we said to you on Friday, the reason that relatively few cases
were presented to you was twofold. In the first place we are anxious
to focus attention on the device that we are seeking to correct; that
is, in this case, on the foreign personal holding company; and we
were trying to show you the different ways in which that company
might be used, by illustrations. We did not multiply the illustra-
tions, because we thought we made the point sufficiently with those
which we had.

In the second place, as you can appreciate, it is very difficult to
sift these cases down to the bottom, particularly when they involve
foreign companies. In fairness to the taxpayer, it is our desire to
present no cases which we have not thoroughly examined and thor-
oughly analyzed. We have plenty of Y\artly completed cases, but we
want to give you only those which we have gone through fully.

Mr. Treapway. May I interrupt you, Mr, Magill ¢

Under Secretary MaeiLn., Yes.

The Cuairman, Mr, Treadway.

Mr. Treapway. That is, you are saying you have numerous in-
stances of other methods of tax avoidance than this particular one?

Under Secretary MagriLL, Yes, sir, -
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Mpr. Treapway. How are you selecting the names that you present
to the committee? I think the press announced that you had several
hundred names available. In what manner are these names brought
before us? ‘

Under Secretary Maormr. T am glad to answer that. So far as
we are concerned, we have no list of names which we have presented
or planned to present. What we are concentrating on, as I have
indicated. is the devices which we want to correct—these loopholes—
and, as I said to you last week, the reason for presenting this mate-
rial at this time is that we hope that these loopholes may be cor-
rected at this session of Congress, so that we may not have this
leakage of revenue not only in later years but in 1937 and 1938.

Now, as to how we pick the particular cases. As I told you on
Thursday, when we discovered this discrepancy in revenue about
which the Secretary spoke, the Burcau of Internal Revenue sent out
communications to all of its men in the field asking them to make a
quick examination, as rapidly as they could, and advise us of devices
which were being used for the avoidance of taxes, or loopholes which
appeared to exist in the 1936 or prior laws. We made no selection
of cases except that. That is, we asked these men in the field to send
us what they had.

Now, what we are doing at present is going over that material and,
as rapidly as it can be analyzed and verified and checked through,
we are giving you what we have got. '

Mr. Treapway. Dr, Magill, in the President’s message, in M.
Morgenthau’s letter to the President, in your testimony the other
day, and just now, there has been used the expression “discovered
discrepancies.” Your revenue receipts in March were very much less
than the estimates that the administration had previously made. Is
not that correct?

Under Secretary MaoiLr. The receipts were less than the esti-
mates; yes.

My, Treapway. Now, are you not giving us to understand that
just at that time you found these discrepancies, whereas a book you
published shows that you knew of these loopholes years ago? It
cannot be that these millions of dollars that you were short of your
estimates in March were the result of your suddenly finding these
loopholes, because you wrote about that thing several years ago.
Now, do not mislead the public nor us. I do not say that these
{\(}oph]oles do not exist, but I do not believe you discovered them in

farch.

Under Secretary MaociLr. Of course, there are two points you are
making there; first, with respect to the loopholes; and secondly,
with respect to the book. Let us take the first, because I suppose
that is the only one you are much interested in.

Mr. TreapwAay. Oh, no. That is a very valuable book.

Under Secretary MacimLL. I do not know about that.

Mr. Treapway. Two of them.

Under Secretary MagiLr. As to the discovery, as I told you on
Thursday, and as you are aware, we have attempted to be completely
frank with you at all times in respect to this investigation. As I
told you on Thursday, most of these matters which we are present-
ing to you are not particularly new. : '
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Mr. Treapway. I am glad to have you admit that.

Mr. Vinsox. He has already admitted that. i

Mr. Cooprrr. There has not been any confusion in the mind of
anyone but yourself, .

Myr. Trespway. Mine is a very poor mind, but I do not want you
criticizing it.

Mr. Coorer. I will do as I please.

Mr. Treapway. Well, so will I do as I please. I am not sitting
here just like a bump on a log to have you tell me what to do.

[The gavel fell.]

Mr. Treapway. Rap all you have a mind to, Mr. Chairman. I
do not care how much you rap. .

'The Crammax, The thing started off very badly. A suggestion
was made that the witness was trying to mislead the committee.

Mr. Treapway. Oh, well, I do not care whether you like it or not.

er. Vinson. It will get his name in the paper. That is all he is
atter.

Mr, TreapwAay. To thunder with your papers—tear them up.

Mr, Coorer. That is all he is after.

Mr, Treapway. Now, if you are going to have any muss, I am with
you. I am only backing up what Senator La Follette did last week,
in asking where these names came from and who selected them. Now,
if that is not a fair inquiry, call me down for it.

The Cuamman. Nobody is going to call you down, Mr. Treadway,
but the Chair will make this remark——

Mzr. Treapway. I do not care for the personal remarks of certain
members of the committee,

The CramrMAN. Can you not wait?

Mr, TreaDwAY. Yes.

The Cramrman. I will wait until you get through.

Mvr. Treapway. I am all through.

The Cuairsran. I would like to make this observation, that noth-
ing that has ever occurred, so far as I know, since Dr. Magill has been
connected with the Treasury Department, would justify anyone in
even insinuating, much less stating, that he was trying to mislead the
committee, I feel that Mr. Treadway ought to Withgra,w that state-
ment,

My, Treapway., Why, Mr. Chairman, Dr. Magill knows what my
opinion of him is. I have been more complimentary of him than any
other man connected with the administration, and I do not hesitate to
repeat it. I was very sorry when he left the administration, because
I felt he was the one competent person that came up here from the
departments, and I have not had any reason during this hearing to
change that opinion of Dr. Magill. He did use the words “discovered
discrepancy”, and a certain member of the committee took offense at
my bringing up the question of discovering the discrepancy, which
he now says and has previously said was not a new discovery. Now,
on the other hand, if I have said anything disagreeable to Dr. Magill,
I have not intentionally done so, and I am only too glad to withdraw
it. But I do think we are entitled to the information I am seeking.

The CrarMAN. Proceed. - You made the suggestion that he was
misleading the committee, - '

v
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Mr. Treapway. T had no intention of making that remark; I did
that possibly under the heat of interruption by certain members of
the committee.

The Cmairman. Very well.  Proceed.  We will try to get down to
normal temperature,

Under Secretary Macirn. T think we understand each other.

My, Treapway. Absolutely, Doctor; you and I do.  Perhaps some
of the others do not.

Under Secretary Magint.. Now, do you understand. or should I say
anything more to you respecting the way in which this matevial
has been brought together? Because, if there is anything else I can
tell vou, I will be ouly too glad to do it.

Mr. Coorer. Your book.

Mr. Treapway. That is perfectly satisfactory. As T understand
you, the field agents were asked to find why there was such a marked
difference in the estimates of the Department and the actual receipts
in March,

Under Seceretary Maciwr. That is true,

Mr. Treapway. But, among other things, they told you that there
were either incorporations or there were foreign holding companies,
and various other devices, such as incorporated yachts, and so forth.

Under Secretary Maeir. The whole story is this: When there was
this discrepancy in the revenue, it is obvious to anyone that the dis-
crepancy might. have been due to a miscaleulation of the estimates
themselves, or it might have been due to increased use of loopholes
which existed in the law, or to the development of some new loop-
holes, T knew, as we all do, that the law had been changed last year,
and it was possible that some amendments had been made at that
time. or some practices worked out, which were causing the loss of
revenue,

Mr. Vinson, Mr. Chairman.

The Cuarman. Mr. Vinson.

Mr. VinsoN. Mr. Magill, you have had Bahama corporations for
many years?

Under Secretary MagiLr. Not for many years; no, sir. I mean,
there have been such things, but their use as a matter of tax avoid-
ance I think goes back only a few years.

Mr. Vinson. My statement is you have had Bahama corporations
for many years, have you not?

Under Secretary Maomr. Oh, yes; there have been such corpo-
rations.

Mr. Vinson. And that corporate device has been used in less de-
gree in past years probably for tax evasion?

Under Secretary MacrLr, Yes, sir.

Mr, Vinson. But within the last year you noticed on your in-
vestigation that there was an increased use of the Bahama corpo-
ration?

Under Secretary Maann. Right.

Mr. VinsoN. You listed 122 corporation that had been formed in
the Bahamas—within what period

Under Secretary MagiLr. I believe 2 years.

Mr. VinsoN. Within 2 years?

Under Secretary Magm, Two years and four months.



TAX EVASION AND AVOIDANCE 89

Mr, Vinson. Statements have been made that the particular cases
to which reference has been made would not total up in tax evasion
the amount of money that would evidence the shortage in estimate
of tax yield. Do yon know, or can you know without a most ex-
haustive investigation, just how many more millions of dollars of
taxes have been avoided through the setting up of these 122 corpora-
tions in the Bahamas?

Under Seeretary Maginn. I do not think there is any way to know
because, as I have indicated to you, we presented to you the cases
which we completely investigated, and those were comparatively
few out of the 122,

Mz, Vinson. Those were illustrative?

Uunder Secretary Maowi. Now, without knowing what the assets
of these companies are, and what their income is, it would, of course,
be quite impossible to tell how much tax has been avoided in that
way. A

Mvr. Vinson. For instance, you might have a case where the in-
corporators were all natives, with a stipulated or stated capitaliza-
tion of $10,000, that might have $50,000,000 in it?

Under Secretary Macron, That is quite possible. There is lit-
erally no way of telling, unless you can compel the American stock-
holder under penalty to disclose what his interest in these com-
panies is, and what his income from those sources has been.

Mr, Treapway, Mr, Chairman,

The Cuamrman., Mr. Treadway.

Mr. Treapway, Have I understood you to say, Mr. Magill, that
you expect to })resent suggestions for legislation that will compel
that disclosure

Under Secretary MaaiLr. Our thought, so far as this first point
is concerned, is this: My reason for speaking at all this morning
is simply to summarize the ground we have been over, and try to
make 1t clear how our minds were running on it. What we have
had in mind js this: As you may have noticed in some of the Sunday
papers, the British and the Canadians have confronted this same
problem. This tax evasion is nothing unique in the United States.
They have it elsswhere, Both of them have met it in substantially
the same way.

You will find that Mr. Neville Chamberlain, now Prime Minister,
presented this whole thing to the House of Commons about a year
ago, except that he was talking about British taxpayers, and we
are talking about Americans,

Now, the way that they have both used is this: To provide under
penalty that the British individual taxpayer or the Canadian tax-
payer shall disclose his stock ownership in_personal holding.vi com-
panies, defining them, perhaps similarly to the way they are defined
now in section 351, and then that this individual stockholder shall
be liable to the tax upon his pro-rata share of the income of such
companies,

They regard that as fair, and I do, too, for the reason that since
these companies appear to be set up merely for purposes of evasion—
there is no other apparent reason why you should incorporate a
personal holding company in the Bahamas or in some other country—
that it is fair to treat them as essensially a nullity for the purposes of
.our tax laws, as & matter of form and not of substance, and that we
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will look through them and tax the true income of the individual
who has set them up; so our proposal for legislation would be along
that line,

Mr., Coorer. Mr, Chairman.

The Cuaran. Mr. Cooper.

Mr. Coorir. In other words, from a practical standpoint, here is
the individual taxpayer, and here is a corporation that he owns. In
other words, treat him and his individually owned and controlled
corporation on the same status?

Under Secretary Maairr. That is right ; treat them as one for this
purpose.

Now, we intend to develop this morning for the committee the
second of these devices which were mentioned in the Seceretary’s
statement; that is, the device for the foreign insurance company.

Mr. Treapway. Before you enter on that, Mr. Chairman, may I
ask one other question?

The CrHamryan., Mr. Treadway.

Mr. Treapway. Either you or Mr. Morgenthau or the President—
it is all one—lists eight or nine different methods of tax avoidance.
The resolution under which we are acting, I think, extends to other
forms of avoidance of taxes. Are you expecting to show the com-
mittee in the course of these hearings any other methods than those
which appear in that list?

Under Secretary MaciLL. We are at the service of the committee
in this matter, under the resolution. The information which we have
presented, collected, and are now organizing as fast as we can has
to do with these 8 or 10 devices which were listed in the Secretary’s
letter, and our intention is to present those matters. Now, if the
committee should ask us to present something on some other point,
no doubt we would try to obtain the information.

Mr. Treapway, In that way probably other names would be
brought to your attention, than those you you are going to suggest
to the committee?

Under Secretary MaemLr. That is quite possible; ves. As I have
said—I do not think I can repeat it too often—we are not interested
in names. What we are interested in is trying to stop this loss of
revenue, the leakage of revenue.

Mr. Treapway. There are a few names that some of us are inter-
ested in, that perhaps will not-come to the surface unless they are
brought out other than through the Treasury witnesses.

Under Secrctary Maginn, I can only say that if the committee
has in mind some devices which are to be used in this way, or
individuals who are using devices of this character, let us know,
and we will go into them.

Mr. Treapway., Thank you.

Mr. Vinson. Mr, Chairman,

The Cuairman. Mr. Vinson,

Mr. Vinson. I am reading from an exhibit which you filed on
June 18, in regard to the Bahama corporations. It seems that cor-
poration, file no. 358, has a date of birth in the Bahamas of Janu-
ary 9, 1936. Then at the end, May 1, 1937, the file number is 500.
\V}(;uld that indicate that there had been 143 corporations formed
in the Bahamas between those dates?
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Under Secretary MagiLr. I do not know personally about that
discrepancy, because I did not make the investigation. As we told
you, or as Mr. Irey told you the other day, we attempted to take
out any corporations which appeared to be organized for ordinary
business or mercantile purposes.

Mr. Vinson. I see.

Under Secretary Maoin. And  that probably explains the
difference.

Mr. VinsoN. Yes. The 122 corporations that we have been hear-
ing about are those that apparently were not organized for legiti-
mate corporate business. :

Under Sceretary Magitn. So far as we get them simply from
the records.

My, Vixson, I see.

Under Secretary MaoiLu. I may say again, if you bring the indi-
viduals who organized those corporations in here, you might discover
that some of those corporations were organized for perfectly legiti-
mate purposes. e have no way of knowing. All we can go by is
the record, because we have no reports at present of the stockhold-
ings of individuals or of the assets concentrated in these companies.

Mr. TreapwWAY. Will the gentleman yield?

My, VinNsoN. Yes.

Mr, Treapway. What were the numbers?

Mr, Vinson. I'rom 858 to 500, or about 143.

Mr. Treapway. About 150 corporations, in between those numbers?
Now, are these only American corporationsf

Under Secretary Magirn, I believe, the American and Canadian,
Is that not true?

My, Brenner (Special Agent, Intelligence Unit, Bureau of Inter-
nal Revenue). Yes.

Mr. Treapway. So that there might be some Canadian companies
there that had no connection with any stockholders in this country.
Is that right?

Under Secretary MaociLn, That is my understanding; yes, sir.

Mr, Treapway. Thank you,

Under Secretary Maqgirr, This foreign insurance company matter
will be presented by Mr. Mason B. Leming, who is an attorney in
the General Counsel’s Office of the Treasury ,i)epartment, and is now
General Assistant to the Chief Counsel to the Bureau of Internal
Revenue. He has gone into the matter very thoroughly and has here
all of the exhibits and other papers that have to do with this par-
ticular device, ag he will, I think, bring out to you. So far as we
arve aware at present, this device is used by relatively few people. On
the other hand it appears to be capable of considerable extension, and
for that reason it seems desirable to stop it as a device before it be-
comes commonly widespread. Mr, Leming.

The CrairmaN. Please give your name and address to the stenog-
rapher, and the capacity in which you appear before the committee,

STATEMENT OF MASON B. LEMING, SPECIAL ATTORNEY, GENERAL
COUNSEL'’S OFFICE, BUREAU OF INTERAL REVENUE

Mr. Leming. I am an attorney, as Dr. Magill says, in the office of
the General Counsel for the Treasury Department, and I am a gen-
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eral assistant to the Chief Counsel for the Bureau of Internal
Revenue. .

The Cuairman. Have you prepared a statement, Mr. Leming, that
you would like to present to the committee without interruption?

Mr. Lemina. Noj I haven't, if you please, Mr. Chairman.

The Cuamrman. Do you object to being interrupted as you go
along, or do you prefer to make your main statement without inter-
ruption ?

My, Leying, It is immaterial.

The Craman, All right; you may proceed,

My, Leying. On the matter of my voice, I hope it improves as T
go along. Iirst, I usually have the same complaint that is made of
any witness—he doesn’t talk loud enough—but I trust as I work it
it will get better,

Now, before proceeding with the detailed description of the par-
ticular device I would like to approach it in this way: I would like
to read.section 23 of the Revenue Act of 1936, a provision which is
similar in prior acts, I think in proceeding this way we can get a
better idea of what I am trying to do, and you may be able to follow
me better.

Section 23 is captioned, “Deductions From Gross Income”, and
quoting the first part of that section:

“In computing net income there shall be allowed as deductions”—
then we pass subparagraph (a) and go to subparagraph (b), which
reads this way:

Interest: All interest paid or accerued within the taxable year on indebtedness,
except on indebtedness incurred or continued to purchase or carry obligations
(other than the obligations of the United States issued after September 24,
1917, and originally subseribed for by the taxpayer), the interest upon which
is wholly exempt from the taxes imposed by this title.

In short, section 28 (b) simply allows as a deduction from your
gross income all of the interest you pay in the taxable year. Now that
provision has remained more or less constant. There can’t be, it
seems, a great deal of difference of opinion as to what that provision
of the law means. I take it that when Congress enacted that provi-
sion in the 1936 act it had in mind interest actually paid or accrued.
It had in mind that there was an indebtedness upon which interest
had to be paid.

Probably this item of interest is closer to most of us than any other
item. The man who is buying a home must pay interest upon the
mortgage upon that home, and he certainly is entitled under the law
to deduct that interest. So everybody knows what we mean when
we talk about an interest deduction. My excuse for going into this in
this more or less elementary way, I hope I will show you a little
later—is because I want to bring out here as we approach this par-
ticular device that Congress had some real purpose in mind in the
enactment of that section. That was not a trick or device to entrap
any taxpayer. On the other hand, Congress must have had in mind
he must have an indebtedness—not a fictitious indebtedness but an -
actual, a real obligation to pay money borrowed or money that he
owes,

Now, proceeding just a little further in that way, if one has an in-
come of say $150,000, upon which, in the absence of some deduction,
he must pay a tax, then he has a substantial tax to pay under present



TAX EVASION AND AVOIDANCE 93

rates as well as in the past. But if he had an interest deduction of
$150,000 he would not pay any tax, because under the law he would
be entitled to deduct that from his income.

This device was used in the year 1936, as disclosed by at least two
1936 returns and by at least one other—or rather I will say one other
started to use it and went through the device, but did not take the
deduction.

Now, I have this further thought about this device, and that is this,
that it is not so much the device itself that we huve spoken of as a
foreign insurance device, but it is a device of the whole system. Con-
gress had certain intent when it passed this particular act, this par-
ticular subdivision, as it did with respect to every other subdivision
and section in the law,

Now, we get to this point, we get into litigation, for instance, and
the litigants or, perchance the Government, want to find out what the
intention of Congress was, and we go about that in all the ways we
can to get the evidence of that intention, and once the intention is
definitely established, that prevails. So throughout this whole sys-
tem we have, in a way, an intention of Congress, perchance, in some
instances an intention of the taxpayer, and the clash,

Now, it. has been said in the press fairly recently, in quoting some
citizen of prominence—and I am not trying to quote with precision,
and bear in mind I am quoting it only because of the point I am try-
ing to make—that Congress, in effect, did not know how to pass a
law which would get the revenue. Now that leads us right into the
heart of this thing: What did Congress intend with respect to the
particular sections of the law that it has enacted, and will an inten-
tion to thwart the congressional intent prevail? Now, that is just
part of the underlying thought that rides through this device, and I
think through all of them,

Going back now to the example I indicated, a man with a net in-
come without deductions of $150,000, and in the absence of a dedue-
tion, he pays the tax—starting from that point I will try to state in
brief outline and a little later with more detail the plan of operation
of this particular scheme. In order to get an indebtedness which will
produce a sufficient interest to wi]])e out the $150,000 of income you can,
1f your interest is to be paid at the rate, say of 5 percent, divide that
net income by 5 and multiply it by 100, and you get an amount of
indebtedness that will produce enough interest to wipe out your
income. That was the system, the starting point of this foreign in-
surance device, and Mr. Baber, of New York City, and incidentally
not a citizen of this country——

Mr, Vinson. What are his initials?

Mr. LemiNng. W. C—Walter C.

Mr. VinsoN. And what is his last name, again$

Mr. LemiNg. Baber.

Mr. VinsoN. Of New York City?

Mr. Lemineg, Yes,

Senator WarLsu. A citizen of what country?

Mr, Leming. A citizen of Great Britain. There was organized at
his instance in the Bahaman Islands a Nassau corporation known as
the Standard Life Insurance Co., Ltd. That organization of the
company took place, I believe, in about November 1931, It stayed

570—87~—pt, 1——7
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in that status, then, until December 1932, when the first meeting of
the directors was held, and it was organized by the election of officers.
Five shares of its stock were held by the incorporators in the
Bahaman Islands, and five shares were held by W. C. Baber. The
total number of shares, I believe, was 5,000, authorized 5,000, and
the par value of those shares was $10 a share. There were only 10:
shares subscribed for and those 10 shares, amounting to a par value of
$100, were not paid for.

Mr. Coorer. Mr. Chairman, would it be of any interest to give
the names of these incorporators?

Mr. Lemina. I will be glad to do that. The incorporators were
Kenneth Solomon, Stafford Sands, Carl Elmer Robertson, Doris
Louize Barlow, Alice Maude Farrington, all of Nassau.

My, CoorEr. Just a moment—is this man Solomon whose name
you have given the same attorney we heard about the other day?

Mr. Lemineg. Yes; that is my understanding; he is. Now, that in-
corporation took place on December 8, 1931, and on December 27,
1932, was the first meeting of the stockholders. At that time there
was elected as president of the company Artemas Paul Pritchard,
and as vice president, William C. Knowles, and their secretary and
treasurer, Reginald Pritchard.

The Cramryan. They all live in Nassau?

Mr. Leming. Yes, Senator, please.  And at this meeting of the
incorporators the shares were transferred to the following individuals
who are the present stockholders, according to the last statement of
the company : Artemas Paul Pritchard, Reginald William Pritchard,
William C. Knowles, C. Trevor Kelly, Frederick Pender, all of
Nassau, had one share each, and Walter C, Baber, of New York City,
had the other five shares of issued stock.

Now, some time along in the latter part of 1932, about 1932, Mr.
Baylis—that is William Baylis, who was a partner of Mr. Baber
under the firm name of Baber, Baylis & Co.——

Senator Groree. What is his particular business?

Mr. Lenming. William Baylis gives his business in 1933 as insur-
ance and tax business. On his 1934 return he gives his business as
salesman—insurance,

My, Treapway. Is he a resident of Nassaun also?

Mr. Leming. He is a resident of 411 Willow Grove Avenue, Phiia-
delphia, Pa., and he states that he is a citizen of this country.

ow, business of the partnership as shown by the partnership re-
turn of Baylis, Baber & Co., whose address is 45 East Fifty-fifth
Street, New York, is given as brokers and tax consultants.

As I had started to say, in the latter part of 1932 Mr. Baylis
approached an attorney in New York City, a Mr. Richard E. Dwight,
who is and was an outstanding attorney in that city.

Mr. Vinsox. With what firm is he connectecl ?

Mr. Leming. At that time and until recently it was the firm of
Hughes—I will get that—Hughes, Schurman & Dwight. T would
just like to mention this, so you will understand why I move a little
slowly sometimes. I want to give you these matters as carefully as
I can, and I have these folders here so that I may be able to do that.
It will take a moment here to get them in a little better order, and I
can proceed maybe a little bit more rapidly. That firm name is
Hughes, Schurman & Dwight, 100 Broadway, New York, N. Y.
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The Crammax. Is it an old-established law firm in New York
City?

Mr. Leamine. I so understand; yes, sir.

The CirairmaN. Who are the members of that firm? What are
their initials? . :

Mr. Leming, Richard E. Dwight, Charles E. Hughes, Jr., and
the Schurman initial I don’t see at the moment. I understand he is
deceased. o

Mr. Trespway. Mr, Leming, you said as I understood you, “until
recently” that firm—just what did you mean by “until recently’?
I understood you to use those words,

Mr. Lemine. I did, Congressman, thank you. I have iliis recol-
lection—I got the impression some way that that firm has been
recently dissolved. Now, I don’t have official confirmation of that,
but that was my understanding.

The CnammanN. You mean yesterday, last week, week before
last, or 8 years ago?

Mr. Leane. Tt is my recollection that I first heard it said last
week,

Mr. Treapway. Isn't it a matter of conmon knowledge that the
firm has been dissolved? It has been in the press. hasn’t it?

Mr. Lemina. That may be so, Congressman.  As I say, I have no
doubt that what you say perhaps is true, if it has been In the press.

Mr. Treapway. Isn’t it a fact that the name of the firm with which
Mr. Dwight is now connected is known now as Dwight, Harris,
Koegle & Gaskey ?

Mr. Lesixa. I really don’t know. T thought it might be ap-
propriate, first, to bear in mind the reference to the net income and
the requisite interest deduction to take care of that income. Mr.
Dwight had an income in the year 1932 which could be wiped out by
a deduction of approximately $143,000 of deductions. Now, it was
in that situation he undertook with the Standard Life Insurance
Co., Ltd., of the Bahamas, to enter into a contract for insurance.

The CairMaN. When was this?

Mr. Leming. Richard E. Dwight.

The Cmamryan. I say, when was this?

Mr. Lemine. This was on December 20, 1932,

The CuamrMaN. You say Mr. Baylis approached Mr, Dwight?

Mr. LesmiNe. Mr. Willinm Baylis, yes; and thereafter Mr, Dwight
made an application for an insurance policy with the Standard Life
Insurance Co., Ltd., of the Bahamas.

The Cramman. Prior to that time, had they issued insurance pol.
icies, this Standard Life Insurance Co.?

Mr. Lemine. I believe this was the first policy that was issued—
yes, I am pretty sure it was the first policy issued in the company.

Mr. Vixson. How many have they issued since that date?

Mr. Leyina. Our information shows that a total of eight policies
was issued to six individuals. ‘There were two of the individuals
who took out additional Policies in the year 1936.

The Cmamrman. Could you give us the names of the parties to
whom the insurance was issued?

Mr. Lemixa, Yes; I can, Senator, if you please. I am just won-
dering if it might be desirable to approach more the detail now of



96 TAX EVASION AND AVOIDANCE

the plan, as we can show it by these sundry documents in order to
get the better grasp of the plan itself, and then I will come to that,
if that is agreeable,

Mr. Treapway. One question there, Mr. Chairman. I understood
you to say this was commenced in 1932%

Mr. Lemine. That’s right; yes, sir. .

Mr. Treapway. And that ?g/,Ir. Dwight tried to cover it up, the
fact that he had done this sort of thing, that he had taken out this
kind of policy, or did it appear on his tax return$

Mr. Leming. I will come to that presently, Congressman. I shall
be very glad to show you just what occurred. What I have in mind,
I had a rough idea as to how I would proceed, and if from time to
time it is agreeable to Eass these things along I will take care of
them, I will not overlook them. :

I think it might be helpful if we read at this time the application
for one of these policies, bearing in mind, as Dr. Magill mentioned
awhile ago, the individual here is subordinated altogether to the
point we are trying to make about that. Let us proceed with this
thought in mind : Here is a thing; does it thwart the intention or will
of Congress or does it? Is it a part of this picture, does it go to
this whole tax problem?

Now. if we approach it with that thought in mind—that is the way
T am going to try to present it, and for that reason I would like to
read the letter. .

I will read that, step by step, to show how the plan goes on. This
is a letter dated December 20, 1932. It is addressed to the Standard
Life Insurance Co., Ltd., Solomon Chambers, Nassau, Bahama
Islands.

GENTLEMEN : I hereby make application to you for a single premium annual
dividend life-insurance policy guaranteeing the payment of $4,000,000, subject
to the conditions of (1) at my death, to my estate, as beneficinry. I was born
at Onarga, Ill., on the 21st day of June 1875. My occupation is attorney-at.
law. My address is 100 Broadway, New York City, N. Y.

This applieation is made subject to the following conditions:

(1) That the policy will be issued by you at your regular rate of premium for
my age, nearest birthday, viz, $2,703,720, but without medical examination, being
on this account fssued by you subject to a lien or first charge in your favor
against the principal sum, in the event of my death from any cause; the amount
of said lien and its annual rate of decrease being those usually applied by you to
policies issued under such conditions.

(2) That you will make a loan of $2,832,5640—

If the committee will note there, the Eremium was $2,793,720, and
this second proviso is “That you will make me a loan of $2,832,540.”

(being the loan value at the end of the first poliey year), at 5-percent interest
in advauce upon payment of the single premium, upon the sole collateral of the
_ policy, on the terms and conditions of your regular form of policy-loan agreement.

(3) That on payment by me of any year's interest on this loan (or any
increased loan) in advance you will also loan me at that time the amount of the
annua! dividend which would he payable to me at the end of the then current
policy year, if 1 were living, discounted at 5 percent ; that you will make me such
a loan for the first policy year, the discounted amount being $04,848.

(4) That this application and the policy and the two loan agreements are to
be the entire contract between us as contracting parties.

(56) That you accept this application by cable advice to reach me at my
above address not later than Tuesday, December 27, 1932, subsequently con-
firming same by letter. On receipt of your cable acceptance I will arrange
to pay the amount of the single premium and 1 year’s interest on the policy
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loan with the Royal Bank of Canada, Nassau, Bahama Islands, to be paid
by it to you on condition that they are to receive from you the above policy
loan and discounted dividend loan, Your written acceptance of my applica-
tion, policy loan, and discounted dividend loan agreements executed by you
and to be executed by me on their receipt here, and receipts for the single
premium on the policy-loan interest.

I agree to sign receipts for the policy loan and discounted dividend loanm,
and to execute the two loan-agreement forms on their receipt here. Please
forward me also direct certified copy of the policy for my files,

Yours very truly,

—
.

Senator Harrison. That letter was written from New York City?

Mr, Lemineg. Yes, sir.

Senator HarrisoN. To Mr. Solomon, at Nassau?

Mr. Leming. Yes, sir; to the Standard Life Insurance Co., Ltd.,
in care of Solomon Chambers, Nassau, Bahama Islands.

Mr. Vinson. I understand you to say that he wanted a certified
copy of the poligy.

Mr. Leming. Yes, sir; that is right. Now, there are one or two
other letters here that I think will be helpful in just carrying
through that thought that I tried to start out with, and forgetting
all about the individuals for the moment, altogether.

On December 22, 1932—and, incidentally, I believe that was
prior to confirmation of the acceptance of the policy—this letter was
written by Mr. Dwight to the Royal Bank of Canada, Nassau,
Bahama Island [reading]:

Rovar BANK oF CANADA,
Nassan, Bahamas.

GENTLEMEN : 1 desire to transact the following business with the Standard
Life Insurance Co., Ltd., Nassau, Bahamas:

(1) Pay the company a single premium for a single-premium annual dividend
life-insurance company of $4,000,000—$2,793,720. -

(2) Recelve from the company a loan on the sole collateral of the policy,
$2,832,540.

(3) Pay the company 1 year's interest on said loan at 5 percent per annum,
$141,628.

(4) Recelve from the company a discounted dividend loan also on the sole
collateral of the policy, $04,848.

Then we have the two columns balanced, “$2,935,348” and
“$2.927,388.” I said “balanced”—it is a total of the debits and the
credits as they then stood.

And I have caused to be transmitted to you by Royal Bunk of Canada, New
York, the sum of $8,361, to be placed to my credit with your bank.

I hereby appoint Mr. Walter Crosbie Baber as my agent to act for me and
in my place and stead to borrow from you the sum of $2,972,388,

Senator HarrisonN, Is Mr. Baber the man who originated this
idea? He is a British subject living in New York. Is that right?

Mr. Leming. Well, in any event, Senator, he and Mr. Baylis were
selling. I am unable to say whether the idea was original with him
or not, but we find them selling this plan, and it was through Mr.
Baylis and Mr. Baber that it was sold to Mr. Dwight.

Senator Warsa, He was the canvasser for this scheme among the
rich American taxpayers in New York City?

Mr. Leming. Yes., Thank you. And may I digress just a
moment, along that line? T think those questions may be very help-
ful here in bringing up just that very thing., For instance, here ig

e s < g o



98 TAX EVASION AND AVOIDANCE

what you might call a “prospectus”, which was turned over by Mr.
Baber to oue of the agents, and it starts off this way [reading]:

The following is a lawful method of lowering the taxable category of an
individual’s net income. It may be advantageously applied to net incomes of
$75,000 or more,

It is only applied after all exemptions and deductions have been taken ad-
vantage of by the taxpayer, if his net income, then subject to tax, is $75,000 or
more.

The principles of the mecthod have been successfully used by numerous tax-
payers during the past 10 years on the recomniendation of their legal counsel.

Mr. Treapway., May I ask what you are reading from?

Mr. Lemixe. I am reading from a prospectus, or whatever you
call it, Congressman, that was turned over to the investigating officers
by Mr. Baber.

Mr. Treapway. This is an adverticement of the Babar Co.?

Mr. Leming. Yes, sir; I should say that is what you would call it.

Mur. Treapway. A form of solicitation of insurance?

Mr. Lenminag. Yes, sir.

Mpy. Treapway. And what is the date of that?

Mvr. Leming., Oh. you mean the date on this circular itself?

Mpr. Treapway. Yes.

My, Lemine. I do not believe there is a date on it, Congressman,

Mr. Trrapway. I was wondering whether it goes back to the be-
ginning of this period of 1932 that you were talking about, or
whether it is a recent circular; that is the only thing,

Mr. Leming. I can verify that for you in just a moment as to
when the agents got it. It was gotten in 1933 by the investigating
officers. :

Mr. Treapway, By the Treasury Department?

+ Mr. Leming. Yes.

Mr. Treapway, By the Internal Revenue Bureau?

Mr. Leane. Yes. Now, understand, Congressman, I am not here
to say that no one ever heard of it before, or anything of that sort.
I am talking now about this document. So far as T ‘inow—that is
all I know about it, and this thing was presented to the investigating
officers in 1933. I just wanted to make it clear.

Mr. Treapway. That is what we wanted. T wanted to get the date
for that reason in order to have it clear.

Mr. LemiNg, Yes.

Senator Harmson, Is that a very long prospectus?

Mr. Lemixe. It is, Senator, but I did not intend to read all of it.

Senator HarrisoN. Do youn think it ought to be cntered in the
record ?

The CramMmaN, Without objection, it will be inserted in the
record.

" Mr. Lemixng. We will be glad to insert it in the record,

(The prospectus referred to, marked “Exhibit 2”, was received
and made a part of the record, and will be found at the end of to-
day’s proceedings, p. 118. ,

r. LEMING. Slmh I proceed with this prospectus, to discuss it at
the moment ¢ '

Senator Lia Forrerre. Mr, Chairman, may I ask a question?:

The Crairman, Senator La Follette.
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Senator La Forrerre. Mr. Leming, did the Burean investigate
this office of Mr. Baber? Where did this material come from? Did
they investigate his office?

Mr. Lemine. Yes, sir; they did, Senator.

Senator La FoLLerre. How many people did they find he had sold
this device to?

Mr. Leming. In this Bahama corporation? This particular com-
pany, the Standard Life Insurance Co., Ltd., had sol({ to six persons.

Senator La Forrerre. Did they find that he had any other com-
pany, any other life-insurance company?

Mr. Leming. It is not my recollection that they did, Senator; no,
sir. The agents say they did not find that he represented any of the
other similar companies.

Senator La Fovrerre. He had all these cireulars printed, and he
only sold the device to six taxpayers, according to the Bureau’s in-
vestigation?

Mur. Leminag. That is right.

Senator Warsn. Were the form of the application and the borrow-
ing and the other proposals the same in all s'x cases? :

Mr. LemiNe. Essentially so; yes. The percentages of the lien
.charge and the loans and things of that sort would vary. The forms
of the policies T believe were identical.

Mr. Treapway. Mr, Chairman, may I ask a question?

The Cuairman, Mr, Treadway.

Mur. Tresapway. In view of that cireular being dated 1933, how far
did the Bureau go with any investigation as to this form of selling
ingurance, at that time or since then, up to now?

Mr, Leming. The circular is not dated, Mr. Congressman. It was
acquired by the agents in 1933,

Mr. Treapway. I wanted to be sure. The Bureau of Internal
Revenue has had that circular of Baylis & Baber, or whatever that
firm is, since 1933%

Mor. Lesinag. Yes, sir.

Mr. Treapway. That is correct ?

Mr, LesiNg, Yes, sir,

Mr. VinsoN. What was done with reference to the 1932 income
of Mr. Dwight?

Mr. Lemine. The additional tax which the Bureau determined;
or, I should not say “determined”, hecause that term is sometimes
used technically. It has not been collected. The Commissioner has
determined within his own office already that that deduction is not
allowable,

Mr. VinsoN. As I understand it, they looked through the device
and reached the conclusion that that particular deduction was not
allowable? '

My, Leming. That is right. :

Mr. Vinson. And arrived at the tax for that particular year?

My, Leming. Yes, sir, : '

Senator Warsn. Mr. Chairman, I think the committee would like
to know in what way this taxpayer applied this device in reducing
his taxes; the norma] taxes he would have to pay the Government,.
Have you got that tax return hene? . ) v
- Mur, Lesine. I thank you, Senator. ‘I would be very glad to ex-
plain that. - . | , Sl
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Senator WaLsu. What did he say was his income, and how much
did he deduct as a result of the application of this scheme? How
much did the Government lose thereby ?

Mr. Leming. Maybe I can give you this photostat here. I believe
we have enough of those. I can see, if I may be permitted. Under-
stand, I do not mind the question, but in view of the Senator’s ques-
tion here, I can see that if I could be permitted to proceed here for -
a little bit and give you a little clearer idea just how the device was
used, then the figures would come to you better.

Senator WaLsH. You may go your own way.

Mr. Lesineg. Mind you, I am agreeable to going any way, Senator,
that you want.

Senator WawLsx. That is all right; but, of course, the important
thing is the deception, the fraud, the evasion, or whatever it is, ap-
pears in the overt act of making out his tax return?

Mr, Lesmixa, Yes,

Senator WarLsa. And we want to get that sometime.

Mr, LemiNg. Yes. Now, we have an insurance company here that
had no invested capital. It had no income. It had nothing. It was
a shell. As I recall, the first money that went into that insurance
%)m.pz}tlny at all, actual money, was $8,361, which was paid by Mr.

wight.

Now, you recall that letter I read. He was borrowing from a bank
down there almost $3,000,000, and the insurance company was loan-
inlg him a little larger amount than he was borrowing from the bank
allegedly, yet the only actual cash involved in this whole thing was
$8,361. I think, Senator Walsh, you might sum it up this way, and
we can get then maybe right down to your question there—that for
that $8,361 he got a tax reduction by reason of the interest on that
huge loan; his taxes were actually reduced $53,448.48. 'The insur-
ance company got the only cash there that was involved, as I say
$8,361, and that in turn, some of it, went to the Royai Bank of
Canada, $401, for a so-called 1-day loan of that sum of money at
the bank. Other parts of it went for traveling expenses. Other
parts of it were paid out to Mr. Baber as advances or salaries or
commissions, or things of that sort.

I would like to just digress right here again a moment and tell
you a little something about this man Pritchard down at Nassau.

Mr. VinsoN. Before we get to that, what was the amount of inter-
est deducted from the return because of this particular transaction?

Mr. Lemine. I will give you the precise amount here. The amount
was $141,628,

Senator WarLsu. And no principal sum ever moved from the bank
or insurance company to the taxpayer?

Mr. Leminag. No, sir. It was all pure fiction, if I may so charac-
terize it,

Senator Warsu. I think it was more than fiction.

Mr, CrowrHEeRr. It was stern reality.

Mr. Vinson. It was financial romance.

The Cramrman. He was never physically in possession of this
loan, on account of which he takes credit for the interest?

Mr. LemiNa, O, no, no. What I started out to try to do was to
avoid characterization, Mr, Chairman, but when you get to talking
you forget about that, one way or the other. My thought is there
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was not any loan, and there was not any interest. There was not any
payment. The corporation had no assets. It could not have paid
a dividend. There just was not anything.

The Cuamrman. You say that is your thought. That is the fact
disclosed by the evidence, 1s it not?

Mr, LemiNg. Yes. Thank you, that is right.

The Cxamraan. That is fact, that is not opinion, is it not?

Mr. LeminNg. Yes; that is a fact,

Now, suppose I let you have these photostats, and I would like,
however, even though you have these there, to continue along and
try to give you this whole picture.

Senator HarrisoN. Sometime, Mr, Leming, I would like for you
to tell us what was the income tax paid by Mr. Dwight in 1932, be-
fore he made that loan.

Mr. Lemine. None. That wiped out all of his income. He paid
no taxes.

Senator HarrisoN. I am talking about 1932, This policy was not
issued until 1932%

Mr. LeMiNg. December 1932,

Senator Harrison. So he took his deduction in his return that he
made in 1933?

Mr. Lemina. No, Senator, he took that in 1932. You see, the first
deduction—that is, he got the policy, and this swapping or matching
of checks, that business took place down at Nassau at the end of
December. Mind you, he told them that he had to have confirma-
tion of that transaction by December 27, 1932, so he got his confirma-
tion by cable and subsequently by letter, that that transaction had
taken place.

Senator HarrisoN. But he did not make his return, did he, until
January 1933, on his 1932 income?

Mr. Leming. That is right. He made his return in 1933.

Senator HarrtsoN. That is what I am trying to get at. On his
income tax of 1931, what did he pay in taxes?

Mr. Leming. I do not have his 1931 return,

Senator Harrison. I wish you would give that to the committee.

Mr. Learing. We would be very glad to get that.

Senator HarrisoN. Let us see what he was paying before that
time. And then he wiped it out in the 1932 income-tax return by
virtue of this loan, as I understand.

Mr. LeMiNe. Yes.

Senator HarrisoN. When he made his return in 1932, was this
deduction approved?

Mr. Leming. No, sir,

Senator HarrisoN. What happened

Mr. LemiNg. The Commissioner has determined the tax, and the
processes of collection have not yet proceeded to the point of final
collection.

Senator Warsa, The same method, Senator, was repeated in his
return of 1933, 1934, and 1935,

Mr, Leming. Yes,

Senator WarLsH, So you have the claim of evasion on an income
which ranged from $143,000 in 1932 to $158,000 in 1935, do you not
He paid no tax in 1932, 1933, and 1934, and only $299.63 in 1935%

r. LemiNg., That is right ; $141,628 in 1932 to $147,391 in 1935,

R > I L
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- Senator WarLsH. Because of these deductions, which amounted.in
1 year to $141,628, in another year to $143,567, in another year to
$145,486, and in another year to $147,3911¢ : C '

Mr, Leming. That is right.

Senator Warsn. In otl%er words, he deducted almost exactly the
amount of his income? : .

Mr. LesminG. Yes. The device lent itself to that. It was elastic.
You could use it any way. It did not make any difference what your
income might be, : .

~ Senator Warsu. Can some of the experts tell us, if the deductions
were not allowed on this income, what the proper tax is that he would
have paid for those years? : :

.. Mr. Vioson. Will the Senator yield?

Senator Wawsu. Certainly. .

- Mr. . VinsoN. At this point in the record, Mr. Chairman, I suggest
that the data which has been presented to us in photostatic form as
affecting Mr. Dwight be inserted in the record.

The CrairmaN, Without objection, that will be done.

(The analysis of 1932-36 returns of six Standard Life policy-
holders was received as a part of the record, and the same will be
found on p. 111,

Mr. Leming. Congressman, may I make this observation?

Senator Warsu. On the record, may we show that the evasion was
about $50,000 a year?

Mr. Leyine. 1 just want to call attention to the column on the
right-hand side there. It says “Actual cash expended.” That is not
entirely clear there on the chart.

Mr. Vinson. You may make any explanation you wish,

Mr. Lemine. I was just going to say if you changed that column,
the last column on the right-hand side, to the “Actual amount of
cash paid -out by the taxpayer”, which went to that insurance com-
pany—that is what that means there—in the acquisition of the policy
and the loan in the various years. '

The Cnairman. Without objection, it will be inserted as part of
the record. . :

Mr, Treapway. In that same connection, wouldn’t it be advisable
to include the answer to Senator Harrison’s inquiry as to what his
tax returns showed for 19327 4 '

The Cuamrman. Will you furnish the committee that?

Mr, Leminag, Yes: I will be very glad to.

The, CuarrmaN. We want that furnished for the record.

Mr, Leming, We will be glad to furnish it. :

The CuairmanN. I notice he reported these deductions in his in-
come-tax returns for 1933, 1934, and 1985. They were not. used in
1936.. How do you explain that? o

Mr. Leming, Well, he went through the same procedure down
there in the Bahamas, but for some reason he (Fid not. use .the
deductions, : -

The CiairmaN., Was it because there came 2 controversy in the
Treasury Department between the taxpayer and the Department?:

. Mr. Lemina. I should say so.. « _ :

.The Cramman, What c?;d they do. when these deductions were-
made and they disallowed them—what was done, if anything, about.
the ‘collection of his true income-tax return? PR

H
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* Mr. Lemine. Well, Senator, perhaps the best I can answer you
on that is this way: After all, a 1932 return, the fellows who are
handling returns all the time, is not a very old return. In point of

time, for the personnel who have to handle these things year after
year, that is not a great length of time. Now, it so happens that in.

this case the taxpayer’s returns were from 1932 down have been:

accumulated, awaiting final action. It has not altogether been’

neglected. )

Senator Warsn., About what date did the Internal Revenue De-
partment discover this scheme in this taxpayer’s return ¢ .

Mr. Lemine. I think it was about June 1934 that the first report
was made. ‘ '

Senator Warsx. Has the case ever been referred to the Departmeént
of Justice?

Mr. Leming. No: it has not.

Senator Warsa. Why not ¢

Mr. Lemina. Well, I don’t know as I am in position to just answer
that question.

Commissioner HeLvering. On Mr. Dwight’s return he stated that
the deduction of $141,000 in his 1933 return when it was examined
was the result of an insurance policy on which he paid a previous
premium and borrowed the money, and the interest on this borrowed
money was equal to this deduction. The agent disallowed that. He
protested that. The following year it was examined and the agent
that examined that disallowed it, and he protested that, claiming that
the deduction was a proper one. The reason that I did not recom-
mend it to the Department of Justice was that he had noted on his
return that the deduction was made in a certain way and for certain
reasons, giving us notice.

Senator WaLsH. You did not know the facts at his disposal ?

Commissioner HeLveriNg. No.

Senator Warsa. When did you learn these facts?

Commissioner HerLverine. These were learned very recently in an
investigation.

Senator WarLsu. So there was nothing on the face of the return to
indicate that the insurance company was in existence ?

Commissioner HeLvering. We did not know it at the time.

Senator Warsn, And through research and study you were able to
find these facts? A '

Commissioner HrLveriNg, T want to say, in answer to the Sena-
tor’s question, the reason it was not referred to the Department of
Justice was because that notation was made on there that gave us
notice so we could investigate it. ’

. The CHamman, These deductions were not allowed ? .
Commissioner HeLveriNg. They were not, :
The?CEAIRMAN. What was done then toward payment by the tax-

payer : ( -

Commissioner HrrLveriNg, They protested that they were deducti-
ble and really just took that position until recently, perhaps in Jan-
uary of this year, when we were going to make an assessment, and
they came in for a conference in tle;e General Counsel’s office relative
to this matter, and the General Counsel held it was paid. Since that
time an offer of payment has been made. ‘
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Senator Warsx. That offer to pay these deductions was made after
all these years?

Commissioner HELveriNg. I want to say to you, Senator, that offer
was made in my office about 2 weeks ago, a certain amount, including
all the taxes and interest occasioned by the deduction for these 4

eArs.

y Senator Warsu. But that has not been accepted ¢

Commissioner HeLvering, Noj it has not.

Senator Warsn. Has the assessment ever been made ¢

Commissioner HerLvering, The assessment has never been made.
We just told them they were not going to allow it. We first sent
out what we call a 30-day letter; that is the way we designate it.
It is a computation of the tax that the agent has made and we have
approved. We also give them an opportunity to appear and con-
test any item. After they have appeared, or 1f they (llo not appear,
we then issue a 90-day letter, under the law, giving them 90 days
if they want to object and appeal to the Board. At the end of 90
days we assess them.

T?e CuairmaN. How much is the amount they have offered to
pay
! Commissioner HerLveriNg. $267,000.

Mr. Vinson. In the offer of compromise, was the penalty included ?

Commissioner HerverinG. No, sir.

Mr. Vinson. What is the penalty?

Commissioner HerLvering. Fifty percent penalty and costs.

Mr. Crowrnir, I call attention to the following statement made
by the Commissioner, page 3, the letter of the Secretary of the Treas-
ury dated the 20th of May, 1937, in which he says:

The fraud was discovered by the Treasurer’s investigators and all ‘of the tax-
payers have now submitted offers to pay the full amount of taxes cvaded, plus
interest,

That was on May 29, before this message of the President. You
?ltated awhile ago the offer was made since the message of the Presi-

ent.

Commissioner HerveriNeg. I say the offer made to me in the record
form was made 2 weeks ago. In Mr. Shafroth’s office, the general
counsel, the offer was made some time ago.

Mr. CrowtHER. How long ago?

Commissioner HeLveriNg., Since the 1st of January some time;
I don’t know the date

Mr_CrowTtHER. I just wanted to correct the impression that these
offers in settlement were not made until after the President’s mes-
sage,

%‘ehe CuairMAN, When were the first steps taken to ascertain these
devices? That suspicion seems to have been aroused as the result
of the income-tax returns for the years 1932 and 1983. When did
you take the first steps in this matter?

Commissioner HeLveriNG. It came to my attention some time in
the early part of this year, and we sent an agent down to endeavor
to unearth all this information Mr. Leming has been giving you at
this time. We had no history whatever of these facts. I did not
know about it, and I don’t think anybody else did in the Bureau,
as to the way the matter was handled.
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The CuarMAN, Someone would have had to know this if there
was the same suspicion year after year,

Commissioner HerveriNa. I think both agents that handled the
returns had this suspicion, because they disallowed this deduction.

Under Secretary MaainL. There is another point there that the
Commissioner might bring out. Of course, these loans on insurance
policies are an old thing, there is nothing new about that As the
Commissioner has said, Mr. Dwight on his return said he had bor-

rowed money on an insurance policy from the Standard Life In-
" surance Co. and had paid so much interest. On the face of it—
I haven’t seen the returns myself, but I dare say that on the face
of it that looked like a perfectly bona fide transaction and the objec-
tion to it arises when we go Into it and see that the whole thin
was a hollow shell. Since it was a Bahama company it require
sending an agent down there to carefully examine the situation
there before you could see what it was all about.

Senator Lo FoLrLerte. But, Dr. Magill, the agent must have been
suspicious, or he would have allowed the deduction in 1932. Four
years went by before the Bureau found out about it.

Commissioner HerveriNg. The first examination of these returns
was made, as I recall, in 1934,

Senator La FoLLerre. T'wo or three years had gone by before the
Bureau found out about it?

Under Secretary MacirL, “The Bureau”, as you know, is an all-
inclusive term. Some individual found this out in the course of the
field examination of the return, as I understand, in the summer of
1934, He goes into it and he decides this interest deduction should
be disallowed. Then that is protested and then the case would nor-
mally come down here, in due course, to be heard. I suppose the
history was that there were various deductions that went on between
1934 and 1936, and then the agents were sent down to the Bahamas
to look into it.

Senator LA Forrerte. The agents were sent down in January of
this year, as I understand it.

Under Secretory MagiLL, So the Commissioner said,

Senator La Forrerre. If there is not some way to speed up this
information concerning these various devices and 1f they can be used
for 2 or 3 or 4 years, without any thorough investigation made of
them, what hope is there of ever catching up with these smart tax
lawyers? Isn’t it part of our problem to try to improve the pro-
cedure in the Bureau? -

Under Secretary MaciLr. That is very true, and that is one thing
I am down here to try to do, and that the Commissioner is trying to
do. As the Secretary said to you, you remember, the first day, our
machinery is not sufficient at present to make an elaborate audit of
all the returns which are submitted to us. We do the best we can
with the force we have. In this particular case I entirely agree with
you that it would have been much better for all parties if the matter
had been discovered and goné into and could have been worked out
back there 2 or 3 years ago. : :

Senator La Forrerre. As a matter of fact, Dr. Magill, do you
really know whether these 1931, 1932, 1933, 1934, 1935, and 1936 cases
are the only cases where this phony life insurance device was in use

Under Secretary MaciLr. No; not at all. We have no way of
knowing really one way or the other. I think you see the difficult
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‘problem you have in this case. I suppose there must be thousands ot
people who deduct interest on bona-fide insurance loans on their
policies. They are perfectly good, and what we have to do is to try
to educate the agent in the field, so that he can detect the difference
between the company which is a hollow shell and one which is not.

Senator La Forrerre. You can’t very well blame the agent, be-
cause he seems to have been on the job when he disallowed the deduc-
tion, Two or three or four years go by before anybody comes in to
find out whether the Bahamas Life Insurance Co., Ltd., is a phony
‘company or not,

Under Seccretary MaciLL. There you are. Perhaps the Commis-
sioner can give you a further explanation. So far as I can see, what

ou have here 1s a Bahaman company which appears to be a life-
surance company, which the taxpayer said was a life-insurance com-

any. He was protesting any determination that it was anything else
but an insurance company. Only after quite a bit of investigation
did we find out what the situation is.

Senator L.a FoLrerre. In the meantime several thousand wealthy
tnX})avers might have availed themselves of this device? :

Under Secretary MaciLr, It is quite possible.

Mr. Coorer. Just one question of the Commissioner there. You
state that recently this taxpayer had made an offer of $264,000, cover-
ing the tax and interest, but wanted to be relieved of the penalty
assessment of 50 percent in addition?

Commissioner HELVERING. Yes,

The CuaikmaN. There has been no official action taken on that
matter? .

Commissioner HeLveriNg. No,sir. That was received—I can’t give
you the exact date, but within the last 2 weeks,

Mr. Treapway. Mr. Helvering, I notice one column shows “Cor-
-rected tax”; another column shows this disallowance; and then there
is the item of “Corrected tax” following it. When were those cor-
‘rected taxes made up in your Bureau? L .

Commissioner HELVERING. I could not give you that date.

Mr. Treapway. Well, my point is this: Have these corrections
been made recently when this case came up, or were they made
each year?

Commissioner Hervering. I might answer you by giving you
what our procedure is. I might say, too, that insurance companies
‘have been writing policies and deductions made are correct deduc-
tions. I have an idea—this is only my surmise—that the agent,
‘when he saw this deduction, exactly what the income was, thought
there was something the matter with it, and wanted to- call atten-
tion to it. When it comes to the Bureau these cases are examined,
‘and when we come to the conclusion that it is not a deductible
item we compute the tax, That, under that item is ‘corrected
tax” and we assess it.

-~ Mr. Treapway. But you don’t know personally whether in this
instance it has been recently corrected or whether it was annually
done after the returns were filed ¢ . :

Commissioner HeLveriNg. They are annually done.

Mr. Treapway. So that the various amounts of corrected tax,
you think, were levied at the time the report was made or examined
by your field agent? : e SR

t
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Commissioner HeLveriNg. The tax was set up on the return that
was under protest.

Mr. Vinson. And not at the time of the examination by the field
agent, the assessment is not made until it came in to you?

Commissioner Hervering. No.

Mr. Treapway, That is current with the year, isn’t it, Mr.
Commissioner ? :

Commissioner HeLvErING. It reached my office 2 or 3 years after
the transaction, because we do not reach those—the quickest we can
reach those is from a year to 15 months.

Mr. Treapway. One other question if T may, Mr. Helvering. I
note that in 1936 the interest deduction of Mr, Dwight is marked as
“not used.” That is correct, isn’t it? You haven’t used, in making
-up this statistical list, his return of 1936? :

- Senator WaLsH. You mean he didn’t use this device—isn’t that
‘what he means? :

Mr. Treapway. Or, you couldn’t use the device that year?

Commissioner HELvERING., No.

Mr, Treapway. Well, it is the same point. This great deficiency
that has been talked about and written about was discovered, the
most of it, last month, as has been testified, so that this $145,000
claimed to be deducted by Mr. Dwight was no part of the tax
deﬁciengy at that time, because Mr, Dwight did not use the device
in 1936 :

Commissioner HeELvEriNg. No. I might say, so the committee
understands it, Mr. Dwight has had conferences with the Bureau
and was advised before he made a return for 1936 that we were
not intending to allow that deduction.

Senator La FoLrerre. Doesn’t the agent’s report, when it comes
into the Bureau, necessarily show the reasons for disallowing the
deduction? .

Commissioner HeLverING. Yes; I think they do set that out on
all of the agents’ reports.

Senator Lia For.LETTE. As a matter of fact, this agent’s report must
have come into the Bureau on this first return of 1932 a long time
ago. I would like to see the reports of the agent.

Commissioner HrLveriNg. May I say to the committee that it is not
the pelicy of the Bureau, when a taxpayer who presents what he
considers a logical reason, sets out his legal reasons, to say, “Out with
you; we are going to assess this tax.” We generally have many con-
ferences about these matters, and it consumes considerable time, and
- Mr. Dwight is a very able man to present his side of the case.

Senator LA ForrerTe. I would like to get the agent’s reports on
these matters, because I would like to find out if the agent did not
ﬁive his reasons for disallowing this deduction in 1982 and find out
-how long the Bureau was on notice. I want to know why it took so
long for the Bureau to get around to investigating this phony life-
insurance company down in the Bahamas.

The CrairMAN. The Commissioner will comply with the request
of Senator La Follette and furnish the committee a little later the
reports made to the Department, ) ‘ _

- Commissioner HeLvering. May I go-'a step further? = The tax-
payer, when this matter is up, has a right to appeal to the Board, of
course. We warit to be sure of our ground. We do ‘not want to

yo
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assess a tax just because we think it is due. It has been the policy
since I have been there to do that. We try to get down to facts, We
arrived at these facts in January, I think, that we were not going to
allow this deduction, but we wanted the basis, and that is the reason
we ordered an examination to find out the basis of this insurance
policy. To use the common phrase, we thought there was something
“screwy” about it and we wanted it investigated.

My, Vinson. What was the taxable income reported by Mr. Dwight
for the taxable year 1936?

Commissioner Hervering. I don’t have the figures. I wouldn’t
want to state, because I don’t know exactly.

Mr, Vinson. Will you put it into the record ?

Commissioner HeLveriNg. Yes; we will put it into the record,

Mr. MorrisoNn Suarrorit (Chief Counsel, Bureau of Internal Rev-
enue). I want to sny just a word about the way this matter hap-
pend to be investigated in January. The matter was first called
{o my attention some time early in the year. A tax lawyer came
to my office and said that this law firm in New York was about
to break up and Mr. Hughes, Jr., had learned of this scheme of
Dwight's and was insisting that Dwight straighten this up with the
Bureau immediately, and that if he did not get it straightened up he
was going to break up the law firm, and had asked that I take im-
mediate action on an, oral offer to compromise the matter for the
amount of the taxes and the interest due. We looked into it a little
and we thought the matter ought to be investigated further before
we could recommend to the Commissioner any settlement of that

kind, and suggested that agents be sent down to the Bahamas to look

into the entiie P‘fctum—before the settlement was made. That is the
way the agent happened to go down at this tiine into the Bahamas
to get the matter straightened out,

Mr, Treapway. What was the date of that, please, Mr. Shafroth?

Mr. SuarrorH. I can’t give you the exact date, but some time early
in this year,

Mr, Treapway. What month do you think it was?

Mr. SmarFrorH. Approximately February 19,

Mr. Treapway. That the oral interview took place?

Mr. SuarroTH. It was a little prior to February 19. I can’t give
you the exact date,
* Mr. TreapwAy. Prior to that?

Mr. SuarrotH (reading from a memorandum handed to him).

"February 6, I think I state here.

Mr. Treapway. That was the time when word came to you that

Mr. Hléghes insisted on this settlement; is that correct?
Mr.

) HAFROTH. Insisted on the settlement and said he was going
to break up the law firm,

Senator La ForLerre. Is the substance of your testimony, Mr.,

.Shafroth, that we can thank Mr. Hughes for getting this device in-

vestigated, or would the Bureau have eventually got to it?
Mr. SHaFrOTH. AS soon as it came to my attention I requested

.that the Penal Division look into it and see whether or not it should

be settled for the amount of the taxes and penalty.

.- The Caamman, Through what source, or channel, did it come to
‘your attention? :

Mr, SuarroTH. Through a tax lawyer bringing it to my attention
and saying it ought to be settled immedisately,
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Senator La ForLerte. It is my understanding, Mr. Chairman,
they are going to furnish the file of this case so we can look into it.

The CuairMaN. You can do that, Mr. Commissioner, and comply
with the request of Senator La Follette?

Commissioner HeLveErING. Yes; we can furnish the file.

ThedCl{AlRMAN. Are you through, Mr. Leming. If not, you may
proceed.

Mr. Lemina. No, Mr. Chairman, I had only just started. The
first thing for the record—this chart here that the committee has
been examining and on which Congressman T'readway had pointed
out down here in the last line, “1936, not used”—now let us go back
up to the top under “Dwight, 1936”, and opposite that, as the Con-
gressman pointed out, the words “not used.” I don’t understand that
in the preparation of this chart there was any attempt to show the
tax liability one way or the other for 1936. I just wanted to clear
that up.

Sentlitor Warsi. I think we understand that, that the Department
gave him the premise of an honest return, in view of the fact that
he had not used this device.

Mr. Lemine. Senator, if you please, there just wasn’t anything put
on that line because the device was not involved that year.

Mr. Treapway. Have you his return for 1936?

Mr. Lemineg. Not with me, We undoubtedly have it, Congressman,
and I believe there has already been a request for the 193¢ return
also, and we will be very glad to furnish it.

Senator Harrison. We won’t be able to continue much longer this
morning. I notice on this list you have given insurance policies
issued to other individuals, Wouldn’t it be well to give those names
at this time? The newspapers may want the names on this list and
then we can discuss the cases at the next sitting of the committee.

Mr. Lemina. I shall be very glad to comply with the Senator’s
request.

enator Hagrrison. All right; proceed. I take it that these names
ou this list are others in a(ti‘dition to Mr. Dwight, who received in-
surance policies from this Standard Life Insurance Co.?

Mr, Lemina, Yes; and two of them took out additional policies in
the year 1936,

Senator Harrison. What are Mr. Ayres’ initials?

Mr. Leming. Winfield Ayres, M. D.

Senator Warsn. What is his residence?

Mr, Leming. 133 East Fifty-eighth Street, New York.

Senator HarrisoN. What is the amount of the insurance policy
issued to him? '

Mr, Lemine. $400,000.

Senator HarrisoN. When was that?

Mr, Lesming. That was in December 1932.

Senator HarrisoN. Did he follow largely the same- iden that Mr.
Dwight did in borrowing on this policy

Mr. LemiNa. Yes, sirj the plans were in all respects the same.

Senator Harrison, In all these cases?

Mr. Lemina. Yes, sir. .

Senator HarrisoN. Now, let’s get to Mr. Lowe. Who is Mr. Lowe?

Mr. Leming, Henry W. Lowe, 67 Wall Street, New York, N. Y.
and he notes here certain income, Johnson & Higgins, 67 Wall Street,
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g’tew tYork City, and as I recall, that is the address; yes, 67 Wall
reet. 4
" Mr. Coorer. Mr. Chairman, do your records show what Mr. Lowe’s
business is? Give that in connection with his name and address.

Mr. Leming. He is associated with, or a member of the brokerage
firm of Johnson & Higgins. They are insurance brokers.

Mr. Treapway. Johnson and what?

Mr. LeMing. Johnson and H-i-g-g-i-n-s, -

Senator HarrisoN. What is Mr. Ayres’ business?

Mr. Leming, He is a doctor.

Sengator Harrison. What is the amount of the policy issued to Mr.

we

Mr. Lemineg. The Lowe policy was $2,500,000.

Senator WarLsn. He used this device in 1933, 1934, 1935, and 19367

Mr. Leming. Yes; I believe he was one of those who used it in
1936.

Senator L.A ForLerre. And his additional tax is $137,495.68¢

Mr. LemiNg. As shown by the chart.

Senator HarrisoN. Were all those deductions held up in a similar
way to the case of Mr. Dwight ¢

Mr. Leming. Yes. It is my recollection that on one of these there
was a letter sent out.

Senator HarrisoN, Who is Mr, Marx, what are his initials and
address? g

Mr. Leming. Lawrence Marx, and his address is 93 Franklin Street,
New York, N. Y. ' :

Senator HarrisoN. What is his business?

Mr. Leming, Cotton broker, = - -

Senator HarrisoN. What was the amount of his insurance policy?

Mr. Leming, $2,600,000 was the first one. Then he took out an

‘additional Eolicy in 1936 of $2,500,000.

Senator La ForLerre. And with the actual expenditure of $2,500
did he reduce his tax according to his return $129,387.99, is that

-correct ?

Mr. Leming. If that is as shown by the chart, that is correct.
" Senator WaLsnu. It is interestinﬁ to note in connection with this
case that in 1934 and 1935, when he used his device his policy was
$2,500,000. In 1936 that income jumped from $86,000 to $179,000.
Therefore, he jumped his insurance policies and took out two insur-
ance policies. t

Mr. Lemine. It seems it was a very elastic arrangement.

Senator WarLsz. I should say it was, T

Senator HarrisoN. What about Mr., Schwab?

Mr. Lemina. Jacob W. Schwab, 93 Franklin Street, New York,

'N. Y., treasurer of Cohn, Hall & Marx Co.

Mr. Coorer. What is their business?

Mr. Leming. They are cotton brokers?

Mr. CrowTHER. Was he a partner of Lawrence Marx? They have
the same address, 93 Franklin Street? -

Mr, Leming. Yes, : '

Senator Harrreon. What about the next name, Mr, Thoms?

Mr. CrowTHER, What was the amotint of Mr.. Schwab’s policy ¢

Mr. Leritng. Well, theré would be about $1,500,000. - o
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Senator La Forrerre. By the expenditure of actual cash of $1,-
637.80, he reduced his tax for 1934, 1935, and 1936 by a total of
$45,476.98¢ Is that correct?

‘Mr. Leming. Yes. You see, he took out another policy, Senator, in
1936. Due to the increase in income it necessitated an additional

olicy. ’
P Sex);ator HagrrisoN. Mr, Thoms?

Mr, LemiNg. George Thoms, 15 William Street, New York, N. Y,,
and he is an attorney at law,

Mr. Coorer. And his address is 15 William Street ?

Mr. LEMING. Yes,

Senator HarrisoN. What was the amount of his policy?

Mr. Leming, His policy was $875,000. That is the face amount
of that policy.

Senator Harrison. I notice he didn’t use the deduction in 1936.

Mr. Leming. Yes; it is only used there in 1 year.

Senator La Forrerre. Mr, Chairman, the photostat seems to indi-
cate that these six taxpayers, by the use of $67,726.01 in actual cash,
red}ucgd their tax, according to their returns, $549,501.97. Is that
right

r. LEMING. Yes.

Mr, Vinson. I suggest that we insert this chart at this point in
the record respecting the six taxpayers.

Mr. Lemina. All riﬁht.

gThe chart headed “Analysis of 1932-86, returns of six Standard
Life policyholders”, was received in evidence.)

Analysis of 1932-36 rcturnsg of 6 Standard Life policyholders

Income Interest Oorrect Tax Cor- Addi- Aon;‘al

Taxpayer Yeoar reported deduction |y eime paid . rected u&nxal exg:%ded

disallowed tax

Dwight.eeeeeueee-n }gg £141,628. 00 8143. 626,27 None|$53, 4(8 481853, 448, 48| $8, 361,00

#7108 )

3,432.76 | 143,567.00{ 149,260.28)  None| 56, 471. 35| 5,471.26! '8,621.49

1934 | 2,620.97 | 145.486.00| 147,018:18] None| 57, 685.37| 8Y,856.37| 9,630,
1035 | 10,993.88 | 147,301.00] 158,384.88] $209.63] 63,224.27) 02]924. 64| 10, 603,00

1036 0] 87) Q) (2‘89 0] g&p [0
Total..oeee-oeee-- 17,513.00 | £78,072.00 | 509, 185,68 . 63230, 600. 37230, 300. 74 37, 115,40
AyTes...oc.......| 1032 | 6,040.60 | 16,010.00| 22,050.66] 245.08] 1,886.07 1,642.08]  None

10636 () Q) ) O IO) K0) o
6.010.60 | 16,010.00| 22,050.66] 243.98) 1,886.07) 1,642.080  Nome
LOWe.ooeoeeeenenac| 1008 | 2,168.78 | 91,719.19| 94,108.32]  None| 23,285.80] 23,285,80] 823,10
1984 |- 181883 | 84,435.00| 86:675.07|  None| 22,749, 60| 22,749.60| 8,268, 48
1935 | 44,264.73 | $2,331:10] 137,105.83| B, 643.53| 48, 180.37| 42,036.84| 6, 561. 10
1038 | 27,006.11 | 95,276.95 120,028.45] 3,676.20| 52;400.64| 43,823.44] 7,836.05

Tota).eeneen|-ceer| 76,018.18 | 366;765.94| 447,007.67| 9, 219.78146, 715. 41{137, 405. 68| 23, 489,72

MAFK.cuenecnncene.| 1934 | 14,184.80 [ 79,407.48]  91,442.68  750.80| 25,781, 56| 26,030.67| 1,600.00
1935 | 820172 | 80,645.00 86,247.78 - None| 23, 105.58( 23,108.88] ' None
1936 | 13,404.50. | 104,603.00| 179,075.99)  571.77) 81,773, 51) 81,201, 74| 1,000,00
Total.....: 32,881.17 | 324,456.48) 386,766, 42) 1,322.66(130, 660, 65(129,337.W| 2, 500,00
Schwab........... 1034 | 6,042.50 | 44,107.80| 52,333.80|  93.01| 9,227.03|" 9,14.02| 1,137.80
1938 | (21659.23)| 44,740.00{ 48,243.77] Nome| 7,26.66| 7,020:66 ' Non
A .| 1938 | 9,760.89| 76,272.00| 94,816.33)  286.33| 28, 702. 63| 25, 416.30 .
Total..eecerefeanenn 14,043.86 | 165,110.80| 195,443.00 379,34 48,886.32] 45,476.98| 1,637.80
Thoma............| 1038 | 3,729.88 | . 32,008.00| 35,924.98| 9138 5,240.87] 5 149.49] . 2,083.00
. 1936 9] " S ) 0] ) ()
Total........|-.....| 3,720.88| 32,008.00( 3592498 . 01.38) 5240.87| &, 149.49] 3,083.00

Grand total.|......| 150,240.81 l.482,427.62ll.667,288.2ll u,uo.mlm,oss.ss m,mx.w] 67,726.01

1 Not used.
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The CmairMaN. I would liké to ask you if any of the persons
whose names appear on this chart, other than Mr. Dwight, have made
any overtures to settlement ?

Kh‘. Leming. All have, Mr. Chairman, except in the case of the
estate of the deceased Dr. Ayres, either formally or informally.

The Cramrman. All have made some offers of settlement?

Mr. Leming. Yes; either formal or informal.

Senator La FoLrerte. Is it correct that none of them have been
settled officially ?

Mr. Leming, That is right, Senator. None of these cases has been
officially closed.

Mr. VinsoN. The last column on the right-hand side of the chart
as it appears to us as actual cash expended?

Mr. Lesine. That means the actual cash that he paid in that
transaction to the insurance company, Congressman.

Senator Groree, Would you be able to tell us this, whether all of
these taxpayers show on their annual returns the facts on which
they base their claims for interest paid?

Mr. Lesine. That is one of the things, Senator, I wanted to go
into with you to show you the whole set-up. You can’t answer it
just one or the other, yes or no. I would just like to take all these
returns and go into that feature of it with you. Congressman
Treadway inquired about that and I promised Kim some time ago
I would do that, and I can do it now or when it is agreeable.

Senator HarrisoN. Mr. Leming, then from this chart it appears
that the total amount of interest deduction disallowed by the Treas-
ury on these six cases was $1,482,427.521%

Mr, Lemine. That’s right.

Senator Harrison. I think we ought to go into the others just
as we have finished the Dwight matter. We can’t finish today.

Mr. Lemina, T haven’t finished with the Dwight matter yet.

Mr. VinsoN. Under the head of “Additional tax”, if I understand
it correctly, that is the computation of tax inclusive of interest?

Mr. LeminG. No; just tax alone. It does not include interest.
If you add interest you get a much greater amount.

Mr. Vinson. It also does not include penalties?

Mr. Leming. No, sir.

Mr. Vinson. It does not include interest though?

Mr. Leming. It does not include interest.

The Crairman. I would like to supplement that request, that the
original returns of these other cases be furnished along with that
of Mr. Dwight. if that is agreeable to the committee.

Mr. Treapway. I would like to ask Mr. Helvering, if there has

been any extended correspondence with these various men? You

have explained Mr. Dwight’s case particularly. Has there been cor-
respondence running over a period of years concerning these dis-
allowances, in addition to the conversation with the man who came
to see Mr, Shafroth some time ago?!

Commissioner Hervering. The matter has perhaps been in dis-
sussion for 2 years, ' '

Mr. Treapway, With the taxpayers or in the Department?

Commissioner HeLveriNGg, With the taxpaye:s and in consults.tion
with their attorneys in the Department. '
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Mr. Treapway. It is not a new proposition coming to your at-
tention. That has been brought out several times.

Mr. Leming. No.

Mr. Artnur H. Kent, Assistant General Counsel, Treasury De-
partment. In fairness to all the garties concerned, I suggest that
there be included in the record the cards which were sent out on
June 10, 1937, announcing the dissolution of the firm of Hughes,
Schurman & Dwight in New York and the constitution of two new
firms, these cards containing the names of the members of the two
firms resulting from the dissolution of the old one.

The Cuamrman., Have you the cards?

Mr, KenT. I have the cards here.

Th(; CuairmaN, Without objection they will be inserted in the
recora.

(The cards referred to read as follows:)

100 BroADWAY, NEW YORK.
The firm of Hughes, Schurman & Dwight, having heen dissolved, the under-

signed have formed a partnership for the practice of law under the name of
Hughes, Richards, Hubbard & Ewing.-

CHARLES E, HugHEs, Jr.

AvuausTus L. RICHARDS,

ALLEN S. HUBBARD.

0scar R, Ewino.

Harorp L. SMiITH,

LeioaToN HOMER SURBECK.

WiLLIAM T. GOSSETT.

Francis C. Regep,
June 10, 1937,

100 BroapwaY, NEwW YORK.
The firm of Hughes, Schurman & Dwight, having Leen dissolved, the un-
dersigned have formed a partnership for the practice of law at the above ad-
dress under the name of Dwight, Harris, Koegel & Caskey.

RicHARD B, DWIGHT.
RarpH 8, HARRIS,
O110 E. Kokorr,
JoHN F. CABKEY,
FrANK C. FISHER,

FrepERIcK W. R. PripB
Junge 10, 1937.

(Whereupon, at 12:15 p. m., an adjournment was taken until 10
u, m., Wednesday, June 23, 1937.)

ExHiBIiT 2

The following is a lawful method of lowering the taxable category of the
individual’s net income. It may be advantageously applied to net income of
$75,000 or more,

It is only applied after all exemptions and deductions have been taken advan-
tage of by the taxpayer, if his net income, then subject to tax, is $75,000 or
more,

The principles of the method have been successfully used by numerous tax-
payers during the past 10 years on the recommendation of their legal counsel.
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RBzample of a hypothetical tazable income of $150,000

If @ taxpayer’s taxable income in 1932 is $150,000, subject to Federal

normal and surtax and to New York State income tax his taxes,

- payable in 1933, will be.. $65, 660
It he can establish an allowable deduction of $130 28 against this

taxable income, his reduced taxable income will be $19,272, on

which Federal and New York taxes, payable in 1933, will be._..... 1, 990
Difference in taxes 83, 670.

If the establishment of this deduction has resulted from an outla\ of.. 18, 340
Difference in taxes less outlay-. - X 45,330

If he pays a service fee of .- —— - -.- 11,830
Net saving . y 84, 000

The tax-payer purchases a single-premium, participating, life-insur-
ance policy for $3,500,000; the single premium for which, at age
L35 T 1 USRI 2, 343, 220

Because a loan is to be made at once on the policy and of the .
conditions of the policy, no physical examination is required.

To enable him to pay the premium on the policy and the interest on
the loan in cash, arrangements arve made for him to borrow from
a bank, on his demand note, $2,455,617, which is plnced to his
credit, and to. which he adds funds of his own of $18,340, giving
him a total tredit with the bank of.... 2, 473, 957

He pays the premium on the policy and has remaining with the bank

A ocredit Of o e, 130, 728
He then makes a loan from the lnsumnce company, on the sole col-

lateral of the policy, of the reserve value of the policy at the. end

of the first policy year. - e m——————— 2, 376, 885

Leaving him o eredit of o eeaem 2, 507, 613
Under the terms of the loan agreement which he enters into with
the company, the loan cannot be called during his lifetime, except
with his consent; also, the loan agreement is not a negotinble in-
strument.
He pays the company one year's interest on the loan at 5% percent
N AdVANCEa e e e e ——————————— 130, 728

Leaving him a eredit of e 2, 376, 883
Under the Revenue Act of 1932, see. 23 (b), all interest pald
Auring the taxable year on indebtedness is deductible from gross
income, except on certain forms of indebtedness not applicable to
the nhove circumstances.
The company also loans him the discounted value of the. dividend
payable under the policy at the eud of the first policy year—w. .- 78,732

Leaving him a credit with the bank of. 2, 455, 617
With which eredit he repays his demand note bank loan of that ’
amount. He pays the bank 1 day's interest on the loan.
Hls net cash outlay in the above transaction has been (plus 1 day's .
- interest on his bank loan) 18, 340
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EXAMPLES OF VARIOUS TAXABLE INCOMES

Taxable income subject to Federal normal and surtar and New York State
income tap (marriecd man, no depcndents, age 55)

Taxable income. .ceeeouerereercearcean $75,000 | $100,000 | $150,000 | $200,000 | $251,000 | $500,000
Interest paidonloan............oooocoooae 58, 026 74,702 | 130,728 | 186,785 | 224,100 448, 212
Federal and Now York taxes on present
taxablefncome.... ... ... ....... 20, 850 34, 660 65, 660 97,160 | ' 129,160 202,160
Federal and New York taxes on reduced '
taxable inconte........._. 1,938 3,228 1,990 1,041 3,366 10, 866
Difference in taxes........coceeeeann 18,915 31,435 63, 670 006,119 | 125,804 21,204
Net outlay to insurance company. 7,800 10, 480 18,340 26, 020 31,24 62,448
ross saving......eeuve..... 11,085 | 20,055 | 45,330 | 70,009 | 04,580 ( 218,848
Fee.ooocecianaannnnnn 2,764 5,239 11,330 17, 524 23,645 54,711
Netsaving. ... o.ooovuocommae. - 8,201 15,716 34, 000 52,575 70,935 164,135

The revenue act of 1982 provides:

Src. 23. Deduetions from gross income. In computing net income there shall
be allowed as deductions: B

(b) Interest.: All interest paid or accrued within the taxable year on
indebtedness, except on indebtedness incurred or continued to purchase or
carry obligations or securities (other than obligations of the United States
issued after Sept. 24, 1917 and originally subscribed for by the taxpayer) the
interest upon which is wholly excinpt from the taxes imposed by this title,
or (2) on indebtedness incurred or continued in connection with the purchas-
ing or carrying of an annuity.

New York State personal income-tax law.provides:

SEc. 360. In computing net income there shall be allowed as deductions:

(2) All interest paid or accrued during the taxable year on indebtedness,

Note change in revenue act of 1932 regarding stock losses.

Rev. Act 1032, Sgc. 23. Deductions from gross income. In computing net
income there shall be allowed as deductions:

(e) Losses by individuals, Subject to the limitations provided in subsection
(r) of this section, in the case of an individual, losses sustained during the
taxable year and not compensated for by insurance or otherwise.

(2) If incurred in any transaction entered into for profit, though not con-
nected with trade or business.

(r) Limitations of stock losses. (1) Losses from sales or exchanges of stocks
and bonds (as defined in subsection (t) of this section) which are not capital
assets (as defined in section 101) shall be allowed only to the extent of the
gains from such sales or exchange (including gains which may be derived by
a taxpayer from the retirement of his own obligations).

Assuming the net annual income to remain constant at $150,000 and Federal and
New York State taxres to remain on their present bases, the following addi-
tional savings can be made in the second to the fifth years,

8econd | Third | Fourth Fifth
year year year year

Additiona) loan on policy..
Discounted dividend loan..

Total additlonal loan for year...

$33,831 | $33,780 | $33,067 953
79,030 | 80,1567 80, 281 sg% 408

112,861 | 113,946 | 115,248 116,361

1 year's interest on policy loan...... i ' 132,501 | 134,449 1 136,315 138: 184
Net cash outlay to insurance ccmpany. ............ 19, 730 20, 503 21,067 |__ 21,828
Federal and New York taxes on present taxabls income 65,660 | €5,660 | 65,660 | 65,600
Federal and New York taxes on reduced taxable income. . 2,058 1, 748 1,451 1,024
Difforence in taxe8..cueeecreenracanocncanmeecencenenncean 03, 602 03,912 64, 209 64, 036
Qrosssaving differonce in taxesless net cash outlay to Insurance
COIOPANY . cumeemnnvmrneecsuncornsvannsonaansnsnannsran cnesmonn 43,872 43, 400 43, 142 42,813
Sorvice fee. ... cceavacn.n 18,774 16,511 14,314 14,281
Net saving for year... 35,098 36, 808 38,828 38, 532
Total saving todate...oo.oonennnn 69,008 ! 105,000 | 144,824 183, 350
Total saving to date plus & percent 70,798 | 111,236 | 155,062 202, 039

120 percent. 115 percent, 3 10 percent.
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To whom it may concern:

With reference to the foregoing uses of single premium life-insurance poli-
cles, the figures quoted and the specimen forms displayed are the figures and
forms which, we are informned, are used by the Standard Life Insurance Co,,
Ltd., of Nassau, Bahama Islands.

We are further informed that this company is not licensed to do business
in the United States, and for those further interested in the matter it will be
necessary to communicate directly with the compsany.

We are not acting as agents or representatives of the company, and have
no power to do so. In the event of policies being purchased directly from
the company, we certify that we will receive no commission or other compensa-
tion from it on such business.

Our services are limited to advising prospects of the general advantages of
this particular type of insurance. We make no representations as to the law
and give no legal opinions of any kind.

Those interested may also compare the rates quoted with the standard rates
used by any of the leading domestic companies.

Bayris-Bases Co.,
45 East Fifty-fifth Strect, New York.

It is helieved that the method herein described is sound and can be success-
fully used, but no representations as to the law are made.
Any person interested in adopting it should first consult his own legal counsel,

Bayris-Baser Co.,
45 East Fifty-fifth Street, Ncw York.

THE SUPREME COURT OF THE UNITED STATES x4

In the case of U. 8. v. Isham (17 Wallace Rep. 496), held that although a
specific transaction may be a device to avoid the revenne acts and although
its operation may have the effect of avoiding them, yet, if the device be carried
out by means of legal forms, it is subject to no legal censure,

The Solicitor of Internal Revenue in his opinion no. 1062, rendered in the
year 1921, has cited the above case and has announced its doctrine as controlling
the action of the Internal Revenue Department. He says: “The fact that the
transaction here involved had for its purpose the reduction of taxes does not
make it fraudulent, provided the means employed were in themselves legal.
This principle was clearly stated by the Supreme Court of the United States in
U. 8. v. Isham, which has never been modifled or overruled.”

In the case of Bullen v. Wisconsin it was held: “We do not speak of evasion,
because, when the law draws a line a case is on one side of it or the other,
and if on the safe side, is not the worse legally because a party has availed
himself of what the law permits,”

In the case of Sup. Oil v. Miss. it was held: “The fact that it is desired to
evade the law, as it is called, is immaterial, because the very meaning of a
line in the law is that you intentionally may go as close to it as you can if
you do not pass it.”

For those further interested in this particular phase of the subject, reference
may be made to such publications as Sears on Minimizing Taxes, Klein on
Federal Income Taxation, Hartman on Tax Avoidance,
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WEDNESDAY, JUNE 23, 1937

Joint Commirree 0N Tax Evasion AND AvoipaNCE
Washington, D. ¢.

The joint committee met in the hearing room of the Committee on
Ways and Means in the New House Office Building, at 10 a. m,, Hon.
Robert L. Doughton (chairman) presiding.

The CuarmaN, The committee will be in order. When we
adjourned yesterday Mr. Leming had not concluded his statement.
Will the gentleman please take the stand. Is there something more
that you would like to state independent of questions?

STATEMENT OF MASON B. LEMING—Resumed

Mr. Lemina. My thought is this, Mr. Chairman, that in what I
said yesterday and the questions which were asked, perhaps I should
simply better say this, this morning, that I have nothing further to
say, unless the committee wishes to ask me some further questions.

Senator Harrison. I want to ask the witness some questions.

The Cuarman. Senator Harrison,

Senator HarrisoN. You discussed at some length the case of Mr.
Dwight. In that case you stated that on the tax return of 1932 the
examiner representing the Treasury had detected that the deductions
were not allowable, and they were not allowed. How about the case
of Ayres, whose name you called yesterday, and to whom an insur-
ance policy was issued 1n 1932¢

Mr, Lemine. I believe the file will show, Senator, that they were
all handled similarly. That is my recollection of the file.

Senator HarrisoN. When the examiner ascertained that he was
taking an interest deduction on this insurance loan, on the policy
issued to him, that was not allowed ¢

Mr. Lemine. No.

Senator HarrisoN. And I noticed, in the case of Mr. Ayres, that
in the case of 1932 the deduction disallowed was $16,010, but that
from the years 1933 to 1936 the device was not used. "Will you tell
the committee whether or not he claimed them in those years, or
whether he abided by the protest of the examiner and the Depart-
ment ;hat year, and did not claim this deduction for the succeeding

ears
y Mr. Leming. He did not claim it in those years.

Senator HarrisoN. He did not claim it$¢

Mr, Lemina, No, sir,

Senator HarrisoN, But he paid his income?

117
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Mr, Leming. I understand there was no reduction by reason of
that device; I do not know what tax, if any, he paid.

Senator Harrison. Let us take the case of Mr. Lowe. The interest
deduction disallowed in 1933 was $91,000, plus. In 1934 the deduc-
tion disallowed was $86.,000, plus; in 1935, $93,000, plus; and in 1935,
$95.000, plus. So he took his deductions, or attempted to?

Mr. Leming. Yes,

Senator Harrison. Do you have any facts as to whether or not
Mr. Ayres was told that iu similar cases to his the deduction had not
been allowed, or to Mr. Lowe, that i: "he case of Mr. Ayres, who
had a similar policy to Mr, Lowe, that Mr, Ayres was not claiming
it, but that Mr. Lowe was still claiming his deductions, or to any of
the other parties whose names are mentioned in this memorandum?

Mr. Lesine, I am sorry, Senator, but I did not get the full import
of the question.

Senator Harrison, Was the information carried to any of the
other parties here, except Mr. Ayres, who when it was pointed out
to him that the deduction was not allowed, did not claim it, then, in
the succeeding years after 1932. Was that fact pointed out to these
other gentlemen named in this memorandum who were similarly
situated to Mr, Ayres?

Mr. Leming. My answer to that would be this: That where they
had no income for its use it would not be used. In all of those cases
we have shown on the chart, there, that you have examined, Senator,
with those disallowances, that the device was used. If I get the
further part of your question it is this: Did they discontinue, after
being advised that the deductions were not good?

Senator HarrisoN. Yes.

Mr. Lemine. Is that the question?

Senator Harrison, That 18 the question.

Mr, Lesina, In the case of Mr. Dwight, of course, as I believe the
record alrendy shows, he did not discontinue, I think-the record
will show this, too, that copies of the agents’ reports as they were
made were furnished te him, and following through that procedure
without going back to the file for actual verification, I should say
that each time an agent made that report on one of them in the ordi-
nary course, that taxpayer would get a copy of that report., He
would therefore be advised of the agent’s recommendation, as of the
time. ‘

Senator Harrrson. Your reason advanced why Mr, Ayres did not
claim these deductions is probably borne out by the facts, because he
only paid a tax in 1932 of $243. It does not state here whether he
paid any tax or not in succeeding years. This chart says *“This
deduction was not used.” ' ‘

Mr, Leming. As I said yesterday, where that statement occurs on

',that chart—the chart could have been made fuller in this respect,
-showing the tax liability where the device was not used—but that note

simply means this, that there was either no tax due, or the device was
not used, : : v

Senator Harrison. What you said about Mr. Lowe in that respect
would apply also to Mr, Marx, Mr. Schwab, and Mr. Thoms?

Mr. LemiNa, T should say so; yes, sir. . o

v
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Senator HarrisoN. When these deductions, in the case of Mr, Lowe,
were made and disallowed, what did he do, if anything, and what did
the Government do?

Mr. Leming. The usual procedure in cases of that kind is this—and
I have in mind particularly Mr. Dwight’s case here, because I have
followed it through step by step, and the others follow along the same
line—as soon as'the revenue agent makes his report, and a copy of
that is served upon the taxpayer, the original report is held in the
office of the agent in charge in that district. As in the Dwight case,
for instance, while the report was rade, or the examination I think
was made sometime in about June 1934——

Mr. Vinson. Examination by whom?

Mr. Lesine. By the revenue agent. That report went to the oftice
ot the agent in charge in Now York, with a copy to Mr, Dwight.
Thereafter Mr, Dwight filed a protest with the agent in charge in New
York. There was then a conference of some sort in the agent’s office
in New York City. Afterward, and after that conference, the agent
then.forwarded the report and all papers to the Commissioner, As I
recall, that occurred, perhaps, in January 1935.

Mr. Vinson. Senator Harrison, will you yield?

Senator Harrison. Certainly.

Mr. Vinson, It just seems to me we ought to have a definite his-
tory in regard to the manner in which that return and other re-
turns were handled, in regard to the time when a certain man made
a report, just what happened to the veturn, and it seems that you
are really indefinite as to dates, :

Under Secretary MaciLr. Mr. Chairman, I think Mr. Vinson is
quite right. Why do we not give you a timing schedule of what
happened? At such time, the return was filed, and it had such
and such on it, and there were these hearings, and so on, as to each
of these men. That can be prepared, and you can have it.

Senator HarrisoN. Are you ready to give that this morning?

Under Secretary MagmrL, I do not think we have it now, but it
will be prepared. ~

My, Vinson. I suggest, Mr. Chairman, that it be inserted in the
record at this point, -

Under Secretary MagirL, I think it should be. I think you are
quite right. :

Thel HAIRMAN, Without objection, that will be inserted in the
record.

(The data referred to was to be subsequently furnished for the
record, and when furnished will be found later in the printed
hearing.) (

Senator HarrisoN. Without reference to the Dwight case, the
same thing, it seems to me, should be done with ref%rence to the
Lowe, Marx, Schwab, and Thoms cases, o

Under Secretary MaciLr, I had that in mind, My feeling as to
that is that we ought to give you the complete facts as to ull of. these
people, and it. can easily enou%h be prepared. It is just a matter
of running through the files, which are pretty voluminous, and set-
tin,§ down the dates, which we will do. . - ; ,

he Cramnyay. The committee will certainly appreciate that, if
you can furnish it. ' ‘
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Under Secretary MaciLr, Certainly. We will have that at the next
session of the committee.

The CuamrMAN. Give it to the stenographer and it will be inserted
in the record.

Mr. Coorer. Mr, Chairman?

The CuamrmaN. Mr. Cooper.

Mr. Coorer. Mr, Leming, you have given this information with
reference to these six taxpayers listed on this chart.

Mr. Leming. Yes,

Mr. Coorer. Itis my understanding that all six of these men availed
themselves of tne use of the same insurance company at Nassau. Is
that right?

Mr. LemiNg. Yes.

Mr. Coorer. Do you have any information that you desire to present
to the committee at this time as to any other similar insurance com-
panies that might have been used by other people?

Under Secretary MaciLt, Mr. Chairman, I do not know whether
Mr. Leming has gone into other insurance companies or not, but the
fact is we do have partially prepared facts as to some other similar
situations which we will be glad to give you. AsT have said earlier,
what we are giving you here is the completely prepared case which
we have, and I think it is quite clear that there are other instances in
which this device has been used.

Mr. Coorer. The information thus far given on the device of for-
eign insurance companies has been limited to one company that issned
six policies. That 1s correct, is it not?

Under Secretary MagiLL. ’Right.

Mr, Coorer. Was it six or eight policies issued to them ¢

Under Secretary MaotLr, There were eight, I think, to six people.

Mr. Cooper. To six people? Two of them had two policies each?

Under Secretary MaciLr, Yes.

Mr. CoopEr. I was just wondering whether or not it had thus far
been discovered by the Treasury Department agents as to whether
any other insurance companies in Nassau or any of these other places
similarly situated had been used by other taxpayers and whether or
not you were prepared at this time to give us that information?

Under Secretary MaemL. I can answer that last part. We have

not the information prepared to give you at this time. As to the
rest of it, this particular device has been used, I know, in the case of
other companies; and, as I believe was said yesterday by Mr. Leminig,
Fou get all gradations of this device from the ordinary perfect
egitimate policy loan that any insured person may make with his
own insurance company, which loans, of course, have been made in
millions of dollars during the depression. You get all those cases
on the one end, then grading along to these cases where the company
is simply a shell with no assets. e have presented you that extreme
case.

Mr. Cooprr. T agree with you that the information thus far pre-
sented illustrates the point that you have in mind and that we are
anxious to know about, but I was just wondering whether or not
other insurance companies of a similar type had been used by other
taxpayers for the same purpose, .
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Under Secretary MaciLL. As you see, I cannot tell you definitely
on that subject. We are working here, as you know, under rather
severe limitations of time,

Mr, Coorer. Yes; I appreciate that and agree with you in that
conclusion.

Under Secretary MaciL. And we want to cooperate with you,
whether it appears that way or not. We are very anxious to give
you no case that we have not analyzed thoroughly and completely,

cause we want to he entirely fair to the persons who are being
brought into this,

Mr. Coorer. I think you are exactly right in that position. Would
you be prepared at this time to Iﬁve us any idea as to about how
many other insurance companies that you might know of that were
used in a similar manner?

Senator Warsu, Will the Representative yield ?

Mr. CoorEr. Yes; with pleasure,

Senator Warsu. I understand him to say that he knows of no
other insurance companies of this character, that have no assets, that
have negotiated contracts with taxpayers similar to this.

Under Secretary MagiLr, So far as my personal knowledge is con-
cerned, that it true.

Senator WarsH. I understood that to be true. You suspected it,
but you did not know.

Under Secretary MagiLn. So far as I am concerned, I have not
made the investigations in these cases. All I know is what I get
from the men who have.

Mr, VinsoN, As a matter of fact, have you sufficient personnel
working on these matters? And if that embarrasses you to say it.
it seems to me that you have not, and it seems to me that it is of
such prime importance that you ought to get personnel to do this
job. Here are eight policies in which it is admitted that there is
$561,000 plus, exclusive of interest, that has not been paid into the
Treasury. Now, it just seems to me that there ought to be a com-
plete overhauling and scrutiny of the deductible items within the
period of limitation.

Under Secretary MaarLr. You are entirely right,

Mr. Vinson. It just seems to me that if you are embarrassed about
lack of personnel, you ought to get it.

Under Secretary MaaiLr, I am glad to hear you say so. As you
will recall, in the Secretary’s statement he brought out the fact that
we were dubious about bringing out, but we wanted to give you the
actual situation, that a comparatively small number of the total
number of returns that are filed can be carefully audited with the
personnel which we now have available. If we had more personnel
I think it is clearly true that the amount of revenue which would
be brought in would far exceed the salaries of the personnel. That
lims been our experience in the past, and I think it would be in the
future.

Mr, Vinson. I am talking now not only about that personnel, but
the personnel that will ehable you to get this information to the
joint committee at the earliest possible moment, because I know
the regular work has to be carried on.
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Under Secretary MaciLL. That is our supreme difficulty at the mo-
ment. We have 6,000,000 returns that we }mve to audit and examine
in the ordinary course. We have got to carry on our ordinary ad-
ministrative workj and, of course, the staff which has been detached
for this work, from myself down, is compelled to devote its time to
this day and night, instead of doing our ordinary administrative
tasks. We have to see that that goes on, anyway.

Senator WaLsu. Mr, Chairman.

The CHAIRMAN. Senator Walsh.

Senator Warsu. Is it not, after all, the business of the Treasury
Depurtment to investigate these cases originally in detail and take
action, and that it is our business to know the methods and systems—
one case is as good as a hundred—where there is evasion, for the pur-
pose of correcting the law? It does not seem to me it is necessary
to have every one of the hundred cases presented to us. We might
have that list, if you wish, but it seems to me we have accomplished
the purpose of this resolution if dependable examples of evasion are
presented to us, in every phase of evasion. Then if a bill is pre-
sented covering the whole we shall have done our duty.

Mvr. Vinson. If I understood it, though, he said there is gradation,
there is difference in degree, and unless they look into these matters
we may be able to plug one particular hole, but unless they know
about the others some other slick artist may be getting by.

Senator Warsn. I agree with you, if there are gradations we ought
to have that; but I infer from what he says that there is a suspicion
that some people in dealing with legitimate insurance companies have
horrowed when they did not need to. That is what I have inferred
from the witness’s statement, and he has no reason to know it was
dishonest or that it could have been so.

Under Secretary MaoiLL. I, of course, referred to the two extreme
cases, as_you appreciate. That is, you or I might have insurance
policies in the Equitable Life Insurance or the Northwestern or
some others. We might find ourselves in the need of money and
borrow money on the policies. No one in the world will question
that the interest is a legitimate deduction under the present law.
Then you grade all the way from that case to the case where the
insurance company is simply a shell.

Senator Warsa, May I ask you a question or two about procedure,
in order that I may understand?

Under Secretary MaoiLn. Yes, sir.

Senator Warsn. On the 15th day of March, every taxpayer in
the country makes a return, s that correct?

Under Secretary MacirL. Not quite, because if the taxpayer is on
a fiscal-year basis he may make his return—-

Senator WarsH. But 1t is filed in the Treasury, in the collector’s
office in some part of the country?

Under Secretary Maomr. So far as returns made on a calendar-
year basis are concerned, they are filed on March 15,

Senator Warsu. All right. Now, there is an assumption that
they are all honest returns, of course?

Under Secretary MaciLL. Yes, sir.

Senator Warsu. At some later date somebody in the Internal
Revenue Bureau, or some group of employees goes through all of
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these returns and selects a certain number for special examination
and special study. Is that correct?

Under Secretary Magirr, That is true.

Senator Warsx. What percentage are selected for special exams-
ination and special study ¢

Under Secretary MaciLr. The Commissioner can answer that bet-
ter than I.

Sc;nator Warsn. I understand it is not all of them. Is that cor-
rect?

Under Secretary Macrrr. Or perhaps Mr. Russell can.

Mr. Cuanes T, Russenr, (Deputy Commissioner, Burean of In-
ternal Revenue). Of the 6,000,000 returns last year, perhaps 500,000,

Senator Warsm. So that 500,000 and some after March 15 are se-
lected for special study and examination. The others are never ex-
amined, umll there is an assumption that they are honest taxpayers
and have paid an honest tax, is that correct?

Mr. Russenn. Of the 6.000,000 returns probably 700,000 or 800,000
are sent to the field, and they are all the larger ones, and the agents
pick out 500,000 of them for examination,

Senator Warsir, On what basis are these 500,000 or 700,000 se-
lected? Is it the heavier taxpayers or the larger ones, or is it some-
thing in the appearance of the return that raises questions?

Mr. Russenn. It is both, Senator.

Senator Warsn. But all are large returns?

Mr. Russenn, Yes, sir,

Senator Warsn. Wouldn’t it put you on notice immediately, at
once, if a tux}myer had a large income of $175,000, such as these men
had; wouldn’t that put you on notice immediately without a Senate
investigation and inquiry being made?

Mr. Russerr. They would probably be examined.

Senator Warsm. Now, then, in connection with these 600,000 re-
turns that are examined, when do you get reports on them?

Mr. RusseLn, Prior to 1935 they started in the field investigatin
returns filed March 15 on the following March 15 and continue
them for approximately 1 year.

Senator WarsH. So that all the time you are approximately 2
years behind ?

Mr. Russkrr. But not now; we have advanced the examinations
9 months.

Senator WarsH. So it takes about 2 years to make an examination
into a questionable return for the purpose of the Department de-
termining whether or not further negotiations are to be taken up
with the taxpayer? :

Mr. RusseLn. At that time it did, but not now.

Senator WarsH. Now, as to the other tax returns, the only way
we have of discovering errors or mistakes is when somebody may
write in from outside and say that John Brown made an incorrect
return?

Mr. Russerr. No, sir; the balance of the returns move through
the Aundit Division in the office here, and an auditor goes over them
and if anything looks wrong they are sent to the field.

Mvr. Treapway. Speaking of personnel, I think there was an added
personnel provided in the law 2 years ago. That has come out in
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the hearing already, hasn’t it? Didn’t we provide for a large num-
ber of new employees?

Mr. Russern. That is right, Congressman.

Mr. Treapway. What is their official title?

Mr. Russern. Internal-revenue agents,

Mur. Treapwayx. Are they field men or located here?

Mr. Russern. They are field men.

Mr. Treapway. None of them are here in Washington?

Mr. Russerr. No, sir.

Mr. Vinson., They pick up $80,000,000 annually ¢

Mr. RusseLr. Approximately $80,000,000 last year.

Mr. Treapway. The fact that you were 2 years behind, as you told
Senator Walsh, and now are only 9 months behind—didn’t I under-
stand you to say that?

Mr, RusseLn, No; we advanced the examinations 9 months.

Mr. Treapway. That is, then, you are now a year and three months
behind ; is that the idea? .

Mr. Russern, Prior to 1935 a return filed on March 15 we did not
start examination until the followin%' March 15, but now a return
filed on the 15th of.this year we will start checking July 1 of this
year, 3 months after filing. Of course, we can’t check them all, but
we start now examining returns 3 months after filing,

Mr. Treapway. Have you increased also the number you send back
to the field for examination as a result of the employment of these
new men 2 years ago?

Mr. RusseLn. That is right; and that will be increased for two
reasons, As recovery from ‘he depression comes, we get more of the
larger returnis that we have to send back to the field. An agent in
charge knows that his men can only examine so many returns. Out
of the batch of returns sent him he picks that many returns, probably
plus a few hundred more that he will check if he has time.

Mr. Treapway. Is that selection determined by localities particu-
larly, or is it where the larger taxpayers are found?

Mr. Russern, No.

Mr. Treapway. How many field districts have you?

Mr. RusseLn. Thirty-eight.

Mr. Treapway. That is less than one to a State?

Mr, Russern. Yes, sir.

Mr., Treapway. Some States, as New York, for instance, have more
than one district?

Mr. Russern, New York has three.

Mpr. Treapway, Naturally your largest returns would be in the
centers like New York, Philadelphia, Chicago, Boston, and San

. Francisco?

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

Mr. TreapwAy. So there you center on these particular examina-
tions, is that correct?

Mr. RusseLr. That is right. ’

Mr. Treapway. Just one other reference to personnel, and this is
more or less on the side—how manY representatives of the Treasury
and Internal Revenue Bureau are here in the room at this minute?

Mr. Russerr. I imagine about 15 or 16.

Mur. Treapway. About 16¢

Mr. RusseLr, That is right.
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Mr. Treapway. Ave all of them needed here this morning, or could
some of them be occupied down town?

Mr. RussennL. Well, I think they are probably all needed here,
They have to know what is going on in order to prepare this mate-
rial for you gentlemen.

Mr. Treapway. It looked to me as though there was a pretty good
supply of personnel at the ]present time, from appearances here,

Mr. VinsoN., Mr. Russell, reference has been made to the 500,000
or 700,000 returns where there are examinations and audits made. I
think it would be well for you to state for the record what sort of
inspection or examination is made of the other 5,000,000 returns.

Mr. RusseLn, Well, the smaller returns, what we call the 1040a,
“;’}ith gross income less than $5,000, are retained in the collector’s
office.

Mr. Vinson. They are inspected in the collector’s office ?

Mr. RusseLr, That is right. They never move to Washington,

Mr. VinsoN. In other words, no return gets by without being
looked over?

Mr. Russern, That is right, The rest of the returns here in Wash-
ington move through the Audit Division, and if an auditor sees
something wrong when he examines them, if anything looks wrong,
he sends it to the field. Every return where something looks wrong,
that goes to the field.

Mpr. VinsoN, How many 1040a returns are there?

Mr, Russern. There are about a million eight hundred thousand,
possibly 2 million.

Mr. TReapwAY. In that connection, are they civil-service employees
or are they exempt?

Mr. Russenn. Every one of them civil service.

Mr, Treapway, There are no additional funds being used other
than the direct appropriation—I am referring directly to the
W. P. A. funds?

Mr. RusskrLn, Outside of the W, P, A. funds which we used for a
year or so, there are no other funds being used.

Mr. TreapwayY. There are no W, P. A, funds _eing used at the
present. time ¢

Mr. . Russern,. We are discontinuing the W, P, A.

Mr. Treanway. Does that apply to the central office and to the
field as well ¢

Mr. Russern. We never had any W. P. A. employees in Washing-
ton,

Mr. Treapway., They were all employed in field work?

Mr, Russern, Yes, sir,

Mr. Treapway. And you are reducing them as rapidly as you can?

Mr, Russern, Yes.

Mr, Treapway. Dr. Magill, in connection with the single-premium
insurance policies to which reference has been made, as I.understand,
the single payment is largely the criticism being made of these poli-
cies that Mr. Leming has explained to us?

Under Secretary MagriLr, Not quite, Mr. Treadway—I am not an
expert on. this particular device and these other men are. The objec-
tion in this case is not the fact that a taxpayer paid a single preminm.
That could be done with a legitimate policy. The objection here, I

579—37~-pt, 1D
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take it, is primarily that the company itself had no bank account,
was in no position to write insurance policies, certainly in such size
as it did, and that, so far as the payment of the premium and the loan
is concerned, they were simultaneous transactions carried out by one
man, so that the whole thing looks like a sham,

Mr. Treabpway. Doctor, would you object if I refresh your mem-
ory? T don’t know that I need to, but would you object to my calling
attention to the book that is entitled “Federal Taxes on Estates,
Trusts, and Gifts”, by Robert H. Montgomery and Roswell Magill¢
I assume that is the Roswell Magill I am addressing at the moment?

Under Secretary Macirn, I think it is,

b I\']I(r. Treapway. I quote from page 398, Mr. Chairman, of that
00K ¢

It is sometimes possible to make substantial savings in income tax, estate
tax, or both, by investing a large part of an estate in annuities and in single-
premium life insurance in any proportion desired. The owned of § millions

~worth of property realizes that the estate tax will cause his estate to shrink
by 38 percent at his death, and thus be can transfer only $3,008,600 to his wife,
the sole beneticiary under his will,

* ® * L * * *

The owner of $5,000,000 worth of property realizes that the estate tax will
cause his estate to shrink by 88 percent ut his death, and thus he can transfer
only $3.008,600 to his wife, the sole heneficlary under bis will, His property
produces income of 3 percent per year, or $86G.550 net after Income tax., At ange
65 he purchases a life annuity for $1,342,000. which will yield him the same
amount of income, after deducting an income tax assessed on only 3 percent
of the purchase price. With the remainder of his funds he takes out $4,543,470
of life insurance, paying a single premium of $2,070,748. He then makes a gift
to his wife of insurance policles having a face amount of $4,463476 (for which
lie paid a premium of §2,927,282), He retains no incidents of ownership in the
policies and therefore pays the gift tax of $078,252 on the premium. The
remaining $80,000 of insurance, of which the wife is beneficiary, is retained
because this amount is exempt from the estate tax. Under this arrangement
his wife will receive at his death $4,543,476, the face amount of the insurance
policles, or only $486,524 less than the original $5,000,000 estate, which has
therefore suffered a shrinkage of only 9.1 percent. instead of 38 percent.

That is practically the logic of the Bermuda Co,, isn’t it?

Under Secretary Macirn, I would say clearly not. As I said to
you a minute ago, we are presenting to you here the case of a fake
insnrance company and fake payments, and, so far as the book is
concerned, we are showing you how insurance may be used in con-
nection with an estate with a real insurance company and real
payments,

Mr, Vinson, Will the Congressman yield ?

My, Treapway. I am not yielding the floor at this time,

This is & new type of witness. He wants to explain things more
than some witnesses do. Now, just this thought, aside from the fact
that the Bermuda Co. was a foreign set-up, this possibility of beat-
ing the Government out of estate taxes by the purchase of single-
B(l)'emium insnrance policies is pretty accurately described in that

ok, isn’t it?

Under Secretary Maoinn, No.

- Mr., Treapway, I am sorry—I have always taken you to be an
expert on this line of business. :

Mr, Vinson. Dr. Magill, isn’t the relationship just about the same
as it is between zero and infinity? o

Mr., Trrapway., Oh, what an illustration that is.
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Mr. VinsoN. In connection with an insurance company——

Mr. Treapway. May I interrupt? I would like to say to my col-
feague on the committee I don’t think Dr, Magill needs any tips as
to how to answer questions, He is very expert on that.

Under Secretary MaciLL. You flatter me, Mr. Treadway. I would
say rather that the distinction is between the two types of cases which
Senator Walsh was bringing out earlier in this morning’s meeting.
You and_I probably b()ﬁl ﬁave insurance policies, I know I do.
Why do I take out msurance? Because I think it is a good way to
take care of my wife and children. I could put my money in bonds
or stocks or some other place.

In considering whether I will put it in insurance or in bonds or
stocks I must necessarily consider the gift and estate tax, both of
which are important elements with respect to any estate these days,
particularly those estates which are much larger than mine will ever
be, I am sure yon or I would not object to an individual buying
an insurance policy from a bona-fide insurance company and payin
his premium, and if the proper taxes were levied on his estate, with
the proper deductions made, neither you nor I would criticize. On
the other hand, if the man goes through the form of taking out an
insurance policy in a company which is virtually nonexistent, except
in form, I think both of us would criticize. That is. we would say
he is trying to defeat the revenues by a mere device which is com-
pletely distinguishable from the case of & man who is taking out a
real insurance policy in a real company.

Mr. Treapway. These cases that are cited in the Bermuda Coo—

Under Secretary Macux (interposing). Uniderstand, I have no
objection to his taking out a policy in the Bermudas ov in the Sun
Life Insurance Co. of Canada.

Mr. Treapway. You don’t need to go to Bermuda as far as getting
an actual insurance policy is concerned.

Under Secretary MaoiLL, Noj that is the thing, Tf a man wanted
$5,000,000 insurance, can you or I imagine his passing up the Massa-
chusetts Mutual and going down to the Bermudas? To me it looks
absurd, If you wanted $5,000,000 insurance, why in the world would
you not take one of these American companies that have billions of
dollars in assets, thoroughly reputable companies, instead of running
down here to a little company with a 30-inch sign on some law office,
a company which has no assets?

My, Treapway. I understood one of these men on the list has died.

Under Secretary Maoinn, Dr. Ayves,

Mr, Treapway., Has it been brought out—if so, I haven’t heard
it—what happened to his large policy ¢

Under Secretary Macinn. I don’t know. The \n'ovisions of the
Folic,v, as they have been repovted to me, ave to the effect that the

oan is the first clnim on the )')mcoeds of the policy; so no doubt the
proceeds of the policy, if paid, were used to pay off the loan,

My, Vinson, Will the gentlemar yield?

Mpr, TreapWAY. T yie]d’?v . : :

Mr, Vinson. That is the point, that is the reason that the differ-
ence between the hona-fide loan on a bona-fide insurance policy and
the Bahama Insurance Co. is the difference between zero and infinity.
When the insured dies, holding a Bahama policy such as we have
been discussing, his estate gets zero in money, whereas if it is a bona-
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Hide insneancs company s the insured dies, then the sim in excess
of tha lonn value is prid to the beneficiney of the estate: isn't that
evrrent

Under Seeretary Mamon, That is tene.

Mr. Vineon. In other words, the Bahiamn Insurance Co, had 1o
arsots, they had nothing with which to pay the insured at the time
of teatl, beeanse he i ahead of the game: isnt that true!

Under Seerefary Mamun, "Tlhat is trie,

Me. Vinson, And nhend of the game, under the expressed terms
of the letter that My, Dwipht wrote, which was a condition upon his
faking vut the poliey?

Mr, Treanwar, But the Dwight letter, Doctor, hns no bearing on
the Avres Gednsaction itsolf, has 3 Me, Dwight was not making
any conditions for the Ayres' policy. It was only his ease, So |
don't think your illustration hn\xls.

Me, Vinsox, What did M, Ayrves say when he took out his poliey ¢

Me, Tresoway, TE he vead it 3t is all vight,

My, Lesmiva, You mean in the Bahaman Co.t

Mr, \aneon, Yes,

Me, Lesiva, Hig my understanding it is precisely the same as the
Dwight one,

Mr. Treapway. T heard von vead long conditions of the Dwight
polivies under which he took it out in 193y,

AMe, Lesina, They were all the same,

Me, Tueapw v, The 1932 application of Ayres was the same!?

My, Vanson, The application of all of them was the samet

Mr, Lesmiza, Our investigation showed they were all precisely the
game, 1 wondd not want to sny to you that there was not the chang-
ing of an ™ or 7 or something: but they were all substantinlly
the same,

Mr, Teeanway, Deo Ayvres is one of the men on this list that has
died ¢

My, Lemina, Right,

My, Treavway, Do yvou know of your own knowledge ;ust what.
happened ! Does it vesult as My, Vinson surmises?  What heeame of
the Ayres’ policy on the death of Dr, Ayres?

Mr, Lemiva, T understood it is computed to he a lability of $1568
on the part of the company,

Mre, Treapway. How is that?

Mre, Lesmina, The company would owe him $158,

My, Treapway. And that was $158 to be paid: is that the idea?

Mr. Lemiva. That is vight, and it was in a foreign country and
they would have to go down there to collect. )

Mr, TREADWAT. 'l‘tm is what I was trying to get at—what became
of the policy after he died,

Mr, Lemiva. I don't know what they did with the physieal instru-
ment,

Mr. Vaxnson, I will have to withdraw my zero to infinity example.

Mr, Treapway. It is K158 from infinity, '

Mr. Vinson, The chairman says he has not collected the $150, so
the zero to infinity still stands,

Mr. Lemina, I take it that it has not been paid, That is the amount
that has been figured out,
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Mr. ‘Treapway, One other question and then T will retive. My,
Dwight did not use this scheme in 1936, but some of the others did,
didi’t they?

Mr. Lesina. He used the scheme but he did not take the deduc-
tion-—Mr, Dwight, 1 judge he simply lost his $10,000 that year, You
seo, he went through dw sume procedure in 1936 and paid something
Yixe $10,000 for the operation o& the schome ngain, but then before the
filing time of his 1936 retwrn eame nround, he decided for some reason
not to nvail himself of the deduetion,

My, Treapway, The filing time was March 15, 1937, for 1936 income
retims?

Mr. Lesina, That is vight,

Mr, Ureapway. And in the smeantime My, Shafroth testified yes-
terday that a vepresentative of the firm, or a tax expert, whatever he
was, a tax attorney, approached him and informed him of this diffi-
culty in the Dwight fivm, and that was the first information Mr,
Shafroth had of 1f;is proposition, and of course if that occurred early
in Fehruarvy, naturally Mr. Dwight would not have filed his return.
Doesn’t that explain why he did not use the deviee in his 1936 veturn?

Mr. Lemina. Of course, that is a question Mr, Dwight himself
would have to answer,

Mry. Treapway, Oh, no: you ean answer it, with yonr legal wisdom.
You don’t need (o avoid an answer and sny vou don’t know that is
the reazon, but as a sensible man, isn’t that the veason, in your mind?

Mr. Leming, Now, Congressman, [ want to give yon the right
mewer,  You asked me this, why he didn’t take the deduction in
19367

Mr, Treavway. Yes,

Mr, Lumina, s that the question?

My, Treapway. You said for some unknown reason. I thought I
explained the rveason why he did not take it.  Perhaps I didn’t,
Don’t vou agree with my reason?

Mr. Lranva. Congressman, I could not answer for the operation
of his mind.

Mr, Treapway. Of his mind or vours or mine, or all three?

Mr. Lumine, Parden me, yes; or Mr, Dwight’s, either.

Mr. Treapway. You are a hard man to pin down, Mr. Leming,

Mr. Leming, T wonld like to tell you this, Mr. Congressman——

M, Treapway (interposing). T am not justifying Mr. Dwight; I
am just trving o get some information,

Mr. Leming, We are talking about delays, Congressman. T want
to say this, which is a fact: It was in Jannary 1936, I believe, that Mr,
Dwight asked ns not to make an emergency assessment for 1932 or
any other year, He wanted to try to continue to negotiate about the
thing,

Mﬁ. Treapway. In other words, Mr. Dwight was not trying to put
anvthing over on the Bureau, was he?

Mr. Lesina, T don’t know.

Mr. Treapway., All you know is what you have got there for a
record, isn’t it ¢

Mr, Lenmina., Right. All T know is what the investigation of the
case disclosed.

The CratkMAN, Ave there any further questions?
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Senator Harrison. I want to ask a question, It was stated here
that Mr. Dwight recently has offered a check for $264,000, I believe,
to the Government. That check included the amount of taxes claimed
to be due, plus interest, without the penalty attached. Did any of the
other of these five or six gentlemen offer a check to the Government
in the payment of the t&x%I

Mr. Leming, I understand there are checks in all of them except
Mr, Thoms,

Senator HarrisoN. Let us have the facts with reference to all of
these cases.

Senator Warsi, Will you repeat what you just said?

Mr, Lemineg. I understand checks were offered in the cases of all
except Mr. Thoms,

Senator HarrisoN. And, of course, in the estate of Dr. Ayves.
When were these checks offered?

Mr, Leming. Senator, as I stated awhiie ago, we can give yvou a
complete schedule from our files. Those checks were offered in the
last 4 weeks, all of them.

ﬁ‘Selr;ator HarrisoN., About the same time Mr, Dwight made his
offer

Mr. Leming. I should say on or around that time,

Senator Harrison. With reference to this company in the Bahamas,
you sent. some gentlemen down there to make an investigation, as I
understand it,

Mr, Lesming. Yes, sir; the Commissioner did.,

Senator HarrtsoN. How many employees did you find in the offices
of this company?

Mr. Leming. As I remember, there was only a lawyer there. I
assume he had a clerk. He had no employees.

Senator Harrison. No employees at all, and yet he had offices in
this lawyer’s office to whom reference has been made?

Mr. Leming. Yes,

Senator Harrison. That is where his office was domiciled?

Mr, LeminGg. Yes.

Senator HarrisoN., I understood the insurance office was in the
same building with this law firm.

Mr. LemMiNe. Yes; in his office,

Senator Harrison, And that there was no employee of this insur-
ance company ?

Mr, Lemine, Except the lawyer.

Senator HarnisoN, And that the only policies which were issued
were these eight policies that have been referred to. Did you in
your investigation conclude anything with reference to the leader-
ship of Mr, Dwight in getting these other gentlemen into this
scheme, or didn’t you know anything about that?

Myr. Lumivg, Yes, sirj to this extent: He denies that he did have
any of the others participate; or rather, that any of the others par-
ticipated at his recommendation, I believe that is the extent of
our knowledge about that, except this, and I simply state this, then,
as a fact, that Mr, Lowe is a client of Mr. Dwight, but Mr, Dwight
says he did not advise Mr. Lowe to take out this policy.

Senator HarrisoN, Arve any of the others who took these insur-
ance policies em lorees of this law firm, or clients of Mr. Dwight,

Mr, Lemina, Well; no, sir,
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Senator HarnisoN. They are not?

Mr. Leainag. No, sir.

Senator Harrison. That is all.

Senator Warsn. I don’t quite understand whether the insurance
company was in the lawyer’s office or in a separate room of the same
building as the lawyer’s office.

Mr. Lemineg. There wasn’t anything to have an office about, as I
understand,

Senator Warsm. Will you answer that?

Mr. Lesmine. Yes, siv, There wasn’t anything to have an office
about, because——weli, in the way of books, for instance, they had a
cashbook of some sort and then another little journal, as I remem-
ber. There were about three books.

Senator Warsu. Was there a sign somewhere on the building in-
dicating the existence of the insurance company?

My, Lesmineg, Yes, sir; in front.

Senator Warsi, And did it designate the room?

Mr. Lemina. Yes, sir; the lawyer’s office.

Senator Warsiz, Was the lawyer’s office and the insurance office
one and the same?

Mr, Leaine, As I understand it,

Senator Carrer. It is not yet quite clear in my mind how the
individual was to conceive and develop this scheme for evading
taxes,

Mr. Lemina. Well, now, as I said yesterday, Mr. Baber and Mr.
Baylis were the gentlemen who were selling it, as a result of which.
these policies were issued, Now, whether they got it from some-
body else or it was original with them is a matter I don’t know
about, but they were the gentlemen—William Baylis and W. C.
Baber. Incidentally, William Baylis was a classmate of Mr, Dwight
at Princeton.

Senator Carrer. Were they primarily interested in this as just a
clever scheme for making money?

Mpr. LeMmina, I have looked at their returns, and they seem to have
reported the fees they got out of this, For instance, they report
some fees there received from Mr. Dwight; and as far as I know,
they did not themselves use the device, if that is what you asked.

Senator Caprer. That is the point I wanted to get.

Senator Harrison., What were the fees they received?

Mr. Leming. You know there was a contingent-fee contract.
There was some fairly substantial sum paid down, and then there
was a contingent-fee contract %roviding the payment of so much a
year thereafter. I think for the first year that contingent-fee con-
tract was 25 percent. Then it decreases a little cach year after
that, a little lower each year for subsequent use of the device,

Senator Harrison., I did not get that; 25 porcent of what?

Mr, Leming. Of the savings in tax.

Senator Harnison. Of the savings in tax?

Mr, Lemine. Yes, sir. Now, that contingent-fee contract——-—

Senator HarrisoN. Was that contract in writing?

Mr. Leming, Yes, sir.

Senator HarrisoN. You have that with you?

Mr, Leming. I thought it was already in the record. We have it.
It is in the record, The contract provided, among other things, that
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the fee was to be payable, T believe, these contingent-fee portions,
when the returns of the taxpayer were finally closed. That is the
language in the Dwight contract. In the Henry Lowe contract, as
I recall, it concluded by saying‘, “When these amounts were finally
determined to be allowable”—some such language as that; a little
variation in the language, but the fee scale was the same.

Senator HarrisoN. Due to the fact that the case has not been
closed then, they have not received their pay under the contract,
have they?

Mr. LeMing. The query was raised in my own mind about that
the other day, and I was looking, for instance, at the 1933 and 1934
return of Buﬂer & Baylis, I noticed they indicated the receipt of fees
there. I have not had time, Senator, to run that down to see whether
those were part of the fees which perhaps ought not to have been
paid until the return was closed, or what,

Mr. Coorer. Mr. Chairman.

The Cuamrmax. Mr. Cooper.

Mr. Coorer. Let me see if I get this correctly, please, Mr. Leming.
The first man you mentioned when you began your statement was a
man by the name of Baber. Now 1s this a clear conception of it—
that this man Baber, who was a member of the firm of Baylis &
Baber, set up this insurance company in the Bahamas?

Mr. LeyiNa. Yes, sir,

Mr. Coorer. Then these eight policies were issued to six individ-
uals by this Bahamas insurance company, that belonged to Baber?

Mr. LrymiNa, Yes, siv. Baber owned 5 out of the 10 shares.

Mr. Cooper. The firm of Baber & Baylis, or Baylis & Baber, which-
ever it is, I believe it is said collected a fee from all of these policy-
holders for the issuance of these policies to them. Is that correct?

Mr, LeymiNeg. Yes. They were entitled to a fee. Now, I wonder
whether right there, Congressman, if T could read the contract, for
instance, in the Dwight case.  Would that be helpful ?

Mr. Coorer. That is all right; yes.

Mr, Lemine, Tt is not so long.

Mr. Coorer. All right, read it.

Mr., Lemina, It is dated New York, January 31, 1933, addressed
to Baylis-Baber Co., 45 East Fifty-fifth Street, New York:

GENTLEMEN ¢ In connectioni with my purchase of a single premium life-
insurance policy from the Standard Life Insurance Co. of Nassnu, Bahama
Islands, and the making of a policy loan thereon, I hereby undertake to pay
you the following fees for services rendered :

(a) Twenty-five percent of the estimated saving which I may effect in my
IFederal and New York State income taxes on my 1982 income through the
deduction of interest on said policy loau from my gross income, such estimated
saving being $57.340, payadle as follows: $3,681 paid to Willlam Baylis on
December 81, 1032; balance ($10,745), as, if, and when my income tax returns
for the year 1932 are finally closed in regard to this particular deduction, by
the IFederal and State authoritles,

(U) Twenty-five percent of the estimated saving through payment of interest
on spid polley loan and the deduction thercof from my gross income when the
second interest payment on sald loan is made; 15 percent of the estimated
saving when the third interest payiment is made; 10 percent of the estimated
saving when each or any subsequent interest payment is made,

In each case payment of the fee i{s to he made ax follows: Twenty-five percent
of fee when interest payment on satd loan s paid to the suid company, balance
of feo as, if, and when each of any year's income-tax returns are finally closed

in regard to the sald interest deduction by the I'ederal and New York State
authorities,
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Signed Richard E. Dwight,

Mr. Coorer. Mr., Chairman, I would like to ask that that contract
be inserted in the record.

The Cramrmay. Without objection, it will be made a part of the
record.

(The contract referred to appears later in today’s hearings on
p. 143 in a memorandum submitted by Mr. Leming, p. 140.)

Mr. Levixa. We have a photostat here somewhere. I though it
was already in.

Mr. Coorkr. Allow me to ask you right there—then in practical
effect this insurance company was set up in Nassau by this man
Baber, who was a member of the firm of Baylis & Baber, and then
they sold the benefits received from this insurance device to these
individuals listed on this chart here?

My, LryiNa. Yes: I think that is right.

Mpr. Coorer. And received a definite fee for the use of this device,
which according to the contract was for the specific and sole purpose
of evading the payment of Federal and New York State income
taxes?

My, Lenming, That is the way the contract reads.

The Cuamrman. Wounld you inform us how you came into posses-
sion of this correspondence and these records, disclosing all of these
questionable methods?

Mr. Leming, Some of it was obtained originally from the tax-
payer, T think, at the time of the first investigation, Others of it
have been furnished by him from time to time as further inquiries
were made of him, and other parts of it were obtained by the agent
in the Bahamas and in their own investigations,

Senator Waisun, Mr. Chairman,

The Cuairman. Senator Walsh.

Senator Warsu. I would like to ask you how this committee, or
any other committee, can pass any law stopping any such loophole
as that which you have described? If that is not a downright fraud,
a conspiracy to defraud the Government, that contract and all the
other fucts, and subject to prosecution, when is there ever a case
subject to prosecution? What law can we pass to stop men entering
into a conspiracy to defraud the Government, except a criminal law?

Mr. Leming. I beg your pardon, Senator?

Senator Warsit. I am asking you or some lawyer connected with
the Department. What law can we pass—what form of statute can
we make, to make fraud other than what it is, a crime, anyway?

Mvr. Orienant (General Counsel, Treasury Department). I should
like, if I might, to answer that question. T will take a little time,
We are undertaicing to present these matters ex parte, and that, of
course, is the principal reason for our disinelination to present an
except complete cases, and by the same token we wouk‘ like, witK
your permission, to present you the facts in these cases, and so far
as the Treasury is concerned, to refrain from characterizing them.

Senator Warsn, But there is plenty of law now on the statute books
to punish fraud, is there not?

Mr, Oureniant, Yes,

Senator Warsu. Then the sole question is: Is this a fraud or is it
not a fraud? If it is not a fraud, then we have got to have some
legislation, If it is a fraud, then there is no need of legislation,

'
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My, Ourenaxt. That is right.

Mr, Vinson. Mr. Chairman?

The Cuamyax. Mr, Vinson,

My, Vinson. In that connection, even though it is a fraud, and even
though it might, be a crime, is it not within the realm of probability
that Congress could place an exeise tax upon a transaction of this kind
that would be in addition to the income taxes and would be in addi-
tion to the penalties of the criminal Jaw ?

Mr, Ovieniaxt. That and similar eivil sanctions could be added to
the present criminal sections,

Mzr. Vinson. There is one other question T wanted to ask in regard
to this income that Mr, Baber derived from these transactions, Now,
as I reeall it, in regard to the 1932 transaction with Mr, Dwight, there
was some $8,000 paid by him, I just wonder if any part of that $8,000
found its way into the income of Mr. Baber; and if so, how niuch?

Mr, Learixg. We have a detail on that we can give you. Some of it
was paid to him direet, and others were put on the little book they
have as “advances” or “loans” to him.  We could give you a com-
plete statement of those disbursements,

Mur. Vixson. 1 would like you to break down that sum of $8,361.

Mr. Lemine, We have it broken down, Congressman, We could
give you the detail of it in a statement all right.

Mr, Vinson., Did Baber get substantially all of that amount?

Mr, LeanNe. Yes, sirg I think so.

Mr. VinsoN. And he reported that as income?

Mr, LemiNag. I would have to check his return on that, He reported
certain fees and things; but those matters that were still recorded
on the books as “loans”, I understand he reported all of that he got
from the company except those amounts which were recorded on the
insurance company’s books as “loans” to him,

Mr. Vixson, In other words, he was paid by Mr. Dwight the cash
fee and had an agreement for this contingent fee? He was paid the
cash fee, and then he also was paid by the insurance company out of
the cash that Mr. Dwight put up?

Mr, Leying, That is right,

Mr. Vinson. And was that course followed in connection with the
other cash payments made by the policyholder?

My, Leying, Yes, sir,

Senator HarrisoN. Mr, Chairman—-

The CuairmMaN. Senator Harrison,

Senator Harrison. In the case of Mr, Ayres, Mr. Lowe, Mr, Marx,
Mr. Schwab, and Mr, Thoms, are there similar letters of contract with
this firm of financiers, similar to the letter that you have read from
Mr. Dwight to Mr, Baber?

Mr. Leming. I am quite suve there are, Senator. T do not have
those letters at hand. but I do know this: The investigation was
sufficiently full and completo to satisfy us—and by that I mean from
the investigations in this country and in the Bahamas, and by the
interviews with the various and sundry people involved—that there
was no difference in the procedure, and that was necessarily so because
this thing, after all, was a paper proposition. They had to sit down
at a table somewhere and pass checks and letters and things of that
sort to make the record. TKev could not. have done it without a lot of
records, checks, and things of that soxt.
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I wonder if I might, just following along there, call your atten-
tion to one instance of an exchange of checks? I think i1t might be
of interest. I would like for the committee to see these particular
letters,

Senator HarrisoN. Won’t you read them? What are they—charts?

Mr. Lemixa. It has been suggested to me the detail is a matter
that will all be in these files you have called for, anyway, and it will
take more time than you wish, If you wish me to go ahead 1 shall
be glad to do so,

Senator HarrisoN. What do they purport to do?

Mr. LemiNg, Heve is what I wanted to show you—that in the year
1934, for instance, in going through this machinery to establish the
necessary deduction through the interest procedure. they did not in
the case of Dwight that year pass the checks through the Royal Bank
of Canada, as in other years, but the insurance company issued them
an advance payment ol a “dividend” so-called, one check of $97,480,
amd as an “increased loan value on the policy” in that year, $38,376.
Those checks were delivered to Mr, Dwight’s agent, and the agent
in turn endorsed them, payable to the insurance company; they were
handed back to the insurance company; the insurance company ac-
knowledge receipt; so therve those checks, totaling, I believe, some-
thing over $134,000, never even went through the bank., There was
no money in the first place for them to be drawn against. They were
written there in the msurance company’s office, handed to Dwight’s
agent, Baber; he endorses them and hands them back to the insur-
ance company ; they go back in their file; and the interest deduction
of $140,000 plus is established,

Senator HarrisoN. Was the same procedure followed with refer-
ence to these other gentlemen named in this list ?

My, Lesine. In short-cutting like that?

Senator HarrisoN. Yes,

Mr. Lemixa. This particular instance of the short-cut here in
Dwight’s case is the one I have noted particularly. Whether it oc-
curred in some of the other cases I am not sure about, but I under-
stand they did use the short-cut somnetimes in the other cases also.
That is, instead of passing the checks through the bank, where there
would be that matching of checks, to establish a record, they would
short-cut it this way.

Mvr. Treapway. Mr, Chairman.,

The CuamrMaN, Mr, Treadway,

My, Treapway, I want to ask Mr. Oliphant a question. Then I
would like to ask Dr, Magill one also, if I may.

My, Oliphant, early in these hearings reference was made to the
fact that Hogislation would be prepared, or it was hoped we could
ret legislation. In answer to Senator Walsh’s questions about legis~
ation, I got the idea—and I would like to have you explain it—that
you preferred not to present at this time the suggestions that the

reasury and others may have as to how to cure such evils as Sena-
tor Walsh was speaking about. Am I correct in that?

Mr. Outeaant. Noj that was not the thought I intended to express.

Mr, Treapway. I could not quite hear you.

Mr. OuipHaNT, Congressman Vinson suggested, after the Senator
had raised the question of the application of the criminal penalties
to this situation, the possibility of an excise tax in addition,
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My, Treapway. Noj this was before Mr. Vinson got into the pic-
ture. It was when Senator Walsh was inquiring. Did not Senator
Walsh ask you a direct question?

Mr. OripHANT. Yes.

Mr. Treapway. As to how this broad situation could be cured?
What was your answer to that?

The? Crarman, That question was directed to Mr. Leming, was
it not

Mr. Treapway, No, sir. At least Mr. Oliphant was answering
Senator Walsh’s interrogatory. I am not sure who was the witness.

Mr. OuipraNnT. Let me answer directly the question that I think
is on your mind. There is no disinclination to state at this time
what legislative measures we have in mind, except for this: As you
know, the group in the Treasury has been working along for some
time with the legislative experts on the Hill, and that work is in
progress now, and at the appropriate time, when the committee is
ready, the combined group will, I assume, have suggestions to make
to the committee.

Mr. Treapway. You assimed that T knew one thing that I did not
know. You said “as you know.” I did not know that your ex-
perts were working with other experts. Have you not experts
enough of your own?

Mr. OQuirnanT, I think that is one of the happiest situations in
this town, the splendid personnel——

Myr. Treapway. Cooperation?

Mr. Ouirmant, The splendid personnel which the Congress has
on matters of tax legislation, and the hearty and continuous co-
operation between the men working on those problems down here
and the men working on the legislative problems in the Treasury.
They are in constant contact, discussing t\\eir mutual problems,

Mblv'. Treapway. Then, as I understand you, your people in the
Treasury—under you, I assume?

Mr. OuipaaNT, Yes, sir,

Mr. Treapway. And those under Mr. Parker and those with Mr.
Beaman are all cooperating in an effort to answer the inquiry that
Senator Walsh made of you. Am I correct?

Mr. OLrenant. That is vight. That is correct,

Mr, Treapway. That is correct?

Mr. OuieaaNT. That work is going on at present and continuously.

Mr, Treapway, How far has that work progressed?

Mr. Ouienant, Mr. Kent is in immediate charge of the work,
under me. Shall I ask Mr. Kent to answer that question?

Mr. Avravr H, Kenr (assistant general counsel, Treasury De-
partment). Considerable progress has been made, Mr, Treadway,
more progress on some problems than others, because some problems
lend themselves more readily and more obviously to legislative
treatment., ‘

Mr, Treapway, Let me ask you about this particular problem
that Senator Walsh brought up. How much progress has been made
in an effort to cure it by suggested legislation ¢

Mr, KenT. So far as the problem is bound up with the general
problem of the use of foreign corporations for tax avoidance or
evasion purposes, very substantial progress has been made,
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My, Tueapway. Can you give us any idea as to the date that a
final report could be brought before this committee of the work of
those three coordinate groups?

Mr, Kent, We will be in a position to submit suggestions almost
anytime that the committee wishes to consider them,

Mr. Treapway. Would this not be a very opportune time, if your
group is ready, to take up the question?

Mr. Vinson., Will the gentleman yield?

Mr. TreapWAY. Yes.

Mr, Vinson. It just seems to me that if, at this point, we go to
considering different methods of meeting this situation it wiil be
interminable. Tt seems to me that is a matter for executive session,

Mr. Treapway. I am perfectly willing to go into executive session
on it.

Mr. VinsoN. I know; but we have other problems that are going
to be presented, and there is no use going at 1t piecemeal. My frienc
from Massachusetts might be willing to do it piccemeal.

Mr. Treapway, Oh, no.

Mr. VinsoN. But so far as I am concerned, I want to take the
picture as a whole, and then gather here, as is our custom, in execu-
tive session of the full committee, with all the experts, and do a real
j‘ob; and 1 know my friend from Massachusetts wants a real job
done.

Mr. Treapway. Absolutely; but is this not somewhat an inde-
pendent proposition? As a matter of fact, did not Dr. Magill him-
self say they hoped before this session was over that plugs for
zome of these loopholes could be found?

Mr. Vinson. That is right, and the session is not over yet,

b%\lr. Treapway. But by your statement it is going to be intermin-
able.

Mr. VinsoN. No. My friend did not understand me,

Mvr. Trrapway. Probably not.

Mr. Vinson. If we start now discussing methods of dealing with
this particular problem, we could have joint debates, political debates,
and all that sort of thing,

Myr. Trrapway. Certainly. We probably will have,

Mvr., Vinson. When we get behind closed doors, in the calm seren-
ity of the executive sesslon, we always do more effective work.

My, Treapway, But, Mr. Vinson, that calm serenity is sometimes
interrupted even in executive session. I yielded to Mr. Vinson, but
I have not finished. I wonld like to get back to another subject, Mr.
Chairman,

Dr. Magill. in connection with this single premiwm life insurance
})olicy that you referred to, you spoke of 1t being perfectly right and
egitimate that you and I shonld pay premiums on millions of dollars
worth of insurance if we had the cash to pay with, Is not that
correct ?

Under Secretary MaamLr, I suspeet you know more about it than I.

Mr, Treanpway, No: Ido not, T admit. I want to find out.

Under Secretary MaarLr, I have no million-dollar policies myself,
but my understanding is, within the limitations of my knowledge of
insurance policies, that we can take out a policy and agree to pay all
our lives, or agree to pay 20 years, or pay once.

Mr. Treapway. Once,
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Under Secretary MaemwL. But so far as the insurance company
or ourselves are concerned it all comes out to the same thing,

Mr. Treapwax. My question was this, Doctor, and that is all—
assuming that you—I cannot see the picture myself, because I never
could assume that at my age T could ever see a million dollars.

Under Secretary MagiLrL. Neither do L . .

Mr. Treapway. But assume that you, as an active and energetic
man, eventually would be able to buy a single-premium million-
dollar policy in a legitimate company. If that took place, and you
borrowed some money on the policy and took a deduction on your
tax return for interest paid, the Government would be out a certain
amount of taxes with the legitimate company exactly as it is with
this Bahama company, would it not? The Government would be
losing its tax there, say $140,000, if the policy happened to be in the
Massachusetts Mutual, for instance, or the New England Mutual, or
the Boston Life Insurance or some of those companies—the one up
‘i’n my section is the Berkshire—let us advertise all of them a little

it.

Under Secretary MaoiLu. All right, put them in,

Mr. Treapway. If they divide up a million-dollar policy, and
money was borrowed against that policy, the Government could not
cﬁlle?ct a tax, could it, on the interest paid? You get my idea on
that

Under Secretary MaeiLr, I think so. As Mr. Leming told you
yesterday, under this present section 23 [b] of the law, interest on
indebtedness is deductible, so that if there were true indebtedness
and were a true interest payment on the indebtedness, it is deductible.

Now, as to what the effect is on my tax, that of course depends on
what I do with this money I get from the insurance company. If I
really get some money and invest it in something, and so on, conceiv-
ably my income may be increased.

Mr. Trreapway. You do not feel that if these large policies are
purchased in bona-fide companies, with large assets, that the Gov-
ernment is still out the amount ?

Under Secretary MaciLL, Oh, no; certainly not. The whole issue
here, as I have tried to bring out—and I am always glad to do it—is
between the hollow-shell transaction, which is not a transaction at all
but is merely a tax-avoidance device in which the fees are to be split
with the man who tells you how to do it ; the difference is between t‘xat
kind of case and the kind of case where you have a perfectly honest
mortgage on your house, or an honest loan on your insurance policy,
or any other kind of honest business transaction involving a deduc-
tion for interest. I cannot assure you too often that the Treasury has
no attention of attacking honest taxpayers or honest transactions.
Our difficulty is to analyze these cases as they come in. As you know,
the returns do not present the full story., The return is just a sum-
mary of the transactions for the year; and, as Mr. Russell has tried
to show you, an agent, if he is good, has to have'a sort of sixth sense
about these things if he is really going to get into the tough cases.

Mr. Treapway. Now, you are so courteous always I hesitate to
impose on your kindness to answer questions,

Under Secretary MagirL, You may ask me questions at any time,

Mr. Treapway. Thank you. Just this one further thought in con-
nection with what Mr, Kent and Mr. Oliphant have said: What is
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your idea as to whether or not the officials should present at this time
recommendations to the joint committee on such a big problem as
chis insurance one, or wait until we see the whole group o tax-avoid-
-ance schemes that are referred to in the President’s message?

Under Secretary Maaiur. I had been thinking myself along the
latter lines; that 1s, that we would present legislation after the evi-
-dence on all of these things had been laid before the committee. The
fact is that as soon as we started in to investigate these cases, Mr,
Kent’s division of legislation started to work drafting suggestions for
legislation on these various matters, and as I said in my 1nitial state-
ment on Thursday, the whole reason for presenting these matters at
this time is to see if we can show you enough examples of these situa-
tions so that you will feel as we do that it is possible to pass legisla-
tion at this session of Congress to cure these evils before they get any
worse,

Mr. Treabway, When-yeu,gpeak of “this session of Congress” are

ou referring“to this present Sswgion which will expire some time
before y January, or do you réfey, to the entire Seventy-fifth
Congress? “ay,

Under Secretary Magmua, I am not sureiq
ogy. By “this _se(ision’ﬂl meaf¥sghe one that You are now engaged in,
£ The CramgmAn, I would like for the gentle 1man from Massachusetts

-'to explain what sepsion of,C ‘quiress expires nextiyfanuary.
- Mr. Tppapway. {Theve.qpé supposed 3o be two ﬁssions. There is no

the technical terminol-

expiration diite 4! .t.h&lirbqent segiion may run‘gs Mr. Vinson said,
“interminably,” J gues oY }

: Yy 4 + f

Senator Harrtson, Mr. Cha]rngan. .

v

r - S k ‘~§

The; GrAIRMAN.G Setiptor, Halrisone,,

Senator Huuilsgw {?éutﬁ ike to a8k the witnfs a question. Do
you know, or hag it comg out,how old these gentlfmen are who took
these ingurange pelicies?. . % ., .

Under Seeretary. Madiis’ I shelieve it is on o1
were given to you, Sehator. } y

» Senator Harrisoy, Réfresh opir mipds about that. How old a man
was Dwight? “,,m@* ﬁ‘é,f} il }5‘ 4

"Under Secretary, Maciir, May T at this ine say this? It really
beloggs to Mr, Leming t8say it. He has a giimnmary statement here of
these facts he has been through, which ¥think should be offered of
record, singe it contains a summary qf #'good deal of this information
that has beert gﬁ&n fo you, .. ¢ .

Mr. Coorer. Mr. Chatem¥f] will the Senator yield?

Senator HarrisoN, Yes.

The Cratryan. Mr. Cooper.

Mr, Coorer. The Senator will recall, I think, upon reflection that
the letter written by Mr. Dwight, which was read at length, stated
his age.

Senator HarrigoN. Yes.’

Mr. Coorer, But he took the precaution to specify that he was not
to have any physical examination.

Senator HArrisoN. Yes; that is what prompted me to ask these
questions. -

Mr. Coorer. And I assume from the further statement that was
made that similar letters of application were written in the case of all
‘these other policyholders. Isthat right?

Mr. LeviNg. Yes.

e d
S

of the tables that
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My, Coorer. So I assume in each letter of application the man’s age
was stated.  And he also specified as a condition precedent to the
transaction that there was to be no physical examination.

Senator Harrison. Those facts I recall.  That is why I was asking
the question. Do all insurance companies generally have a limit on
the applicant’s age, or, as the age advances, does the premium be-
come higher? T am asking for information.

Under Seeretary Maginn, 1 believe so, Senator.  Of course, T have
not yet reached a noninsurable age, but it is my understanding that
you get to some point in your life when they will no longer write
msurance on you,

Senator Harrison. I had the impression that when you took a life-
insurance pulicy you were examined.

Unuder Secretary Maarnn, Always,

Senator Hagrrison, To see what your condition is.

Under Secretary Maarnr., I think that is always true.

Senator Harrison, And when you read the letter from Mr, Dwight,
which said that he was not to be examired, and so on, that was a very
peculinr thing, And that is in all the other letters, is it?

Under Seeretary Maoinn, That is my understanding; yes, sir.

Senator Harrison. And this insurance company did not examine
them medically to see what their condition was?

Under Secretary Maaicn, That is my understanding.

Senator Harrison. And they paid no attention to the age limit?

Under Secretary Magirn. T believe that is true,

Mur, Chairman, has this statement been received in evidence, or are
you willing to receive it now?

Senator HarrisoN. Just before you do that, it is pointed out te me
that Mr. Ayres was 68 years of age.

Under Secretary Macinr., Yes, sir,

Senator HarrisonN, Can a man of that age get an insurance policy
in an ordinary life-insurance company ?

Under Secretary Macir., I do not know. It seems very unusual.

Senator Harrisox, Mr. Dwight was 8, and so on, down the line,
That is in the record.

The CuairmaN. Without objection, the memorandum presented by
Dr. Magill on behalf of Mr. Leming will be inserted in the record at
this point.

Mpr. Vixsox. Do you mean the complete memorandnm¢

The CuairMAN. Yes; the complete memorandum,

('The matter referred to is as follows:)

MEMORANDUM PREPARED FOR PRESENTATION OF THE JOINT COMMITTEE ON Tax
BVvASION AND AVOIDANCE BY MagoN B, LEMING, GENERAL ASSISTANT TO THE
CHIEF COUNSEL OF THE BUREAU OF INTERNAL REVENUE, JUNB 22, 1037

The next tax avoidance device we will discuss is that of foreign insurance
companies which was referred to in the statement of the Under Secretary last
Thursday.

The outline of the plan in question has already been given. We will repeat
here for purposes of clarity. It consists solely of an apparent purchase of a
so-culled single-prominm payment participating life-insurance poliey in a sub.
stantinl sum from a so-called insurance company, and a simultaneous borrowing
from the same company of a sum the interest upon which is sufticient virtually
to wipe out the taxpayer's gross income, By this creating the appearance of a
loan from an insurance company the taxpayer attempts to secure the benefit of
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a deduction under section 23 (b) of the Revenue Act of 1936 and corresponding
sections of previous acts, permitting the deduction of interest paid on
indebtedness.

These sections were obviously never intended to permit such a deduction,
Their purpose, as everyone well knows, is to authorize the deduction by tax-
payers of interest on mortgages and loans made in the regular course of
business and for valid personal reasons,

Though alleged insmrance company purports to issue an insuranee poliey and
lend money on the strength of it, the insurance company employed by the
snlesmen of this tax avoiding device is not a real insurance company, In the
cases now to he presented, it was orgnnized under the laws of the DBahama
Islnnds, Ameriean insurance companies having abandoned this practice. At
the instanee of one A, P, Priteliarvd, an attorney of Nassau, the legisiature of
the Bahama Isiands passed an aet at its 1932 session purporting to regulate
the making of certain insurance contracts,  The insurance company in ques-
tion, organized under this statute, has no paid-up eapital stock, It has none
of the records Kept by insurance companies, It has no appreciable bank account
or other assets, yot it writes checks in the millions, It makes no attempt to
maintain reserves in a manner customary in the insarance world, yet it pur-
ports to issue policies nominally running into the millions and pretends to
make loans likewise in the millions agninst such fietitious poticies, The so-
cealled insurance policy issued by this unreal compnny {8 not a real insurance
policy, It ix not real beeause the company by which it is issued is o mere shell
and because it has cortain significant variations from the conventional type of
similar insurance policies, For instance, the policy employed under the usual
insurance dednetion scheme provides that the policy shall not lapse at the
end of any given poliey year even thought the taxpayer takes no steps to
comply with its provisions, DBy this means the taxpayer may keep the policy
alive without further payment so that it may be used in any year in which
it may be advantageous to use it.

It should alxo be noted that the policy earrvies a peenlinr “lien” ferture
whereby there is n first charge in favor of the compuany against the prineipal
st in any settlement at death in excoss of 25 percent. This lien is in ex-
change for the waiver of medienl examinntion and deprives the contract of the
basie features of a standard insurance policy. Again, “because a loan is to he
made once on a policy and of the conditions of the policy”, no physieal exami-
nation is required. In addition, the taxpayer i immedintely enabled under
the polley to obtain a lonn on the sele collateral of the policy of the so-calied
reserve value of the policy at the end of the first policy year., In a typleal
caxe, the polieyholder pays a single premium of $2,703,720 and immedintely
“horrows” $2,832,540, The policy speaks of the determination of “dividends”
by a company which has nothing which ean earn dividends.

The simple conelusion 18 that there is no insurance, no loan, no indebtedness,
no interest paid; there is nothing but a labyrinth of artificiality. Obviously,
no person really wanting insuvance would, in the fivst instance, go to the
Bahama Islands to sccure a policy. A person who did have rome legitimante
reason to go abroad would not insure in a company having no assets and mudin-
taining no reserves, As I have said, neither the insurance company nor the
Insurance policy which are the underlying props of this scheme have any sab-
stantial veality. The sole purpose of the motions made i to secure through
an elaborate artifice n deduction which will offset gross income and relieve
from all Income tax lHability.

The Bureau's investigation disclosed the following information with respect
to the Standard Life Insurance Co., Ltd., of Nassau. The company was formed
December 8, 1931, by one Kenneth Solomoun, a lawyer of Nassan, with an
authorized capital stock of $50,000, represented by 5,000 shares having a var
vitlue of £10 ench. It is understood that he acted for one W. €. Baber, of New
York City, in the formation of the company. The incorporators were Kenneth
Solemon, Stafford Sands. Carl Elmer Robertson, Doris Louis Barlow. Alice
Maude Anderson Fareington, all of Nassau, The company remained dormant
until Decomber 27, 1032, when the first meeting of stockholders was held and
the following officers were elected: President, Artemas Panl Pritchard: vice
president, William C. Knowles; secretary and treasurer. Reginald Pritebmyd.
At this meeting the shares of the the incorporators were transferred to the
following individuals, who are the present stockholders, according to the Inst
statement filed by the company: Artemas Paul Pritchard, Reginald William

H79—3T—pt, 1——10
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Pritehavd, Willinm €. Knowles, U0 'l'revor Kelly, Frederiek Pinder, all of
Nassan, toshave cach, and Walter ¢ Baber, New York CHy, 8§ shonves. The
foregoiner 10 shares of stock arve afl thnt have been issued by the company.
AP Pritehard and Reginald Pritehaed, president and  seevetary treasurer,
vespectively, are attorneys of Nassan, Duartng the peviod from Decenther 10432
to Decemboer 1930 the company wrote a total of only efght Hte-fnsianee polieios
and for enly six fndiy ldaats, att Amertean eftizeng, fn amonnts as follows

i

, \

“;'\“;.3 ‘ To - Ave | Amomnt
A8 Wintteld Avres, - e 8 40, (0
AT Richard FL Daight S PO L e e IS 4, 000, Dk
Ao Tewy W Town . e e a8 2, &N, (g
AM | Lawrenee Marx. . . . . . e AR 2, 5K, ()
AL { Jacobd W Schwaby. . A T e e X3 1, S0, 00
A2 ddempe Yhoms . ... . o e N 875, ()
A0 Lawrenee Manne, L0 0 L e . A ] 2, B, (K4
AGUL dacob W Sehwab oo P L O 43 1, (4, 0NN

Votal Ienranoe I foree. ... e i e} s l\ 2m, 00

The bhooks of the company consist of an clementary (ype of caxh book oper-
ated on the stngle entey system, a cheek book, o minute book, ned come eor-
vespondence tles, all which arve kept in the law oftiees of the Pritehards in
N:assn,

The caxh accomts of the company ftor 1931 chow no depesits or withdrawnlys,
According to the books, vo part of the capltal stoek was patd in Ashde from
the deposits and withdrawals vepresenting the payment of the premivims amd
policr avd dividend Toans all of whieh were, as will be shown later, mere paper
rransactions or exchanges of cheeks, the ondy aetunl eash that the company
vecnited i A2 consisted of 0G0 ot of the [R381 actunl cast padd by
Richard T Padght The company had fwo eash dishursemwents, 8500 (o W, (¢
Ratier and R 0 ROWL and AL P Pritehard, leaving the company o bank
hatasee on Vecom?! o 31, 1932, of 27380

The eash balanees of 1ho nm\\:m,\' on December 31 for the pears 1033 to 19035,
nclosive, wore as follons:

iRy e e e e . T A R
LEARTS S P . . .. LAWY
1935,, B e e e e e e - e e RUGOR, 0O

Tl inseanee company not being an actoal operating company, hnd only
minne evpensoe dnvive these vears, Practieally all of s netunl veeeipte were
withdeann hy W GO Rabhor as compensation for personal sorvices rendered and
to be rerdered in the fature, travelivs expenses swd s pevsonal loane which
wore sHIT nnpaid ar the time of the Barean's examination of the companpy's
Dok I Marveh 1037

Sueh, it mrned ont, wag the soenlled Stan'ard Life Inaneanece Cog, Tid,, of
Nazsan, wiiih thase tavparers had namel in their veturne 82 an {nsurahce
oAy i whieh they eld polietes on whieh they had obtained Tnans,

The avean's imestization mvther disclosed that Walter ) Raber acted
Mo dusl eavaeity in eonnection with esch poliey issued by the Standard Life
Tesaranee Coo LA, that s, as attorney-in-faet for the insurved and as the
broker or agent of the commpany, of which he also was the sole real stock-
holder,

Tt wil! be sufficiont to give the detalls ag to one of the six faxpayers using
This company as a deviee for tax avoidanece purpoges, viz, Richard E, Dwight,
a practicne attorpey of New York City,  In the deseription of the deviee ns
emplayed hy Mr, Dwight, it is necessary to refer to the trausactions in tech-
nleal terms. However, §t must bo remembered  that such oxpressions as
ingrance company. poaliey, divdends, loan, horrew, futerest, eote,, are used in
the fictitions sense of the entive plan.

For the vears 1032, 1023, and 1034 Mr. Dwight filed income-tax returns
showing no tax due. For the yvear 1033 his return showoed tax due in the
amamt of SRR, Far these 4 years the Bureau of Internnl Revenue has
Wetermined that Mr. Dwight owes additional taxes in the total amount of
VIR T4, exclasive of penalties and interest.  Mre, Dwight's returns for these
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yenrs diseloged no tasahble net income, exeept for a nominal amount reported
e 19385, mainly because he elatmed fn ench yoar an interest deduction alleged
ftn the return to have been patd by him to the Standard Life Insurance Co,,
LA, of Nassnu, Bahama Islands<. Mre, Dwight's corveet taxable income for
ench veamr and the Interest deductions nged by him o reduce his income to a
nontasnble hasls are shown i the following tabulation:

So-ealled I'nx re- | Uinler state-

Yen Correct Income re- intoreat ported mentg of
ear fneoime ported dedpetions on tax on
disallowed ! | returns returns
$143, 0260, 27 $171.08 $141,02% Noneg $91,448, 48
149, 256, 28 3.432,76 143, 507 None 56,471, 25
147, M8, 156 2,620,387 145, 486 None 57, 655,37
1738, 484, 88 10,103, 88 147,301 20, 69 62,024, 64

e emem e v e e e emasee

509, 183, 58 17, 6-18. 7] 578,072 200, 60 230, 300. 74

' There were some other minor deductions disallowed.

Attached to Mr, Dwight's returns for the years 1032, 1033, 1034, and 1935
was o general statemoent in explanation of the “inferest” deduetion cluimed.

The Burean's imvestigntion has diselosed the following informution with
respect (o these interest deductions ¢lnimed by My, Dwight.

In the fal of 14632 the insurance device under consideration was presented
fo Mr. Dwight by oue Willinm Bayxlis,  Associated with Mr, Baylis in the
promation of this scheme was Walter G Baber, already mentioned.  Mr,
Baylis und Mr. Baber were partners under the firm name of Baylis-Baber Co.,
at 46 Bast Fifty-firth Streef, New York City,  Their buxiness has been stated
to he that of “ltax consnltants and specialists,”  Mpr, Dwight decided to employ
the weheme in eonnection with his own income-tax returns and appointed Mr,
Banbor ax his attorney in fact to earry the plan throngh,

Phe plan in Mr, Dwight's enxe was carried out in the following manner:

My, Baber went 1o Nassau where on Decembor 30, 1032, all of the following
steps were taken. My, Baber presented to the Standard Life Insurance Co.,
Ltd., My, Dwight’s application for what purported to be a $4,000,000 single
premium life-insurance policy, the preminm on which was §2.793,720,  On the
same day there was depoxited with the Royal Bank of Canada at Nassaun
personal funds of Mr, Dwight in the amount. of $8.361, and the bank extended
to My, Dwight n eredit of 82027388, which altogether gave him a total eredit
at the hank of 2,935,749,

Against this credit Mr. Baber, as attorney in fact for Mr. Dwight, drew a
chieck payable (o (he insuvanee company in the sum of $2,703,720, the amount
of the preminm, and immediately pretended to borrow back from the insurance
company $2 832540, the total loan value of the policy, and an additional
FO4R4K, which was supposed to represent the discounted value of the first
anual dividend on the policy, pledging the policy ax security for these loans,
These two so-called lonns, aggrogating S2827.388, were used (o discharge Mr.
Dwight's loan at the Royal Bank of Canada and to pay to the insurance com-
puny the first year's interest on the alleged poliey loan, The interest on the
policy loan thus paid amounted to §141,628. which amount Mr, Dwight deducted
as “interest paid” on his 1932 return,

It should be noted that the only amount actually expended by Mr. Dwight
in connection with the foregoing (ransaction was the sum of $8,361 deposited
with the Royal Bank of Canada. Under date of January 81, 1933, Mr, Dwight
addressed the following letter to Baylis-Baber Co.:

New York, Janwary 81, 1933,
Baynig-Baner Co.,

New York.

GENTLEMEN : In connection with my purchase of u single premium life-insur-
ance policy from the Standard Life Insurance Co.. of Nassau, Bahama Islands,
and the making of a policy loan thereon, T hereby undertake to pay you the
following fees for services rendered :

(a) Twenty-five pereent of the extimated saving which I may effect in my
Federnl and New York State income taxes on my 1032 income through the
deduetion of interest on said poliey loan from my gross income, such estimated
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saving being $57,340, payable as follows: $3,681 paid to Willlam Baylis on
December 31, 1932 balance ($10,745) as, if, and when my income-tax returns
for the year 1932 arve tinally closed, in regard to this particular deduction, by
the FPederal and State authoritles,

(b) Twenty-five percent of the estimated saving through payment of interest
on said poliey loan and the deduction thereof from my gross income when the
second Interest payment on sald loan is mude; 15 percent of the estimated
saving when the third interest payment is made; 10 percent of the estimated
saving when each or any subsequent interest payment is made,

In each case puyment of the fee is to be made as follows: 23 pereent of fee
when tuterest payment on said lonn is paid to the sald company, balance of
fee as, if, and when ench or any year's income-tux returns are finally closed,
in regard to the sald interest deduction, by the Federal and New York State
authorities.

RicHarp K. Dwienr,

For the year 1934, Mr. Dwight, still acting through his attorney, Mr. Baber,
simplificd the procedure in arviving at the amount of interest that he could
deduct.  As in the previous year, the Insurance company again notified Mr,
Dwight that the annual dividend, payable in December 1934, would pay off the
discounted dividend loan made to him in December 1933, On December 21,
1934, Mr. Dwight deposited in his account at the Royal Bank of Cannda in
Nassau actunl cash in the amount of $9.630, and on December 29, 1934, he with-
drew this money and paid it to the insurance company,

On the same day, December 29, the insurnnce company issued to Mr. Dwight
two checks, one in the amount of $97,480, which was supposed to represent
“loan” of the digcounted annual dividend, and the other in the amount of
£38.376, which was supposed to represent the inerease in his poliey loan neces-
sary to bring it up to the full loan value of $2.009,520, These two checks were
unot deposited by Mr. Dwight in the bank, but were simply endorsed back
to the insurance company. The insurance company likewise did not put
these checks through its bahk accounts, These two checks, totalling $135,856,
plus the $0,260 cash paid to the company, made up the sum of $145,486, which
was the amount of so-called Interest on the inereased poliey loan. This sum of
$145.486 was dedueted by Mr. Dwight ar “interest paid” fn his 1934 return,
notwithstanding the faet that the only amount of eash actually paid out by
Mr. Dwight in this year was the sum of $0,630. The short cuts taken in this
vear to simplify the transaction even more clearly disclose its fletitious nature.
The sham bank loan was not employed to dress up the alleged interest pay-
ment. The two undeposited insurance-company checks which were returned
to the company, plus the relatively small amount of actual cash dishursed by
Mr. Dwight, completed the deal. .

As In previous years, the fnsurance company, in December 1935, notified Mr,
Dwight that the annual dividend on his poliey, payable in December of that
vear, would pay off the discounted dividend loan made to him in 1934, On
December 21, 1935, Mr. Dwight deposited in his account at the Royal Bank
of Canada, Nassaun, $10,503, On December 30, 1935, the insurance company
fssued to Mr. Dwight two checks, one in the amount of $98,784, supposed to
represent n discounted dividend loan, and the other in the amount of $38104,
supposed to represent the amount of additional poliey loan necessary to bring
that loan up to the maximum loan value of $2.947.824. These two checks were
deposited in Mr. Dwight's account at the Royal Bank of Canada, bringing the
total in that account to $147.301, and on the same day, December 30, 1085, n
check for this total mmount was delivered to the insuranee company as pay-
ment of alleged 1 year’s interest on the poliey loan.  The full amount of $147,391
was dedueted by Mr, Dwight as interest paid in his 1935 return, notwithstanding
the fact that the only cash actually dishursed by him in that connection was
the sum of $10,503,

This fnsurance scheme adopted by Mr. Dwight and a number of other tax-
pavers ix another instance of how a foreign corporation is employed by
American taxpayers to avoid the payment of taxes, The difficulty of in-
vestignting the facts is always intensified where foreign corporations are
employed as instrumentalities of tax avoldance. It was necessary to send
a revenue agent to the Bahamas to get at the essential facts of thisx scheme,
The process of the aundit of the 1036 returns heing in its carly stages, the
Bureau is not sure how many additional taxpayers have been “sold” by the
schemes of efficient peddlers, Investigation is heing conducted to determine
how widely the secheme hins spread, It strikes at the heart of the income tax
and suppression is absolutely vital to the interests of the revenue.
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The C'ramyrax, Mr. Leming. have you any further statement that
you would like to make? .

Mr. Lryina. If the Chairman please, I think perhaps it was
Senator Harrison inquired of me yesterday about Mr. Dwight’s
1931 return, and possibly Senator Walsh about the 1936 return. I
just want to say I have them here if you want to see them or know
about them at this time.

The Cramrman. Senator La Follette was asking about it, I think,
and he is not present.  We will perhaps take that up in executive
session and determine it later. ave you anything further?

Mv. Leming. I have nothing further.

The Cramryan. Dr. Magill, who is your next witness?

Under Secretary MagmiL. Commissioner Helvering,

STATEMENT OF HON. GUY T. HELVERING, COMMISSIONER OF
INTERNAL REVENUE

The Cuaryan, Do yvou prefer to make your main statement with-
out_interruption, Mr. Helvering, and respond to questions later?

Commissioner HeLvering. I would like to do that,

The Cmamryan, Without objection, you may proceed with that
understanding.

Senator HarrisoN. Mr, Chairman,

The CrairMaN, Senator Harrison.

Senator HarrisoN, I know that this statement of Mr, Helvering
is quite lengthy:.

gommissmner Hervering, Yes.

Senator HarrisoN. And we have about 30 minutes more to run.
He has given this statement to the press. I do not think he will
be able to finish it this morning,

The Cramman. Can_you read it in 30 minutes, do you think, if
you are not interrupted?

Commissioner HeLvering, Noj I cannot do that.

Senator Harrison. Mr. Chairman, T submit that if he does not
finish it, the })repared statement be made a part of the record this
morning, so that it may be released.

Commissioner HeLveniNa, Yes. .

The CHatrmaN. The portion that he does not read?

Senator Harrison. The portion that he does not read.

The Cramrman. Yes; without objection—-

Mr. Treapwav. Mr. Ohairman, may I ask one question first?
What time is it proposed that we recess this morning? Will it be
necessary for the House Members to be on the floor promptly at
12 this noon?

[ Discussion off the record.]

The Cramman. Mr, Commissioner, you may proceed.

Commissioner Herverine. T might sfate to you this mimeographed
copy does not have the list of names that I may use in the course of
this talk or testimony before the committee,

The Cuarman. You have copies for each member of the com-
mittee ?

Commissioner Henvering. Yes,
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Mr, Coorer. A little louder. What was it you said about a list
of names? .

Commissioner HerveriNa. As T understand, in the preparation of
the mimeographed copics certain names which I may give have not
been inserted, but T understand there is a place left there for those
names, if m\yim(ly wants to write them in.

Senator Harrison. Mr. Helvering, would you prefer to proceed
this morning, or would you prefer to proceed in the regular way
here, so that your entire statement may be made at one time?

Commissioner Herverina, This is a statement that ought to be
given consecutively, but T do not mind. There is a convenient. point
that T could stop in here, It will take about 30 minutes to read to
that point,

The Carairman. Suppose we go ahead then.,

Commissioner Hervewina. T am directing my remarks to the per-
sonal holding company,

The corporate device is probably the most widespread and fruit ful
method for avoiding the full impact of taxes. The use of the cor-
porate entity as a tax-avoiding mechanism is complex and varied in
the extremes.  Frequently it is coupled with other mechanisns, such
as trusts, which we shall present to the committee. Any one cor-
poration, furthermore, may be used in a multitude of ways to accom-
plish one basie objective—-reduction of taxes,

Mr, Magill deseribed to you in general terms the way in which
corporations are used for these purposes. T propese to limit my
discussion to a detailed consideration of the use of the personal
holding company to avoid taxes, I am speaking here of corpora-
tions which are subject to the surtax under scetion 351 of the Inter-
nal Revenue Act. As you know, this section defines a personal
holding company as one which receives at least 80 percent of the
gross ncome from voyalties, dividends, interest, annuities, and cap-
ital gains, and 50 percent of its stock is owned by not more than five
individuals: the term “individual” also being deseribed and defined
in the statute to include members of the same family. Frequently
corporations which are not within the strict statutory definition of
personal holding companies but controlled by one individual, a fam-
ily, of a small group of persons are also employed to accomplish
tax avoidance,

For example, a closely held industrial corporation may accumulate
a substantial surplus and invest it in stocks and bonds, but its income
from such assets might be less than the amount required to make it
a personal holding company. Many modern large industrial cor-
porations have huge surpluses which represent nothing more than
accumulated undistributed corporate profits of the stockholders, Yet
it is often difficult to sustain an argument in court that this accumu-
lated surplus is not required for some present or future activity of
the corporation, This problem may require the attention of Con-

ress at a Iv‘er date. 7 shall confine miveelf today to the personal-
holding-company device, nanely, the ‘)vl‘sonal holding company de-
scribed in the present section 351 of the income-tax law.

Before going into the details of this matter, it is probably advis-
able to summarize the general situation, In brief, tax avoidance
by use of the personal holding company arises because many wealthy
taxpayers of the Nation have split themselves into multiple personali-
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ties with the single purpose of avoiding the payment of taxes which
would be due if they followed the natural, untax-conscious course of
remaining one personality, The typical personal holding company
in practice is a device whereby assels of an individual, or a family,
or a closely associated group, are transferred to or acquired by a
corporation. The ussets may be stocks and bonds, a country estate,
an 1ncorporated farm, a yacht, patents, and copyrights. No conceiv-
able type of income-producing or taxable assets has been neglected.

This corporation then derives the income from those assets, which
may take the form of royalties, dividends, interest, annuities, and
capital gains on sales of stock or securities. A personal holding com-
pany may also buy assets and sell them. Sometimes it will buy
from and sell to its owner, Sometimes it will buy from and sell to
another personal holding company of the same owner.  We shall
Liereafier discuss cases of this sort and show their consequences.

In many instances, a person or group may hold assets in several
holding companies.  Sometimes we find an astonishing number of
separate corporations under substantinlly one beneficial ownership.
For instance, in some cases an individual or a family may have as
many as 15 holding companies. We shall later describe cases of
this sort and comment upon the reason for the use of the multiple
holding company and its effect.,

A person who did not appreciate the results obtained in reduc-
tion of taxes by the use of the personal holding company might
very well be bewildered by their use. The corporate device is his-
torically a means for collecting capital for productive business oper-
ations and insulating individual investors from personal linbility
beeause of those operations.  But this is hardly ever the purpose
of the modern personal holding company.  Frequently it does not
conduct any business, as that term is generally understood, and it
ordinarily has no liabiiities except to its owners, and these linbilities
are often arbitrarily ereated for tax purposes, as we shall later de-
seribe.  Certainly these owners need no insulation against liability
to themselves,

In brief, what happens is that these individuals have divided them-
selves into multiple personalities, and they have done it with the
single, unadulterated purpose of avoiding payment of taxes. As
My, Magill pointed out, this is not a new problem, Ever since the
first income-tax law in 1918, Congress has struggled with the problem
of the personal holding company. Congress has continually tried
to enact an income-tax law \\"ﬁ(:h seemed to it fair and equitable to
the taxpayers. The incidence of the tax has been related to ability
to pay by these enactments of Congress and measured by the income
of the taxpayer. But the efforts of Congress have been continually
and progressively frustrated by division of the income of many tax-
payers between corporations and artificial personalities created and
used for that particular purpose.

Prior to 1034 and as far back as 1913, the income-tax law con-
tained a provision now in section 102, formerly known by the famous
number 220 in the Bureau of Internal Revenue, imposing a surtax
upon the net income of every corporation formed or used to prevent
the imposition of the surtax upon its shareholders through accumu-
lating income or profits without distributing them. This provision
was diflicult to enforce because of the virtual impossibility of deter-
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mining, first, what constitutes an unreasonnble acenmulation, and
second, whether there is purpoce to avoid the imposition of surtax
upon the individual stockholder,

IFor example, sometime ngo a corporation wag formed for Cecil
de Mille, whieh he completely dominated, consisting of himself,
members of his family, and his attorney. This was an incorporation
of what may be enlled the “carning personality™ of Mr. de Mille.
In other words, de Mille's enrning power was almost the sole cor-
worate asset, Do Mille, the individual, then went to work for de
Mitie, the corporation, at n salavy far less than he knew he could
command as a divector. 1 vefor there to the diveetor of a moving
picture,  The corporation then sold de Mille’s services to producing
companies,  The difference hetween Ceeil de Mille's salary from his
ewn covporation and his actual earnings as a motion-picture divector
was put into the corporation,

The Government clrimed that the aceumulation of this surplns
was unreasonnble and a purposeful attempt to evade surtaxes. Do
Mille answered that his corporation was saving up money to go
into the production of pictures at a Iater date, which was a proper
acenmulation of surplus, The conrt sustained de Mille,

1 will sav that this ease was litigated throngh the Board of Tax
Appeals and the conrts, and the court findings sustained de Mille
in his contentions, and the citation iz given there of the cases (Com-
missioner v Coell B de Mille Productions, Ine C0Co A 9hy Apre
16, 1037, affivining 31 BT, AL 1161,

Contrast this ease with an individual who doeg not have his enrn-
ings paid to a corporation. Such an individual eannot avoid taxes
on the money he is attempting to save to go into business in the
fatnre,

The vice of this transaction is that the individual is using n
corporation artificially in a way which no one wonld have thought
of had it not been for the income-tax laws, The diffienlty is that
many convts appavently find it difienlt (o draw the line hetween
the artificial and the genuine use of a corporation,

To obviate these diffienlties, Congress passed geetion 361 of the
Revenue Aet of 1934 which imposed a surtax on the income of per-
sonal holding companies, over and above the ordinavy corporate
tax. The specific purpose, as shown by the committee reports, was
to do away with the necessity of proving an unusual and nnrenson-
able acoumulation and a purpose to avoid the imwvosition of the
surtax.  The section was amended in 1936, apparently to adjust the
surtax rates to the undistributed profits surtax which was ineluded
in that set,

The Burean's study of returns by personal holding companies in-
dicates progressive utilization of the “personal holding company”
device.  As taxpavers and their lawyvers and other advisers beeame
more familiar with section 3351, they beeame increasingly awave of
the possibility of its affirmative use for the nurpose of tax avoid-
ance, and therefore the bolder to make use of the provision to accom-
plish avoidance. The amonnt of revenue lost to the Government in
this way in 1934, 1935, and 1936 is andoubtedly huge, as we shall later
indicate: and withont question it will increase unless remedial legis-
lation is passed by Congress,
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We are ealling this situation to the committee’s attention because
we believe there is an enormous loss of revenue to the Government as
section 351 now stands and beeause a statutory provision originally
designed to prevent tax avoidance has been perverted by certain
individuals (o the end of accomplishing that very thing—tax avoid-
ance,  Ag a result, many individuals who should bear a substantial
shave of the tax burden, have entirely eseaped taxation on all or a
substantinl part of their income,

This is true, generally speaking, of those wealthy taxpayers who
were enger to eseape the tax. Taxpayers who were not advised by
resourceful eounsel, or who were not eager to arrange their affairs to
avoid pryment of taxes, or whose incomes were so modest that the
use of the personal holding company was too costly, have borne an
undue share of the expense of Government.  Thoge who had incomes
large enough to make it worth while, who were careful to secure the
advice of astute lawyers, and who were not unwilling to avoid pay-
ment. of the full taxes on some or all of their income, have usadl the
personal holding company with vesults which I shall show.

As 1 have said, the purpose of the tax provisions concerning per-
sonal holding companies was to make their use unprofitable and
thereby prevent diversion of inecome from individual taxpayers to a
separate entity.  But, strange as it may seem, the actual rate of
surtax upon the holding companies turns out to be so as to dis-
conrage their use oy by individuals whose net income was in the
lower brackets.  In other words, the actual rate of surtax succeeded
in hindering only individuals with comparative modest incomes.
The very wealthy were helped by it and not hindered.

I say the actual rate because our experience proves that the statu-
tory rates are delusive, and in fact merely nominal. The rates
stated in the statute run from 8 pereent to 48 pereent.  Actually the
preliminary report on 1935 veturns shows the collection of surtax
of Tess than $2.000,000 on personal holding company incomes of ap-
proximately $115,000000. 'This, as you see, is a rate of less than 2
pereent, and results from the over-generous deduction provisions
now provided in the statute,

Our exporience shows that individuals in the lower brackets find
it cheaper to pay the individual tax than to pay the personal hold-
ing company tax, in addition to the other corporate taxes, on all or
part of their income. But when incomes are in the higher brackets,
the act works the other way around.

It is frequently cheaper, under both the 1934 and the 1936 acts,
for an individual in the higher brackets to pay the taxes levied on a
personal holding company, in addition to corporate taxes. These
will be lower than the taxes which would be levied if he received
divectly all income diverted to a personal holding company. In
other words, in the higher brackets, the surtax upon the individual
is greatly in excess of the total corporate tax, including the tax on
the personal holding company. This is true even though there is no
sarticular manipulation of the affairs of the individual and the
}ml(lin;: company, such as T shall hereafter describe. It follows di-
rectly from the mere fact of the division of income between an in-
dividual and a personal holding company, coupled with the existing
rate structure of the act,
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These are minimum results,  In most of the personal holding com-
pany cases, however, the individual has not been content puassively
to accopt. tho benetits of the operation of an aet which is all in his
favor. e has arranged his transactions and those of his holding
company so as to escape even further the obligation of paying taxes,

One way of accomplishing this objeet consists in the highly in-
genious use of certain provisions of section 351 permitting doduce-
tions in arriving at taxable income of the personal holding com-
pany—that is, his undistributed adjusted net income. [ shall sum-
marize the most. important of these deductions as follows:

Fivst, personal holding companies may deduct 20 pereent of their
adjusted net income less dividends received from other personal
holding companies,

Second, personal holding companies may deduct any reasonable
amounts nsed or set aside to retire indobtedness incurred prior to
January 1, 1934,

Third. Personal holding companies, to arvive at adjusted net in-
come, may deduct losses from the sale or exchange of capital assets,
without limitation,  1f such losses ave incurred by an individual, they
can be allowed only to the extent of $2,000, plus gains from such sales
or exchanges.  In other words, an individual is less favoved than a
personal holding company,

T can show the effect of these and other provisions of the section by
referving to preliminary analyses made by the Burean of a group of
returns of the personal holding companies.  'Weo have annlyzed 4457
returns under the 1934 act, filed for the calendar year 1934 and for
the fiseal year ended in the period January through June 1935,

All of these companies showed net income in the aggregate amount.
of over $33,000,000. But only 374 of them, or less than 9 percent,
showed income taxable under the surtax provisions of section 3bH1,
relating to personal holding companies.  These showed taxable in-
come of only $3.000,000, or less than 10 percent of the total net incomeo
of the group.  They paid a personal holding-company surtax of only
$1.695,000, or about 3 percent of their aggregate net incomo. The
remaining 4,083 companies in the group paid not a cent under 351.
They were subject only to the ordinary tax on corporate income,
which, as you know, is mueh less than the tax on individuals in the
higher brackets,  To vefresh your rvecollection, the highest bracket of
the normal tax on corporations under the 1934 lnw was 1334 percent,
wheveas the individual surtax bracket (not including nvormal tax of
4 pereent) reached 59 percent. ‘The individuals who owned these
corporations were, therefore, taxed on the income from assets held by
these companies as if they were bona-fide operating corporations
instead of merely ephemeral subdivisions of the personalities of the
individual owner and creator.

We shall hereafter show in detail just what individuals in certain
tvpieal cases have saved by use of the personal holding-corporate
device, T ean most readily present this situation to yon in a sum-
mary way by deseription of the resulis shown on a group of the
17 personal holding company cases which happened to be pending
in the conference division of the Bureau of Internal Revenue at
the time of this investigation,

I took those. gentlemen, with the idea that those 17 cases, being
right there under consideration at that time, would show no selection.
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Scenator Harrison, Before you get into these 17 cases, we have to
adjourn in about 3 minutes to go over to the Senate.  Why wouldn’t
that be a very good place to stop? We are now getting into specific
cases,

Conmiissioner HevLverinag, It is perfectly agreeable to me, gentle-
men of the committee, We can stop very logically here and then
take up these cases later,

Senutor Hanrison, Is not this the most logical place to stop?

Commissioner HerveriNa, T had anticipated going to about page
15 of my memorandum, but that would take possibly 15 minutes.
Just as you gentlemen say,

Senator Warsi, Mr. C‘I'\airnmn, T move we suspend at this point
and adjourn until tomorrow morning.

(‘The motion to adjourn was carried.)

(Whereupon, at. 11:55 a. m.,, an adjournment was taken until
10 &, m. Thursday, June 24, 1937.)
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THURSDAY, JUNE 24, 1037

JoINT CoMMITTEE ON TAX EvasioN AND AVOIDANCE,
Washington, D. C.

The joint committee met in the hearing room of the Committee
on Ways and Means in the New House Office Building, at 10 a. m,,
Hon. Robert L. Doughton, chairman, presidingl.

The Cuairyman, The committee will be in order.

Mr. Vinson, Mr, Chairman,

The Cuamrman. Mr. Vinson, .

Mr. Vinson, I would like to have Dr. Magill at this point elabo-
rate upon the history of section 331, that came into the revenue laws
of the country for the first time in 1934, which deals with the in.
corporated pocketbook, or taxes upon personal holding companies.

The Cramrman, Dr. Magill, you have heard the request of Rep-
resentative Vinson, Is that n{;reenble to you?

Under Secretury MagILr., Yes, sir. I think the history is about
this: Of course, I am trying to refresh my recollection from 3 years
ago when the provision came in, and'all of you gentlemen I think
on the committee are quite as familiar with it as I, because the fact
is that you devised the provision.

As the Commissioner said yesterday, we originally had this provi-
sion, section 102,

Mr. VinsoN. When did that come into the law?

Under Secretary Maair. There was a provision of that general
character back in the first income-tax inw in 19183,

Mr, VinsoN. And what was the penalty? What was the tax?

Under Secretary Magirr, I do not know that I can follow the rates
all the way through,

Mr, Vinson. Say in 1984,

Under Secretary Maerut, But they had been 50 percent through
a pericd of years.

fr. VinsoN, And how much of all the money had been collected
under that section 10219

Under Secretary MaorLr., Inconsiderable amounts, and as the Com-
missioner brought ont. yesterday—perhaps I had better make thot a
little clearer—the provision in 1913, which was continuned from
then on, first as section 220 and then later, section 104 and 102, was
to the effect that if a corporation was formed or availed of for the

urpose of ({)reventing the imposition of the surtax upon its share-
wlders, and so forth, by unggoperly accumulating a surplus, that
then this special tax should be imposed. As the Commissioner ex-
plained, the difficulty the Department ran into seems to have been
that it was very hard to prove that the corporation was formed or
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availed of for this purpose of improperly accumulating the surplus,.
so that the fact was that the provision was practically ineffective in
practice. ) ]

Mr, VinsoN, That was the situation which existed at the time of
the report filed by the Hill subcommittee of the Ways and Means.
Committee on December 4, 19331

Under Secretary MaciLL, That is correct.

Mr. VinsoN. And I would like to insert in the record at this point,,
Mr. Chairman, that portion of the Hill subcommittee’s report be-
ginning at paragraph 4, “Personal holding compsanies”, on page 6,
and running through down to paragraph no. 5, “Exchanges and
reorganizations”, on page 8. '

The CHAIRMAN, Wlithout objection, that will be done,

(The matter referred to is as follows:)

[From preliminary report of a subcommittee of the Committee on Ways and Means,.
entitled “Prevention of Tax Avoldance”, 734 Cong., 2d sess,]

(4) PERSONAL HOLDING COMPANIES

Perhaps the most prevalent form of tax avoldance practiced hy individuals
with large incomes is the scheme of the “incorporated pocketbook.” That is,
an individual forms a corporation and exchanges for its stock his personal
holdings In stock, bonds, or other Income-producing property. DBy this means
the income from tho property pays corporation tax, but no surtax is paid by
the individual {if the incorae is not distributed,

For instance, suppose a mnn has $1,000,000 annual income from taxable
honds. His tax under existing law will bhe $571,000, However, if he forms
a holding company o take title to the bonds and to receive the income there-
from, the only tax pald will he a corporate tax of $137,500 as long as there
18 no distribution of dividends, Thus, a saving of $433,600 has been effected,

It is true that section 104 of our income-tax law puts a 60-percent penalty
on this accumulation of profits to avold surtaxes, but, nevertheless, there
seems no doubt that this form of tax avoldance is still practiced to a large:
extent, DBy making partial distribution of profits and by showing some need
for the accumulation of the remaining profits, the taxpayer Is able to defeat
the Government in proving a purpose to avoid surtaxes,

Your subcommittes, therefore, recommerdds that the present section 104 be
divided into two parts, one dealing with the personal holding company and
the other with all other corporations which accumulate unreasonable sur-
pluses, The part dealing with personal holding companies has been entirely
rewritten, while the present law has heen rotained with a few modifieations
to provide for the other companies,

In regard to the personnl holding companles, your subcommittee recom-
mends that they he defined as any corporntion 80 percent of whose gross income
for the taxable year is derived from rents, royalties, dividends, interest, annui-
ties, and gains from the snle of securitles, and whose voting stock to the
extent of more than 50 percent I8 owned by not more than five individuals
at the close of the taxable year. In computing the number of individuals
who own the majority of the voting stock of a corporation {t {8 proposed to
count as one all members of a family in the dircet line as well as the spouse
and hrothers and sisters,

It 18 recommended that a tax of 83 percent bhe levied on the “undistributed
adjusted net income” of such: eorporations,

This undistributed adjusted net income is determined by adding to the net
income of a corporation the amount of dividends recelved from other corpora-
tlons and the amount of partially tax-exempt intercat and by subtracting theve-
from Federal income taxes patd, contributions or gifts not otherwise allowed for-
income-tax purposes, and ‘actual losses from the snles or exchanges of capital
asgoets to the extent to which they are not otherwise nllowed, ¥From the reanlt' of’
this computation, which glves what {a called the “ndjusted net income”, there is'
to he subtracted an arbitrary allowance of 10 percent of the ndjusted net income:
and the dividends paid to stockholders during the taxable year, The purposes
of the two last-named deductions are (1) to allow such corporations a reason-
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able reserve for contingencies and (2) to prevent the additional tax from apply-
ing to sums actually distributed.

The cffect of this system recommended by your subcommittee is to provide
for a tax which will be automatically levied upon the holding company without
any necessity for proving a purpose to avoid surtaxes. It is bhelieved that
the majority of these corporations are formed for the sole purpose of avoiding
the imposition of the surtax upon the stockholders.

In regard to the tax on other corporations which improperly accumulate
surpluses for the avoldance of surtaxes, only two major chaunges neced be
made. First, it is recommended that the rate of tax on these other corporations
be reduced to 25 percent. The 50 percent rate now Imposed is entirely too high
to be readily enforceable, It represents a tax on much more than would have
been imposed if the surplus had heen distributed,

Moreover, such surplus, even after the payment of tax, s still subject to-
the surtax in the hands of the individual when ultimately distributed. Second,
the present law imposes the tax upon the entire net income; that is, the
tax is the same whether 50 percent of the net Income was distributed or
whether none of it was distributed. It is, therefore, recommended that the
tax be applied to the net income after the amount of such net income has been.
diminished by the amount of dividends paid during the taxable year,

Much more might be said in regard to corporations which are formed or
availed of for the purpose of preventing the imposition of surtaxes upon the
stockholders, Several instances have recently been developed in connection
with the investigations of the Senate Committee on Banking and Currency,
and, therefore, it 18 belleved unnecessary to go into this matter further.

Your subcommittee believes that its recommendation now made in respeet
to these compuanies is of the utmost importance; and furthermore, that it will
resuit, directly or indirectly, in increasing the annual revenue of the Govern-
ment by not less than $235,000,000.

Senator Hakrison. Mr. Chairman,

The CHAmrMaN, Senator Harrison,

Senator HarrisoN. In this connection, does that report show this.
whole section of the law with reference to personal holding com-
panies? That ought to be inserted in the record at this point, too.

Mr, VinsoN. Senator, at that time we did not have section 351,
The only section that we had to meet this problem was section 104,

Senator Harrison. That ought to be in the record.

My, Vingon, Yes, sir; and I think it is & good thing to put that
section 1n.

Under Secretary Maaiur., Yes; I think so.

The Cramman., Without objection, that will also be included in
the record.

(Sec. 104 of the Revenue Act of 1932 is as follows:)

SEC. 104, ACOUMULATION OF SBURPLUS TO EVADE SURTAXES

(a) If any corporation, however created or organized, is formed or availed
of for the purpose of preventing the imposition of the surtax upon its share-
holders through the medium of permitting its gains and profits to accumulato:
instead of belng divided or distributed, there shall be levied, collected, and
paid for ecach taxable year upon the net income of such corporation n tax
equal to 850 per centwin of the amount thereof, which shall be in addition to
the tax imposed by section 13 and shall be computed, coilected, and paid upon
the same basis and in the same manmier and subject to.the same provisions
of law, including penalties, as that tax. .

(h) The fact that any corporation {4 a mere holding or fnvestment company,
or that the gains or profits are permitted to accumulate beyond the reasonable
ndedk of the business, shall be prima facle evidence of a purpese to escape the
surtax, ' -~ o

(¢) As used {n thig secction the term “not income” means the net income:
as defined In seetlon 21, inereased by the sum of the dmount of the dividend
deduetion allowed under section 28 (p)and the amount of the interest. on
obligntions of the United States issued after Sceptember 1, 1017, which would
be snbject to tax in whole or in part in tho hgnds of an individual owner.
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() The tax imposed by this section shall not apply if all the sharcholders
of the corporation include (at the time of tling their returns) in their gross
income their entire distributive shaves, whether distributed or not, of the net
income of the corporation for such year. Any amount so lncluded in the gross
income of a shaveholder shall be treated as o dividend received.  Any subsequent
distribution made by the corporation out of the earnings or profits for such
taxable year shall, if distributed to any shavcholder who hns so included in
his gross income his distributive share, be exempt from tax in the amount of the
share =o included.

BECTION 102, S8URTAX ON CORPORATIONS IMPROPERLY ACCUMULATING SURPLUS

(The 1934 act provision is section 102 and reads as follows:)

() Imrosition or Pax.—There shall be levied, collected, and paid for each
taxable year upon the adjusted net income of every corporntion (other than
a personal holding company as deflned in seetion 351) if such corporation,
however created or organized, 8 formed or avalled of for the purpose of
preventing the imposition of the surtax upon its shareholders or the share-
holders of any other corporation, through the medium of permitiing galnx
and profits to necumulate instead of being divided or distributed, a surtax equal
to the sum of the following:

(1) 26 per centum of the nmount of the adjusted net income not in excess
of $100,000; plur

(2) 35 per centum of the amount of the adjusted net income in excess of
$100,000,

(b) PriMa FACIE Evipence—The fact that any corporation is a mere hold-
fug or investment company, or that the gains or profits arve permitted to
accumulate beyond the reasonable needs of the business, shall he prima facle
evidence of a purpose to avold surtax,

() DErINITION oF “AnJusTED NET INCOME”'—Ax used in this seetlon, the
term “adjusted net income” means the net income computed without the allow-
ance of the dividend deduction otherwise allowable, but diminished by the
amount of dividends paid during the taxable year,

(d) PAYMENT OF SURTAN ON PRO RATA RHARES.—The tax imposed by this sce-
tion =hall not apply if all the shareholders of the corporation include (at the
time of filing thelr return’) In their gross income their entive pro rata shares
whether distributed or not, of the “adjusted net income” of the corporation for
such year. Any amount g0 tncluded in the gross income of a sharcholder shall
he treated as a dividend received. Any subxequent distribution made by the
corporation ont of earnings or profits for such taxable vear shall, {f distributed
to any shareholder who has so ineluded in his gross income his pro rata share,
be exempt from tax in the mmonnt of the share so inecluded,

(0) 'TAX ON PERSONAL HOLDING COMPANIES~—I'or surtax on personnl holding
companies, xee section 351,

Under Seevetary Maainrn, T wonid like to point out this one other
thing if T may. The de Mille case was referred to yesterday, and
that, of course, was a court. decision, and as the Commissioner said,
this was a case where the Burean tried to enforce this old provision,
section 104 and took it to court. The facts were as the Commis-
sioner deseribed, and the Bureau was unsuccessful, Of course, I had
myself nothing to do with that case; but as T understand it. from the
legal department, the de M ille case is regarded as giving at least very
great. &imculty in connection with any further enforcement of sec-
tion 104,

That brings you up to your 1934,

Mr. Vinson, When that bill was originally introduced by Chair-
man Doughton, after we had had summer and fall work in 1933, and
then considerable work in 1984, section 102 dealt with personal hold-
ing companies, and I would like to have included in the record that
part of the original bill that was reported to the House, As a mat-
ter of fuct, the old 104 was numbered in that bill 103, as your 50-
percent tax,

Mr. Kext. One hundred and four.
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Mr. VinsoN. One hundred and three in the original bill. It was
suggested, and the suggestion was concurred in by the Treasur{' to
reduce the tax on the old 104 from 50 percent to 25 percent. hat
is correct, is it not?

Under Secretary Maaoirr, I believe so; yes,

Mr. Vinson, After the bill got to the Senate evidently they wanted
to keep the old 104 for the S)enalty tax, and a new section was })ut in,
section 851, which dealt with personal flolding companies, and I want
to have inserted in the record that section 351 that deals with per-
sonal holding companies,

The Cuamyan, That is in the present law?

Mvr, Vinson. No, sir; that is in the 1934 act.

(The matter reforred to is as follows:)

[Revenue bill of 1034, H. R. 7835, Feb. 12, 1034}
BECTION 102, TAX ON PERSONAL HOLDING COMPANIES

(a) TAx ON PERSONAL HOLDING COMPANY.—In addition to the tax imposed by
section 13, there shall be levied, collected, and paid, for each taxable year, upon
the undistributed adjusted net income of every personal holding company, a tax
of 35 per centum thereof, Such tax shall be computed, collected, and paid in
the same maunner and subject to the same provisions of law (including pen-
altles) as the tax imposed by section 13,

(b) DerINITIONS,—AS8 used in this sectlon—

(1) The term “personal holding company” means any corporation (other
than a hanking or insurance corporation) if—(A) at least 80 per centum of its
gross income for the taxable year is derived from rents, royalties, dividends,
interest, annuities, and (except in the case of regular dealers in stock or securl-
ties) gains from the sale of stock or securities, and (B) on the last day of the
taxable year more than 50 per centum of its voting stock is owned, directly or
indirectly, by or for not more than five individuals, Kor the purpose of this
paragraph—(C) stock owned, directly or indirectly, by a corporation, partner-
ship, estate, or trust shall he considered as being owned proportionately by its
shareholders, partuers, or benefleiarles; (D) an individual shall be considered
as owning, to the exclusion of any other individual, the atock owned, divectly or
indirectly, by his family, and this rule shall be applied in such manner as to
produce the smallest possible number of individuals owning, directly or indi-
rectly, more than 50 per centum of the voting stock:; and (E) the family of
an individual shall include only his brothers and sisters (whether by the whole
or half blood), spouse, ancestors, and linenl descendants,

(2) The term “undistributed ndjusted net income” means the adjusted net
income minus the sum of—

(A) 10 percentum of the adjusted net income; and

(B) Dividends pald during the taxable year,

(8) The term “adjusted net income” means the sum of—

‘{1\) The net income determined without regard to the provisions of this
sectlon;

(B) The amount of the dividend deduction allowed under section 23 (p);

nd

(0) The amount of interest upon obligations of the United States issued
after September 1, 1017, which would be subject to tax in whole or in part in
the hands of an individual owner;
minus the sum of—

(D) Federal income, war-profits, and excess-profits taxes paid or accrued,
but not including the tax tmposed by this section;

(B) Contributions or gifts, not otherwise allowed as a deduction, to or for
thc:.‘ use of donees described in section 23 (o) for the purposes therein specified;
an

(F) Losses from snles or exchanges of capital assets which are disallowed
as a deduction by section 117 (d),

B870—~37~~pt, 111
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[ Rovenue Aot of 1hiy)
RECVION 331, HURTAX ON PERNONAL HOLBING (OMPANIEN

() Taeoxition or van, Theve shndl e tevied, collectad, and padd, for each
taanblo yeav, upon the andisteibuted wdfusted net lwecome of every  pevsonal
holding company o suvtay equal 1o (he sum of the followtng

(1) 30 per confum of the amount theveot not I exevess of FHO00; plus

(2 40 per contum of (the amount thereof in excesn of KK,

(b)Y DiErNtriovs: As used in this title - -

(B The term “pevsonnd holding company®™ meanus any eorporation  (othey
than o vorporation exempt fvom tanation under section 104, and other than
A bank or frust company  incorporated ander the Inws of the Unlted Ntates
or of any Rtate or 'Ieerbtory, o subatantial paet of whowe basiness s the
veceipt of deposits, and other than a HEe insaranee company or sarety com-
pany ) i1 CAY at least SO per centum of (4 gross fncome tor the taisable yeay
s devived from voyalttes, adividends, fnterest, mmmultier, and exeept in the
cnse of vegular dealers i stock or seeuvitied) gatng Cram the sale of stoek
or secuvities; and (1Y at any time duving the Inst il of the taxalte year
more than M per contum i value of fte ontatanding stock s owned, divectly
or indirectly, by or for aof move than the individnis For the parpose of
determining the onwnership of stock o n personal hokding company () stock
owned, divectly or indiveetly, by a corporntion, pnvtnership, ostate, or (rast
xhnll be conefdeved as heing owned proportfonately by (e shinreholders, pavt-
ners, o heneflefnvies s (DY an ivdividual shiall be constdereld an owntug, to
the exeluston of any other idividand, the stork owned, divectly or indiveetly,
by hix famibly, and thix rule shall be applied (n such manner as to produee
the smnllest possible number of  individunts owndig diveetly or (ndiveetly,
more than W per eentum fn value of the outstanding atock : and (1) the
famdly of an dividual <hall inelude only hix brothers and sirtors (whether
hy the Whole o hnlf Blood), sponxe, ancestors, and Hneal descondants,

(2) The tovm “undistvibnged adjusted net tnecome” means the wtfusted net
feome minns the sum of

(AY 20 ‘m‘ contim of the oNeoss of the adiusted it tneome over the nmonnt
of Atvidends vecetved from personnl holding companten whioh ave allowable ax o
dednetion for (he purpozes of (he tax (mposed by keetton 13 or 204}

(Y Amonntx wred o vef astde (o vetive debtedness ineieeed prior to Jann.
AYY 1,034 10 saeh amountx ave reasanaMe with reference to the size nnd terme
of sel indehiedness: and

() Dividends patd during the taxable year,

(3 The torm “admsted not fneome™ meana the net fncome conpted with.
o n\«'\ alowanee of the dividend dednetion atherwize allowable, hut minus the
mm of -

(A Federat income, wad-profite nnd oxeoseprofitr taxes pald or peeried, g
not nelnding the tax tmposed hy (hin pection

(R Contributions ov RICER, ot otherwise allowed as a deduetton, to or for the
ure of donees doverthed I reetiore 3 (o) for the purpores thevein speetited § ad

(Y Losves from snles or exehanges of eapital assetx whieh ave dtsnltowsd an
n deduetion by geetion 117 (d4).

CHY Uhe torms weed e thin section shnll have the anme menning ns when
waed in title 1,

() ADMINIRVIATIVE PROVIRIONR.- - ALl pravistons of Taw (Inclnding penatites)
applieable n vespect of he taxes fmposed by title T of thin Act ’hiall, insofar
as not ineonsistont With (s seetfon, b applieae e rospeet of the tax e
Noased by Ihig seetion, exeopt that the provistoun of secetion 181 of that title shall
nol he applicable,

(1) PAYMENT OF RURPAX O PO RATA ARAREA- -The tax fmpoxed by this
fection ARATL ot apply £ all e shareholdees of the corporntion inelnde at the
time of Ming Mhe!r rotnens) I hele grora income thelr entire pro rata sharea,
whether dixtribmted o not, of the "adinsted net income” of the capporation for
el yoar,  Any amoant ®o elnded in the gross ineomae of a ’hinreholder shiall
be tronted asxon dvidend veeofved  Any solwequent disteibntion made by the
corparatton ot of carntngs or profits for aneh fasable yonre alnil, 1€ dlateihnted
fo any sharshalder who has so inelnded in his geoss ineomae s pro eata shnee,
he exempt feam (g in the amennt of the share &0 inelnded,

(6} TMPHOPER ACCUMYTATION 0P RURPLUR~ -For surtax on corporntions whiteh
acenmIate surplas to avold sartax on gtockholdera, see soetion 102,
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Me, Vanson. Now, Dr, Magill, that eate was o 30-percent vate on
personal holding companies where the income was less then $100,000¢

Undder Seevetary Maana, Was it not 30 and 4ot

Me, Vinson, 1was 40 above $100,000, ax T reeall,

Undor Seeretuey Maaitt, Yes,

Me. Vinson, Now, you were with us.  Wo vemetbor you (it
pleasantly, M tiest, aecovding to the printed veport of the "Preasury,
mnde subsequent (o the veport of the Hill subeonnmittee, cortnin stato.
ments were made in vegard to the old 102 and the personal holding
compuny suggestions that had been made, T would like to have
ineladed in the record the statement of the Treasury, on page 8 of
their report which they presented some time in 184 on this subject,

The Cuatesean, Without objection, that will be inservted in the
record,

('The nantter veferred to is as follows?)

{ Evom stintement of the Acting Neevetary of the Temeaiey regnrding the pretiimlnney report
ot i snbeominintes of the Sommttiee on Wayn aimd Noeaus, rolative to mothads of pre-
venling tan avoldunee and evanton, $IRE)

CH Personal holding companiex. "Chore I8 ne donbt that personal helding
compuites have feeguently been orgntred and atlitzed an o dovico to veduce the
Income txes of thely stinveholdors, Fov 18 yeaes the Inw s contntned n pro-
sinption that the tuet tht o corporation v n more holdlog campany (uad for
10 yearn the faet thiat 1 I8 an lnvestivent company ), shndl constituto peima-fuole
ovidenee of i purpose to exenpe the suetas. RBecontly this proviston of the lnw
s been more envegetienlly enforeed and coustderable rovenuoe colleeted undor
1 One prineipnt dittiealty encountered e the enforeetient of the tax han boen,
nx the jubeonunitten states, that the tax rato hoposed In the case of such cor-
poratlons i too high,  The ‘Preasury therefore concurs (n the rocommendation
that this vate be rediecd, wd that the tay be ppplisd to the Incame remadning
after an andustient for dividends aetuatly pald,

Che Depnetient s alve o necord with the goneenl plan of subjoeting the
winslisteibuted fneome of personal holdiog compantes (o a higher e of tax
than that of other corporations,  ‘Fhe Departinent doex not betleve, howevor,
that the speelite methad sggested by the subeommittee s entively dostrable,
The snbeammittes deftnes a gersonal holdbng cotpany fn explielt detalls, thereby
wnelng vory detinlte Himbtatlons upon the tax e the ease of such compiules,

lenee 18 tegal tureandty ean dvise o kind of company whileh does aot fall
within thix pavtlentar dexeribed clo, the company oscnpes this partlonlne tax,
Theve appear (o e sevoral fovms whideh auele o company wight tako and thus
excire the tay, 0w the other band the progosed provislon would seem ho-
properly to nelinde within ftu seopt eevtntn legitimntely organlest covporations,
Mneit nn eartes g fons foreisd by the enefletpriex of i extate mevely to taetiltnge
the wte and distribution of s ausots, e the opinton of the Depariment,
thevefore, the proviston tn guestion I open to the evttielan which the sidwome
nttee alldeesses (o the present reorandzation pros istons, viz, that B Is over-
speeitle togistntion, whieh uwot only complieates the vevenne law and altows wo
Renibiiity o dministention bt also facilitnten evasion,

My, Vinson, Section 831 appeared in the 1084 act, and was cone
sidored to e an improvement upon the tax laws that were then
oxisting, was it not ¢

Under Seeretary Maatta. Tthink it was a very greeat improvement,
An 1 stavted to sy o fow minutes ago, section 290 or 102, the original
provision, had been found to be comparatively ineffoctive in practics,

Section 831 was & large improvement, in that section 881 did pot
equite proof of a purpose to evade the suvtaxes, but provided that
if the company foll within the definition of ‘x\rsmm! halding conye
'mnv, then these rates wore automatienlly applicable, and the vesult
ws boon that the Treasury hag beon ablo 'to colloct the revenue under
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seetion 351 on these personal holding companies. T think it is very
doubt ful whether it could have been colleeted under seetion 102,

M. Vinson. The rates in the 1934 aet, seetion 351, were 30 and 40
pervent.  In 1935 two new brackets were ineluded, ns L veeall it
which made the rates run from 20 to 60 pereent,  Is that correct ?

Under Seeretary Magiir, 1 believe that is true. As you know, 1
was not hove then, but T think that is correet,

My, Vinson, When the 1936 Revenue Act cnme we had the undis-
tributed profits tax, 1t was recognized the corporation paid the
normal corpornte tax. Then you had your pressure rates in regard
to undistributed profits, with the capital-stock tax, and it was recog-
nized that the rates should be lowered in 351, Is not that correct ¥

Under Seeretary Macien, Mre, Kent ean answer that better than I,
beeause he was here at the time,

Mr. Vinson, Is not that correety Mr, Kent?

My, Kext, Yos: that is substantially corveet,

Mr. Vinsox. And in agreement with the ‘Trensury, those rates wero
lowered from 20 to 60 percent in the 1035 act, to rates of 8 to 48
pereent,  1s not that corveet{

Mr. Kent, It was done in conference, Mr, Vinson. T was not
present at that time, T do not know what happened,

Mr. Vaixson, Did aiybody ever hear from you or anyone else that
the lowering of those rates was objectionable ¢

My, Kexm, 1 could not say as to that, Mr. Vinson, beepuse T war
not here during the conference,

Mu. Vinson. I say, do you know of anybody that objected to the
action in conference !

Mr. Ken I have no knowledge on that fact,

Mr, Vinsox. On page 8 of Mr. Helvering's statement, T read:

1 say actual rate because our experjence proves that the statutory rates are
delnsive, and in fact merely nominal,  The rates stated in the statute ran from
S pereent to 4R pereent, Actially a preltmtuney veport oun 186 returna shows
the collection of surtax of less than 2,000,000, on personal holding company
fncome of approximately £115,000,000,

The vates veferted to there are the rates in the 1930 act.  'The ve.
turns therein referved to are 1933 returns, and the rates on the 10356
returns ran from 20 to 60 percent, Is not that corvect?

Mr, Kent. The 1935 act, however, was effoctive only as to returns
for calondar yeavs or fiscal years boginning after December 31, 1935,
Therefore, ag T understand the situation, Mr, Vinson, the 10356 vates
never actually became effective,

Mr, VinsoN, What vate was effective, thent Tt was the 30- to 40-
pereent vate that was effective, was it not, on the 1935 veturns?

Mr. Kent, It was the 1034 rates.  That is right,

Mr. Vinson, Yes: 30 and 40 percent.  In other words, the rates
then were higher as affecting the 1935 veturng than they are now,
and vet the statement would indicate that the rates that were appli-
eable to the 1935 returns were from 8 to 48 percent.

Now, the statement is made that only $2,000,000 was collected on
Rorsonal holding companies in 1035 on income of approximately
115,000,000, T ask you, Dr. Magill, if the purpose of section 351
is not to foree out dividends as income instead of keeping it in the
personal holding company, and rendering it subject to the surtax?
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Under Secretary Maainn, That is our clear understanding, yes,
sir; that. Congress had no iden of legitimatizing the personal hold)i,ng
company, but sought to put these rates on at such an amount as
would compel them to distribute their income to their stockholders.

Mr, Vinson. Can you tell us how much money has been forced out
into the hands of individual taxpayers, making it subject to surtax,
as the result of section 8517

Under Seeretary Maginn, I doubt if you could show that.

Mr. Vinson. Tt wonld be a very considerable sum?

Under Secvetary Maarmn, Oh, yes; it would be a large sum, Of
course, the other side of it is, ag you apprecinte.  The matter which
the Commissioner is going to present later in the morning is, 1 be-
lieve, that through some of these credit provisions, which still re-
main in the lnw, companies are able to retain a very large amount of
earnings,

Mr. Vinson. T have not referred to that, I am talking about your
pressure rates, Tt is a pressure ratef )

Under Secretary Maaiu, Oh, yes; there is no doubt about it.

Mr. Vinson. And do you think that it shows the picture when you
say that less than $2,000,000 has been collected in taxes because of
seetion 3512 Do you think it is fair to the Congress to say that, to
overlook the millions of dollars that you admit have been collected
in taxes due to payment of the surtax of individuals upon income
that is declnred as dividends by personal holding com{)anies?

Under Secretary Macinn, Of course, the sentence that you referred
to on page 8 of the Commissioner’s statement—

Acturlly a preliminary report on 1088 returns shows the collection of surtax
of lexs than $2,000,000 —
and so forth, I believe “surtax” as used there is intended to mean the
surtax under section 351,

Mr. Vingon, T understand that,

Under Secretary Maorn, Yes; and that consequently we are not
talking there——-

Mr. Vinson. I know, but Doctor, do not sidetrack.

Under Secretary MaoiLr, That is impossible,

Mr. Vinson. I recognize what this $2,000,000 is, This $2,000,000 is
the tax that is collected under 351, The point I am making 18, Do you
think that it is fair to Congress and to the operation of section 361 to
rest your case upon the collection of less than $2,000,000, because of
section 861, when you admit that many millions of dollars have been
oql]lecﬁm?l because of the pressure tax in section 851 paid by indi-
viduals

Under Secretary Maamr, Let me answer it in two ways. We
thought our statement was clear, but if it is not I am glad to have
the explanation which you have brought out. Now, further, so far
as the question of additional taxes, additional surtaxes being collected
from individuals due to the pressure of section 851, the Commis-
sioner, I think, is going to take that up later in this same statement,

Mr. Vinson., You will admit with me that much added revenue
has come to the Federal Trensury because of section 351%

Under Secretary MaaiL. O, there is no question about that at all,

Mr. Vinson, Many, many millions of dollars?

Under Secretary Maeirr, Certainly.
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. Senator La Forrerre. Before leaving the historical review of this
situation I would like to point out in the record that the report of
the Joint Committee on Internal Revenue Taxation submitted under
date of January 22, 1927, had a great deal to do with directing the
attention of Congress to the ineffectiveness of this scction that has
been discussed. As a result of this report in 1928, the House incor-
porated in its bill and passed a provision designed to check these
situations, and the Senate rejected it.

Mr. Vingon. And if the Senator will permit, as I recall, that report
at the time it was made, the statement was that no moneys had been
collected under section 102. DBut subsequent to that time, I think
someone from the Treasury eame up and asserted that $75,000 had
been collected under section 102,

The Cnamrman. Are you through, Senator?

Senator I.a Forixrre, Yes,

The CramrMan. We are ready for Commissioner Helvering to
proceed. You wish to {)roceod with the same understanding we had
yesterday, that you will not be interrupted in your statement?

Commissioner Herverixa. If you please; yes, sir,

STATEHEN’I: OF GUY T. HELVERING—Resumed

Commissioner HeLveriNg. Yesterday, Mr, Chairman and gentle-
men, I was discussing the effect of the personal holding company
and taking up for consideration certain cases which, at the time of
the announcement of this investigation were under consideration in
the Conference Section of the Internal Revenue Depurtment, I was
}'ust to the point of coming to those 17 cases, and I think the clerk
1a8 that statement.

The CrarmaN. Top of pa[ie 12 of your statement.

Commisgioner Hervering, I had finished page 11 and commenced
on page 12 of the statement,

r. Coorer, Mr, Chairman, this supplemental! mimeographed
statement that has been submitted to the committes this morning,
does that give the 17 cases to which you refer?

Commissioner HeLvERING, Yes, sir, That is the detail of those 17
cases, with one or two changes, I might say further to the members
of the press that there will be some slight changes in these figures as

o along,

. Mr, Coogmm. I suggest, Mr. Chairman, that he call specific atten-
tion to any changes that may occur in order that we may make some
nl(‘)tations on these mimeographed figures that we have, as well as
the press.

C(gnmissionor HerveriNg, Of those 17 cages, only 8 paid surtaxes
ander section 351, I will say that wo of them are inconsequential.
‘The remaininfq 14 paid nothing. The total net income of the 17
companies before any deductions under 851 was $4,802,824.87.

Mr. Coorer. Give that again, please.

Commissioner HeLvering, $4,862,824.87, There is a change in that

figure, amounting to a few hundred dollars.

Mr. Coorer, That is the figure that appears on your original mime-
ographed statement. : A

Commissioner HeLverira. Well, I have been advised that they got
that change and it is made oix the copy. They paid in the aggregate

under section 18, which imposes the ordinary corporate tax, only
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$18,068.07. From the entire group only $25,005.28 was collected as a
surtax under section 351. As I said, this amount was paid by only
three corporations. The total corporate taxes reported by these 17
corporations was only $43,973.35,

Those three companies that I have mentioned will be on your re-
port there, the Senior Investment Co., E. W. Scripps Co., and W. W.
Hawkins Co., the latter two being the inconsequential ones.

Senator HarrisoN. Show where those are, so that we can get some
description of them.

The Cuairman, Their place of business,

Mr. Fortas, ——

The Cramman, Give your name if you are going to testify.

Mr. Forras. I am Abe Fortas, adviser to the Treasury in this mat-
ter. The Senior Investment Corporation, Mr. Chairman, was incor-
porated in the State of Michigan. The E. W. Scripps Co. was in-
corporated in Ohio, and the W, W, Hawkins Co. was incorporated in
the State of Delaware, )

Commissioner HeLvering. The respective cities being Detroit, Cin-
cinnati, and Wilmington.

If all the income of these companies had been paid directly to
their stockholders without the intervention of an artificial holdin
company, the tax paid would certainly have been much higher. We
‘have made a computation which will serve to give the committee an
iden of the extent to which personal holding companies have been
employed as tax-avoidance instrumentalities, T'he computation
necessarily makes certain assumptions, but it is believed that these
assumptions are reasonable and that any corrections therein would
not substantially change the basic result. The first assumption is
that each company was beneficially owned by one person, It is
realized that personal hoiding companies are sometimes beneficially
-owned by a qup of individuals. But it is believed that any exag-
geration of the tax upon the owners of personal holding companies on
account of the assumption of singe ownership is more than offset by
another assumption ; namely, that the owners of the personal holding
companies had no income other than that derived from the one per-
sonal holding company listed. In many cases they had such other
income as would frequently throw their income into higher tax brack-
ets and thereby enhance the rates used in making our assumed calcula-
tions,

On the assumptions stated, which are believed to be fair and to err
in favor of conservatism, it appears that the individual owners of the
17 holding companies examined would have had to pay an aggregate
of $1,088,023 if no personal holding company had been organized.
What did the personal holding companies organized to- prevent the
incidence of this tax of $1,638,023 actunlly pay as a tax on personal
holding companies? The mere sum of $25,005, to which we should
add, to obtain the entire corporate liability, $18,008, making a total
corporate tax liability of only $43,073.

The computation of the individual tax which would have to be
paid, in the amount of $1,638,028, takes no account of the 4 percent
normal tax of the individual, Inclusion of this item would show an
even greater amount of tax avoided, on the stated assumptions. The
stockholders of every single personal holding company case under
consideration would have been subject to a substantial tax if no
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personal holding company had been utilized, and as T have said, in
only three cases was the personal holding company utilized—those
figures there are changed—subject to personal holding company
surtax.

I shall illustrate this general conclusion by reference to the indi-
vidual cases included in this analysis.

For example, the Robert P. Scripps, of Cincinnati, Ohio——

Senator HaARrisoN (interposings’. Give their location and their
business.

Commissioner Herverine. This is n personal holding company of
Robert P, Scripps Co., publisher, of Cincinnati, Ohio. They re-

orted no income tax or surtax for 1934 on a net income of
173,599.03.

We estimate, on the assumptions stated above, and after deducting
dividends paid by the company to its stockholders that an additional
surtax of $59,840 would have been paid by Mr, Scripps if the per-
sonal holding company device had not been employed.

Upon these same assumptions, we compute that m{'ment, of sur-
tax for 1934 in the amount of $449,134¢ was avoided by use of the
E. W. Scripps Co., & personal holding company of E. W. Scripps
who appears to be the son of Robert P, Scripps. The net income
of this corporation was $1,705405. This company Jmid personal
holding company surtax in the amount of $67.04, and no ordinary
corporute tax.

Senator HarrisoN. Under these two illustrations, you say that
E. W. Scripps is a son of Robert Scripps?

Commissioner Hrervering. As I understand; yes, sir,

Senator HarrisoN. What business are they engaged in—the news-
paper business?

'ommissioner HerveriNg. Yes, sir,

Senator HarrisoN. How many papers have they got and how many
organizations are they interested in, do you know? Give the com-
mittee those facts,

Commissioner Hervering, It has a large organization, several
papers in different cities of the United States, I can’t state just
now,

Senator HarrisoN. You don’t know how many papers they runf

Commissioner HerveriNg. No.

Senator HarrisoN. But they are interested in various corporations
engaged in publishing newspapers?

mmissioner HrLveriNGg, Yes, sir.

Senator HarrisoN, And these personal holding companies get the
profit from these various corporations that ordinarily pay a dividend
tax, and in this way they only paid $67.04; is that right?

Commissioner HeLverING. (;’n an incoms of one-million-seven-hun-
dred-and-five-thousand-and-odd dollars?

Senator LA ForLere. May I ask a questio,, Mr, Chairman?

The CHAIRMAN. Senator La Follette.

Senator La Forrerre, If these companies paid no tax in 1934, they
must have had losses, didn’t they ?

Commissioner HerLveriNa, Mr, Fortas could answer that.

Mr, Forras, Mr. Senator, I think the Commissioner will come to
that in just a moment. Just for the purpose of the record at this

oint, I may state the statute allows certain deductions which the
ommissioner will explain in detail, and those deductions, together
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with certain other aspects of the operation of section 351, are, so far
as we can ascertain, responsible for the tax return and puyment
reflected in the Conunissioner’s statement,

Senator La Forrerte, Well, but if losses were a substantial fuctor
in creating this situation, we could not assume that they would
always have logses, and in order to give us a more complete picture
of this situation, could not the Bureau furnish information as to
what happened in 1935 or 1936 ¢

Mr. Forras. That might be done. I can’t tell you offhand whether
itl is possible or not, on the basis of the information presently avail-
uble,

1f I might explain in a little more detail in response to that ques-
tion, there are three principal types of deductions that the Com-
missioner is coming to in a moment in his statement. Those three
principal types of deductions do not necessarily represent losses in
the sense that you and I understand it in connection with the o{wh
ation of a business. They may represent a number of things which
the Commissioner will explain in a moment,

Senator La Fornerre. My reason for asking for the situation of
these companies in 1935, and particularly in 1936, is that in 1936,
as you know, the undistributed profits tax would apply, and therefore
in ovder to get a picture of the situation as it exists today it would
be very important, if possible, for the committee to know what hap-
pened with these particular companies in 1935 and 1936, to see how
the existing law, with all of its provisions, was working.

Mr. Vinson. Will the gentleman yield to me?

Senator La Forrerre. Yes, sir,

Mr. VinsoN, And it would be well to view what has been done in
prior years before there was a section 351 that put the tax on per-
sonal holding companies,

Under Secretary Magirr, As indicated, Mr. Chairman, we are
perfectly willing to give you any information which we have or can
make available to you. If the committee wants this for past years,
or for 1985 and lﬁg , we will, of course, be glad to make it available
as rapidly as we can assemble it.

Mr. Vinson. Mr. Commissioner, now, of course, the corporations
paid the normal corporate tax; that is correct, isn’t it?

Commissioner Hervening, Yes,

_ Mr, Vinson, In other words, it was 15 percent at that time. Now.
in regard to the B, W, Scripps Co. I note that dividends were pai(i
totalm{; $850,000, and, of course, that money in the hands of the
individual paid the usual income tax, including surtaxes?

Commissioner Hernvering, On their personal returns,

Mr, Vinson., On their personal returns?

Mr. HerveriNg, Yes,

My, VinsoNn. And, of course, that snme thing applies to the Robert
P, Seripps Co. and all of the rest of them?

Commissioner HeLveriNg, Yes; all distributions,

Mr, Vinson. Where dividends were declared ?

Commissioner Hernvering, Yes,

My, Vinson. The individual on his personal returns paid tax on
that; tgn?ut, is, in addition to the corporate tax that they paid of 18
percen

Comgnissionor HeLveriNg, Yes; the rate at that time being 1334
percent,

My, VinsoN, I guess that is right; it is 1085,
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' Commissioner HeLvering. The next company, the Food Industries;
Thc., of Philadelphia, Pa., a personal holding company owned by
E . Dietrich, showed a net income for 1934:in the amount of
$293,274. This corporation paid no ordindry corporate tax and no
personal holding-company surtax. On the assumption stated above,
the owner of this company avoided lpuyment of sutax in-the amount
of $60,000 by use of this personal holding company. . -

_This same sort of situation appears-in the remaining 14 cases .
included in this analysis. I submit to the committee for admission in
evidence, if the committee so desires, a table showing in detail the
facts with resgect to the 17 cases described above, This table is iden-
tified as “Table I—Analysis of 17 personal holding-company re-
turns,” That is the table which you have there,

" The CramMaN. Without objection, the table will be inserted in the
record. You want it inserted at this point in your remarks?

Commissioner HeLveriNG. Yes; insert the table. - ,

(The table referred to, identified as “Table I—Analysis of returng
for 1934 filed by 17 personal holding companies”, was made a part of
the record and is appended hereto.) /

TABLE L.—Analysis of rcturne for 1934 filed by 17 personal holdlna companies*

Additional
surtax that
would have
been pald if

'ersonal 0 personal .
Nty | cormorate| commmny | Divt. | HOLCIE R
o n; ny,
Name Principal owner | instments | tax pald, g .";ﬂg’. dedotiog
under seo. 351 sec. 13 | pald, sec.| . dividends
381 | ¢ . |peld.(assume
only one
stookholder
and no other
{ncome)
Robert P. Sesipps Co.....| R o p} riP.| $173,60.08| Nome| None| $45,000 $0,840
E. W. Sctipps C0...,.....| E. W.Beripps...| 1,708,405.12 |  None , 9
Kovik nvu%nonu, tied.: :l;?é;c ?glx- ' ?Eifms? None None 382 “6:%
Thoe Tenn0ss0e Co..........| W. W, Hawkins.| 06,025.00 [ None| No Non
iee Derkey Corpirailon. | Pelar Herkey....| 111 020.00 | wia 0 None| None g
13'5'3 3nlnduml Cor- !lg?r isa Sum- 142,238,.00 | 9,008,46 |  None | 45,220 43, 000
Consolldated Publishers. .| Paul Blook...... 1,100, 278, None .
Falk Investment Co..... . ger&nnw.nlk. ! gg:aug 2,854‘.’ gggg 113’6,2 szi':%
food Industries, Inc......| D. W. Dietrich..| 293, 274,00 None Noj 179, 046 000
:egég; (I,ll;vuunenz Cor- | ¥.J, Fisher......| 203,426, 52 | 4,731.00 {25, 887, 00 None 100, 960
Terrace Finan Oleme \ ,
m. 00 Corpora~ Lmin‘:"(dg- 80, 280, 04 None None | 10,000 22,000
gv’l(e ) hud '
Marlon Finance Co.......| Estatéof Georgo |  85,625.00 | None | None| None 20,%00
Adason Tob, .1 0. Louls Al \ )
. Adnsor 'obaceo Corpora: O!.Mi)'. 1&'&?’5 $7,773.00 | 115,00 None | 20,250 - 26,600
‘ ahnl‘. l&-‘w.
Melion, 1 B
P«zx’w& Tobacco Corpara. | O. Louls Allen, |  192,600,00 |.eueee.nc.] None | None 70, 585
! " ghall, A, \g '
Maellon, R, B,
Metlon, . '
<] %oto‘ssrag aaz;?L?Javol L. E. 8moot....| 174,387.10 | None,| . None None 60,900
W, W. Hawkins Com W, W. Hawkins.| - 184 483, None 10 2| 850 36,000
! 0 .
Altew Co, Lid..... ({34} A.8. Brown....|{ FHI01 Nohe| None e |} 2080
' ' 4,802, 824. 87|18, 068, 07 {25, 905, 28 |1, M0, 600 1,638,033

t Return of Altew Co., Ltd,, for 1033 ia included, as indigated in, tha table, ...

S




TAX EVASION AND AVOIDANCE 167

Senator HarrisoN. What is this Adason Tobacco Corporatlon and
Penn Tobacco Corporation? Where are they located? .

Mr. Forras. The Adason Tobacco Corporation has .its: address at
420 Lexington Avenue, New York City; and the :Pénn Tobat:co
Corporation—is that the one you are interested inf -

Senator HagrisoN. Yes; for the present.

Mr, Forras, Has its address at Greenwich, Conn.. Both of these are
Delaware corporations,

Senator HarrisoN. Who are the principal stockholders? .

. Mr, Forras, The principal. stockholders of the Adason Tobacco
Co. are C, Louis Allen, who is identified as a manufacturer of to-
gacﬁg products; C. D. Marshall, a steel manufacturer and brldge
uilder,

Senator HARRISON. What is hlﬂ address? Is it stated there? :

Mpr. Fortas. I have ln psicirensi ey -

rry, I don’t have that. “Qe third principal
owner is A. ,f--v"‘ ellon, Ny

Senator Hy

Mr, Forpps. Pi

The Cugirman. Is sury ¢

Mr, Foi . 8. Mellon,
who, I yhderstan } ted in

Senagor Hmmsos. Are ;i i i - both th
and th§ Penn Tobacco Cqrg oo

Mr., §orTas. i : ever, that yhe per-

3 :; o d¥v1duals seems to fliffer ‘n
po; %plon and the Benn To-

 of owne 4
connecifon with the Adady

HARRISON, . ."". ' !
Mr, Féras. All'¥ight, sir,

Corporatiyp, Mr, Allen owpe 4t e of gfid no pre-
erred. Mars all oy e gofimon andg8,750 shares
of referre& Mr. A, W i \# common and

1, shures 0 referred and Mr, . o
ceased, owned a 126 shares of common and J#800 shares of pre-
ferred

Now, with respect t%"th ahn. Tohaeed” orporation the owner-
ship is as follows: This corporation has no preferrec‘ stock out-
standing. The ownership of the common is as follows: Mr, Allen
66,247 shares; Mr, Marshall, 19,004 shares; Mr. A. W, Mellon, 964’i
shares; and the estate of Mr, R. B, Mellon, also 9,647 shares,

Sei\{ator 'H.umsox«t. When were these corporatxons organized; do
you know

Mr., Forras, This table shows that the Penn Tobacco Cor omtion
was organized April 2, 1930, The Adason Tobacco Corporation was
organized April 6, 1981, approximately a year. after the organization
of the Penn Corporation,

Senator Warsi, What wero «the assets of these holding compa-
nies—what securities? ‘

Mr, Forras. I am sorry, sir, but we don’t have those figures, They
are not shown on the returns, as I understand,
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Senator WawLsu. Is there any connection between the use of the
word “tobacco” and the title of these corporations?

Mr. Forras. That is quite possible, sir; I don’t know.

Senator WavLsa, Apparently in a holding company for the stocks
and bonds of other companies?

Mr. Fortas. I think that is true, as we shall show later.

Senator Warsn. These were holding companies, without the profits
being distributed ?

Mr. Forras, That frequently happens; yes, sir.

. %I". VI?NSON. ‘What was the nature of the income received by these
oldings .

Commissioner HeLveriNg. Mostly dividends and stocks and bonds.

Mr. Vinson. Were any of them engaged in industrial activities?

Commissioner HerveriNg, Once in awhile you will find one.

Mr. Vinson, I am speaking of these.

Commisisoner Hrrvering, I don’t think so, not a one of them,
were they{

Mr, Forras. No, sir; so far as our investigation shows, no one of
these was engaged in industrial activity. It may be that if a more
complete investigation were made we would find that perhaps one of
them was so engaged ; but to the best of our present information and
to the best of my belief, they were not so engaged. I might say, Mr.
Chairman, we are going to describe in great detail later on the assets
and the nature of the receipts and the income of certain typical per-
sonal holding companies, and at that time I think many of these
questions will be answered in detail. :

Mr. Vinson. It makes a lot of difference as to whether the income
is derived purely from dividends and royalties and income of that
character. Some of the holding companies have an industrial ac-
tivity hooked on to the personanocketbook proposition.

Mr, Forras, That is quite possible, sir. That is not the typical
picture, I should say.

Mr. Vinson. Now, the intercorporate dividend tax does not come
into this picture, does it?

Mr., Forras, No, sir,

Mr. Vinson. Because that tax, a tax of 114 percent, the tax on
intercorporate dividends, was not put upon the books until the
1935 act ?

Mr, Forras, Yes, sir,

Mr. Vinson, Now, any dividends that were received by any of
these companies, or any other personal holding companies, since
the enactment of the 1935 Revenue Act, of course, would be subject
to that rate, , .

Mr. Coorer, Mr. Chairman, just one point further with respect

" to this Adason Tobacco Corporation and the Penn Tobhaceo Corpo-

ration, in order to try to be as clear as possible on it. I understood
you to say that both of those were purely holding companies?

Commissioner HeLvERING, Yes, .

Mu, Forras. So far as we know, that is correct. .

Mr, Coorer. And not engaged in any industrial production or
activity ¢ )

Mur. Forras, That is correct, sir,
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Mr. Coorer. Well, now, do you have any information to show why
they use the word “tobacco” In the name of this holding company?
Why was it called the Adason Tobacco Corporation and the Penn
Tobacco Corporation if they had nothing to do with tobacco?

Mr. Forras. I don’t know, sir. I can repeat Senator Walsh’s sug-
gestion. He suggested that perhaps they held a large amount of the
securities of tobacco companies, and I submit that merely as a fairly
reasonable guess.

My, Coorer. But there is nothing in the record that you have
examined to indicate that either of these companies were engaged
in any phase of the tobacco business?

Mr, Forras. That is correct. Now, if you would permit me, I
would like to make a further search on that question and report back
to the committee at its next session.

Mz, Coorer, Well, of course, it is reasonable to assume that a cor-
Eomtion carryin{; the name “Penn Tobacco Co.” is engaged in some

ind of tobacco business? Is not that a reasonable assumption?

Mr. Forras. That is the way it would strike me, sir.

Mr. Coorer. Your records indicate that it was In no sense engaged
in the tobacco business?

Mr. Forras. Subject to check; that is correct.

My, Coorer. All right,

The CuAairMAN. Do you have anything further, Senator Walsh ¢

Senator WarsH. No, Mr. Chairman,

The CuarmaN, You may proceed, Mr, Commissioner.,

Commissioner HeLvERiNG. These cases concern the following per-
sonal holding companies, in addition to those already given:

The Tennessee Co., owned by W. W. Hawkins, Cleveland, Ohio,
who subseribed to all the capital stock of this company on its incor-
gomtion. More than 50 percent of its stock appears to be held by

ames Hammond, publisher and editor, during the last half of 1934,
and continuously since.

I will just read these other names of these cases, Mr, Chairman,
that will be explained later, and again repeating that these cases are
the 17 cases that happened to be in the Bureau,

Senator HarrisoN. What did you say was the address of this man
Hawkins?

Commissioner HeLveriNa. Cleveland, Ohio,

iSm‘)la?tm' HarrigoN, And Mr, James Hammond, whom you men-
tione

Commissioner HeLveriNa, James Hammond had 50 percent and
more than 50 percent of the stock. ~

Senator HarrisoN. What was his address?

Commissioner Hervering., I do not have that, unless it is at Cleve-
land. T do not know,

The Cyramman. Could you supply it for the record ?

Commissioner Henvering, I think we can find it from the records.

f’I"};w Cuarrman, Please do that if you can, so we can keep abreast
of it.

Mr. VinsoN. Mr, Commissioner, is it your purpose to give us tke
break-«own on the deduction ¢

Commissioner HELVERING, Yes; we expect to bring that all in.
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Mzr. Vinson. It would seem to me that would give us a real picture
of the problems that we have to confront.

Commissioner HewveriNg, I have some illustrations further on,
Now, Mr. Chairman, if I may, I will just read these other 13 or 14
companies that I have not mentioned ‘specifically that were in this
group examined :

a 'll‘lhe Laurence Industrial Corporation, owned by Solon E. Summer-
eld.

Mr, Coorer. Mr. Chairman?

The Cuamman. Mr. Cooper,

Mr. Coorer. I suggest you give the address as you give the name,
S0 we can try to locate them,

Mvr. Forras. That is Jersey City, N. J.

Commissioner Herverina, Laurence Industrial Corporation, owned
by Solon E. Summerfield, Jersey City, N, J.

Consolidated Publishers, owned by Paul Block, New York City,

IFalk Investment Co., owned by Herman J, Falk, Milwaukee, Wis,
MS(}\nior Investment Corporation, owned by I, J. Fisher, Detroit,

ich,

Terrace Finance Corporation, owned by Clement C. Smith, de-
ceased, and his wife; that is at Milwaukee.

Marion Iinance Corporation, owned by the estate of George P.
Miller, Milwaukes.

Adason Tobacco Corporation, owned by C. Louis Allen, C. D.
Marshall, A. W. Mellon, and R. B, Mellon—the one that was just
under discussion—New York City.

Penn Tobacco Corporation, owned by the same persons, Green-
wich, Conn.

W. W. Hawkins Co., the one I mentioned above, owned by YW, W.
Hawkins, That is New York City.

Mr. Cooper. Mr. Chairman,

The Caairman, Mr. Cooper,

Mr. Coorer. I did not catch it if you mentioned Smoot Sand &
Gravel Co,, of Canada, Ltd.

Commissioner HeLveriNg, Oh, that is the next one here.

Mr. Coorer, Oh, you are not through? I thought you had fin-
ished the list.

Commissioner HerLveriNGg, No,

Mr. Coorer, Go ahead.

Commissioner HErLvERING. Smoot Sand & Gravel Co. of Canada,
Litd, owned by L, E. Smoot, living in Toronto, Canada,

Altew Co., Ltd., apparently owned by A. S, Brown, who appears
to be president of the company. This is a Newfoundland corpora-
tion, its address being shown on the return as Paris, France.

* The Kovik Investment Co—
F Mr. (‘ébom-:n. So far ns you know, is that where Brown lives, Paris,
rance

Commissioner HerveriNg, I do not know, Mr, Congressman.

Kovik Investments, Ltd.,, owned_by Charles Melbourne Higgins,
The address of this corporation is Montreal, Canada.

That, Mr. Chairman, completes the list of the 17 cases that wo had
under consideration,
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Mr. Vixson, What about Peter Berkey Corporation? Did you
mention it?

My, Forras, I think, Mr. Vinson, that the Commissioner has that
in the record. It was owned by Peter Berkey, and the address of
the corporation is Chicago, 111,

My, Crowrner, Mr. Chairman,

The Cuamman, Mr. Crowther,

Mr. Crowrner, May 1 ask if the Commissioner knows whether
W. W, Hawkins is the identical person that has the Tennessee Co.,
W. W, Hawkins?

Mr. Fomras., It appears, Mr, Crowther, that the stock of the
Tennessee Co. was originally taken down by W. W, ITawking’ Co,,
the personal holding company which is owned by W, W. Hawkins,
Subsequently and apparently beginning in the last part of 1934
about half of the stock of tKe Tennessee Co. was acquired by Mr,
James Hammond,

My, Crowrnsr,. Who is Mr. James Hammond ?

Mr, Forras. T understand that he is a publisher and editor.

Mr, Crowrner, Then they are functioning as two se{)urute holding
companies now, are they, the Tennessee Co. and the W, W,
Hawkins Co.?

Mr, Forras. They are two separate holding companies; yes, sir,
The Commissioner will later comment upon the situation existing
when one individual or one group owns several holding companies.

Commissioner HerveriNa, As I said earlier, we shall hercafter
present to the committee other individual cases in which the per-
sonal holding company has been used to avoid taxes, We shall limit
our presentation at the moment to the cases upon which we have
been able, in the time at our disposal and with the sources of infor-
mation at our immediate command in Washington, to collect the
facts, I cannot too strongly emphasize to the committee the problem
of the Bureau in connection with the assembly of returns in respect
of investigation of personal-holding corporations, It is necessary
to interconnect individual and corporate returns which, while_re-
lated in terms of beneficial ownership of income, contain no data
on their face leading to immediate determination of such heneficial
ownership, Individual and personal holding returns are often filed
in widely separated collection districts, and it is a prolonged under-
taking to obtain the information necessary for present purposes. The
proper assembly and connection of these returns is a major admin-
1strative project and the difficulties we have exporienced to date in
this task suggest imperatively that some changes in the statute should
be made to facilitate the work of the Bureau in this respect, I shall
comment further upon these difficulties in a few moments,

Senator HarrisoN, As I nnderstand, Commissioner Helvering, you
are giving us these facts without trying to impute fraud on the part
of any og these individuals in organizing them, or a purpose to do
anything illegal?

ommissioner HeLveriNG, No; I do not understand that that is
true in any of these cases.
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Senator Harrison. Legally they have a perfect right to do_it,
but you are stating these facts with a view to the committee doing
something legislatively that might cure this situation. Is that right?

Commuissioner HeLvering, That is right.

Mr. Cooper. Mr, Chairman.

The CHarrman. Mr. Cooper.

Mr, Coorer, It is my understanding, Mr. Commissioner, as you
proceed with your statement you are going to elaborate further
on these 17 companies.

Commissioner HerveriNg, No; not on the 17 companies, but on
thoi device and the effect of the deductions under the present section
351,

Mr. Coorer. T understood the gentlemen at your right [Mr. Fortas]

, to state time after time that further information would be given on

certain points that have been raised here.

Commissioner Hervering. That is true, but I thought you asked
the question if I was intending to do that in this statement.

Mr. Coorer. Oh, I see.

Com:nissioner HeLvering., I am not in this statement,

Mr. Coorer. But you are going to give it for the record?

Commissioner HerLveriNg. Yes. I think we have the record of
all those cases,

Mr. Coorer. And I think it would be helpful if you could in that
connection give a little more definite identification of these various
individuals mentioned.

Commissioner HeLvering. I think that can be done.

Mr. Coorrr. All right.

Commissioner HeLvering, In fact, I know it can he done.

I now wish to show the committee, in a general way, how the va-
rious deductions provisions of section 851 have been used to avoid
taxes, and to describe in more detail how these provisions are used
for that purpose. Other witnesses before the committee will dis-
cuss the individual case histories which will show in more detail
just how the various possibilities of the (Emrsonal holding company
lmve been used, in highly ingenious and complex ways, to avoid
axes,

Mr, Vinson. Mr, Chairman,

The Cuamrman, Mr, Vinson?

My, Vinson, Before section 861 ever came on the statute books, you
had personal holding companies?

Commissioner HerLveriNG, Surely,

Mr, Vinson. And they were avoiding much more tax than they
are now? In other words, you had no surtax, you had no added
rate upon personal holding companies until section 851 was written
into the law, except that which is referred to in section 102, which
was admitted by all to be ineffectivet

Under Secretary Maertr, That is true, I think if the committeo
please, if the Commissioner can go along without interruption and
finish the balance of the statement, you will get the general picture
much better,

Mr. VinsoN. Mr. Magill, this statement here said that under sec-
tion 851 these evasions were happening. That statement is correct,
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and certainly I am wholeheartedly cooperating with the Bureau and
the Treasury to prevent that, But the fact yet remains that those
things were going on in larger degree, many more millions of dollars
were not subject to taxation, before dongress wrote section 351,

Under Secretary MaciLL. That is quite true. I think we could per-
haps summarize 1t this way, if you agree that we both did the best
we could in 1934 to correct a situation that was bad, The situation
at present is undoubtedly better than it was in 1934,

The Cuammman, It is not satisfactory yet.

Under Secretary MaciLr, We still hope to improve it further.
That is the purpose of this.

My, Crowrner, Will the gentleman yield ?

Mr. Vinson. Certainly.

Mr. CrowrHer, I would like to ask the gentleman from Kentucky
if he does not think this is the fuct: That there was never a real,
earnest, sincere effort made to enforce section 102, and that it became
practically a dead issue?

Mz, Vinson. It was dead; and they said to us that it could not be
enforced,

My, CrowrnEr. Yes; that was the information, as I remember it,
that it could not be enforced.

Mr. VinsoN, In other words, the penalty of 50 percent was stated
to us to be such a burden, and the facts necessary to be shown in court,
so_hard of proof, that section 102 was practically a nullity.

Under Secretary MaairL, Yes,

Mvr, Crowrnier, If the gentleman will permit me, I should like to
say that, as I remember it, the statement was made that it was so
difficult to determine what was a reasonable withholding and what
was a reasonable amount,

Under Secretary MacrLr, Dr, Crowther, if you will refer back to
what we went over yesterday to that de Mille case, which is the most
recent case dealing with the operation of section 102, you will see
exactly the situation that the Bureau was in in trying to enforce that
provision, It just does not work.

Mvr. Crowrnier, Well, we he]‘Ped you with 8511

Under Secretary Madini. You certainly did. The situation is
much better. You unquestionably stopped a great deal of the leak-
age of revenue; and what we are here for now is to see if we can
stop the rest.

Mr. Crowrnrr, In fact, some of these cases we have got here arose
when 851 was not in existence, did they not ?

Under Secretary MAGILy. As to some that the Commissioner has
presented; yes. So far as this table of 17 companies is concerned,
as I understand it, they are concerned with the first yenr of the
operation of section 851, )

Commissioner HeLveriNg, Mr, Chairman, we have analyzed 1,300
returns filed under the 1936 act, representing various districts in the
country. These returns were selected purely at random, They are
returns which happened to be readily available in the Washington
office at the beginning of our investigation, They represent a por-
tion of 4,516 returns by personal holding companies which were on
file at that time,

670—37-—pt, 1o-—12
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Of these 1,300 cases, 278 claimed the 20-percent deduction allowed
in section 351 (b) (2) (A); 46 claimed deductions for eapital losses
allowed in section 851 (b) (3) (C) over and above those allowed
to individuals; and 56 claimed deductions on account of a “reason-
able” retirement of debt incurred before January 1, 1934, as al-
lowed in section 351 (b) (2) (B). '

The comparatively small number claiming deductions under each
of these items, peculiar to personal holding companies, again shows
that the personal-holding-company device has heen most effectively
used by comparatively few persons, but these few persons are among
those best able to bear a substantial pavt of the tax burden. They
appear to be persons whose total income, including that of their
personal holding companies, is in the highest brackets. Here again
we see that by taking assets out of their personal boxes and trans-
ferring them to an “incorporated pocketbook”, certain lavrge, wealthy
taxpayers have avoided paying their full share of taxes,

This is apparent from the amount of the deductions claimed on
each of the returns, On the 278 returns claiming the 20-percent
exemption, this deduction was taken in the aggregate amount of
$4.878.471. The tax reduction attributable to these deductions was
$920,831, TIf the income of these ers«mul holding companies had
been paid directly to the individuals who owned them, no such de-
duction wonld be allowed.

Because of this deduction alone, the individual owners of the 278
companies saved 62.90 percent of the personal holding surtax which
their specially created corporations wounld otherwise have to pay.
The Government, by the same token, lost $920,831. If an analysis
of the entire 4,510 returns filed under the 1936 nct to April 80, 1937,
produced comparable results, it would show at least §3,000,000 of
aggregate savings to individuals who were willing and able to
form personal holding comanes.

The 56 companies, included in the 1,300 returns analyzed, which
claimed credit for debt retirement, claimed deduction in the amount
of $5,600,444, The tax reduction attributable to the deductions
amounted to $982.907, :

These personal holding companies, if they had not taken this credit,
would have had to increase their tax pnyments 313.84 percent’over the
tax actually reported under section 361, The individual owners of
these companies, therefore, saved 313,84 percent of the tax paid by
their personal holding companies under section 351 by claiming de-
ductions for moneys paid in retirement of their debts, Without ques-
tion, us we shall hereafter show, some of these debts were owed to
the stockholders themselves. The result was that payment of taxes
was avoided by paying or setting aside monoy to pay themselves,

An individual without a personal holding company cannot reduceo
his taxable income on account of payments in rotirement of debts
to himself.

If a survey of the entire group of 4,516 personal holding-company
returns produced a result comparable to the analysis of the 1,300
returns, it would show that the debt-retirement provision permits
an anual avoidance of personal-holding surtax in the amount of at
least $8,250,000,
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Perhaps the most striking results appear with respect to deduc-
tions allowed to personal holding companies for capital losses in
excess of the amount allowed to individuals, The 46 companies
claiming deductions on this account, listed capital losses in the sum
of $11,251,5635.60, The tax reduction obtained was $725,509.07, or
704.36 percent of the tax which they paid under section 351, In
other words, if the owners of these personal holding companies had
not availed themselves of this deduction, they would have had to
pay a tax over 700 percent larger than the tax actually paid under
section 851,

Myr. Vinson. What did that amount to?

Commissioner HerveriNg, $4,700,000 plus,

This dedunction for capital losses is not availabla to individuals.
They can deduct their capital losses only to $2,000, unless they are
offset by capital gaing, Assuming that the capital losses listed by
the 46 companies were sustained on sales or exchanges involving a
real change of ownership, it is reasonable to suppose that the indi-
viduals who created and owned the personal holding companies tak-
ing the losses otherwise not deductible, avoided payment of a
substantial amount in taxes,

However, some of these capital losses were undoubtedly a mere
shift from one pocket to another. In other words, they represented
transfer, as Mr, Magill Fointed out, between two companies owned
by the same or associated people, or between a personal holding com-
pany and an individual. In these cases, the tax avoided was even

reater in amount. The personal holding company is here clearly
eing used indefensibly as a tax-avoiding mechanism,

If a survey of the total group of 4,516 returns showed results com-
parable to the analysis of the 1,300 returns, it would reveal that the
payment of tax in the amount of $2,500,000 has been avoided by the
use of the provisions allowing the deduction of capital losses to
personal holding companies,

In order to summarize this information for the committee, lot ma
say that the use of the personal holding company by these individ.
uals, together with resort to the three types of deductions allowed
under section 351 resulted in a saving in the tax that would otherwise
have been paid by these personal holding companies in the amount of
$2,638,307, 'This figure is the amount of tax saved by claiming the
three deductions mentioned, by the 1,300 personal holding companies
gpecifically analyzed. We estimate that an analf'sis of the larger
group of 4,516 personal holding companies would show a similar
tax reduction, because of resort to these three provisions, in the
amount of $9,287,000, However, neither the actual figure given for
the 1,300 cases, nor the estimate for the 4,616 cases represents the tota)
loss vesulting from use of these deductions by all personal holding
companies which will come under the provisions of the 1936 act,
An indeterminate number of holding companies have not yet filed
returns and therefore are not included within the group of 4.516
mentioned above,

T would like at this time, Mr. Chairman, to have distributed some
tables to be used in connection with the next few statements,

The CuairmaN, Do you wish this table inserted in the record at
this point, Mr. Commissioner?
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Commissioner HeLveriNg., T want it to go into the record where it
will fit best. in this statement, and I think that is a little further over,
but I thought in tulking about this you might want to compare it
with the table.

The Cuamrman. All right.

Commissioner Hervering, These figures also do not take account
of the increased savings to the few wealthy individuals who have
created holding companies and used them in the manner indicated,
resulting in a decrease in their individual surtax rates. If the in-
come received by these personal holding companies had been paid
directly to their individual owners, these individuals would, as a
result of receiving this income, have found themselves in a higher
grivtax bracket for individual returns. As a matter of fact, the aggre-
gate figures given above are without doubt just a fraction of the
amount of tax avoided within the period covered by use of the per-
sonal holding companies and reliance on the deductions permitted
such companies; by the same token they represent just a small frac-
tion of the revenue which has been diverted from the Government by
reason of this device,

The table marked “Exhibit A” shows a break-down and detail for
the 46 corporations which claimed a deduction for capital losses over
and above that allowed to individuals. It gives the name of the com-
pany, its adjusted net income—that is, its net income less deductions
and credits under the act, including deductions for capital losses and
its tax liability under section 851 and the rate. It also shows the
deductions taken under the capital losses provision of section 851, and
the tax and rate which would have prevailed had these capital losses
not been deducted.

Exhibit B shows comparable data respecting credits for debt retire-
ment which I have discussed.

Exhibit C shows comparable material for 50 of the 278 companies
which have claimed deductions under the 20-percent provision. Only
50 of these cases are shown because of the mechanical difficulty of
working out in time for presentation to the committee the data for
the entire group. These 50 cases include, however, some of the largest
instances of use of this provision in the group of 278,

Exhibit D is a composite of the information shown on exhibits A,
B, and C with respect to 80 cases. These 80 cases were selected at
random from the group shown on the other exhibits. They happened
to be readily available at the time the composite table was made,
This table, exhibit D, clearly shows that some of the personal holding
companies did not content themselves with resort to only one of the
deduction provisions of section 851. A good many utilized the 20-
percent credit provision and the capital loss provision, some of them
utilized these two provisions as well as the debt retirement provision.

This table shows the adjusted net income of each of the companies,
together with such deductions as they took under the three provisions
described above and also deductions for dividends paid to their stock-
holders, It also shows what the tax would have heen if deductions
under the provision permitting 20 percent credit, credit for retire-
ment. of indebtedness and for capital loss, had not been taken, The
table further shows the tax rate which was actually applied and the
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{;)ax ratedwhich would have been applied had these deductions not
een used,

Now, if it is the desire to the committee, I would like to offer these
tables in evidence, if the committee sees fit.

The CuamrmMaN, How is that?

Commissioner Hervering. I would like to offer these four tables
at this time,

Th?l CuammaN, Without objection, they will be inserted in the
record,

(The four tables headed “Personal holdiny; companies”, and
marked, respectively, exhibits A, B, C, and D; were thereupon re-
ceived and they are as follows:)



Prrsonal Houpine CoMPANIES

Exuisrr A—Slatistics with respect lo repeal of sec. 351 (b) {8) (C)—Losses from sales or exchanges of capital assels which are disallowed as a

uction by sec. 117 {(d)

Adjusted net . Sec. 351 tax | 56 3510aX | aroyimum | Maximum

Name of corporation me, line |Lossesdisallowed | oy oo | afterelili- | sprpay rate | surtax rate

7, NH by sec. 117 () m“lnogs su: @} gsreported | asrevised
Baltic Securities Corporation (New Jersey) $10,996. 34 149. 49 $1,383,47 $13, 356. 99 18 18
Claytona Co., Ltd. (New Jersey) 12,396.86 137,010.70 1, 585.15 23,267.28 18 28
Beech Corporation (New Jersey) 757,174.17 000. 27,107.02 32,706.92 2 28
Jernlyn Securities Corporation (New Jersey) 48,125.03 1,094.90 290. 00 5,447.08 18 18
Tml\ew EmnCorpommn (New Jersey). 28,970.98 8, 255.88 3,971.82 5,160.76 18 18
C«orpomtxon ew Jersey) 9, 287.87 90,011. 58 1,137.45 14,009.20 18 18
Orchard rpommn(\ wJe& ) 10, 148.80 34,450.31 1,261.43 6, 222. 22 18 18
Phillips Investinent Co. (24 New Yark) , 441. 55 330, 749. 94 0 45,122.81 ] 2
Curtiss western (2d New York) 1,912, 093.49 1,986, 086. 13 0 12, 956. 56 (1] 18
‘The (3d New York). - 104, 562. 60 21,492.50 4,057.01 7,151.93 18 18
Bradley Estates, Inc. (3d New York)- 17,284.61 2,426.2 2,288.99 2,478.33 18 18
Habalu Corporstion (3d New York) 11, 165.82 1,896.95 687.88 961. 04 18 18
!nvestments.lp&(adxew‘l 690. L,73203 3,967.41 4, 056.82 18 18
The Dorr Cyanide Machinery d New York) 2,497.82 3,861.76 249.61 7N7.9 18 18
Stanton Investment Corporation e, 1,245.58 75, 165. 47 79.72 4, 893. 51 8 18
Simpson Investment Co. (Wzsh 385,073.98 885.91 34,056. 57 34,929.39 23 2
Staple cts, Ltd. (Maryland) 20, 788. 10 319, 154. 40 3,541.86 56, 544.85 18 28
Nemours Corporation (Delaware). 1486, 306. 55 682, 3,021.2¢ 55, 143. 06 18 28
Semars Cor i 'Ware, 17,113.98 31,895.21 2,264.41 6,857.32 13 18
‘The Corporation (Delaware). 710.02 12,452.89 45.14 1, 695. 40 8 18
ir Corp jon (Del ). , S35. 24 83,947.72 7,005.07 19,812.18 18 28
ppi Corporation (Dek ) 37,017.75 237, 179, 0 11, 261. 16 0 18
‘The Still Pond Co. (Delaware) (141, 533. 41) 155,852 14 [ 1,704.78 0 18
{ (121, 943. 05) 600, 958. 70 0 123,924.48 0 28
Col. H. A. Du Pont Co. (Delaware).._—-. (1,892.28) 7, 139. 50 0 555.64 [+ 8
Elton Investment Co. (2, 609.95) 49,874.27 0 3,005.98 (1] 18
Hudson Co. (Del e) (53,085.77) 130, 902. 45 0 11,004.10 0 18
Bros. Del ) JU (556, 516. 48, 764. 00 0 1,677. 50 [1] 18
Delta Fi . {Del e) (71, 140.21) 110, 518. 14 0 5,47C.36 0 18
‘The Bydale Co. (Dehm) (1,664, 245.84) 1, 683, 966. 0 2,816.98 0 18
Chesapeake Securities Corporation (Del 3 (38, 719. 26) 138, 245.97 [} 14, 131.78 1} 18
Shuttlewick Investment Co. (Delaware) (89, 237.41) 113, 265. 54 0 3,260. 14 [1] 18
ssmlotCo. (l ) 345.34 033. [1] 2,872. 44 [} 18
Corporation 1 )- 92,366. 62 67,154.40 0 7,549.90 [ 18
Prudence Co. of Delaware, Inc. (Deiswm)- 7,257.07 12,659. 49 0 507.91 0 18
Maunrsinis Corporation (D (261.39) 12,153.81 0 1,512.52 0 18
Claymom Investment Co. {Delaware] (522, 864. 41) 484 .88 ] 4,641 2 0 18
riggs Commercial & Developmant Co. (Delaware) ), 083. 1, 181, 034.96 0 239, 276. 10 0 38
L. C. H. Investment Co. (Georgis; 72,575.54 04, 939. 10 0 8,755.72 0 18
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Berchris Corporation (Gtah) (202.83) 14,934.43 0 1,921.30 0 18
‘Trustees of the Smith Securities Co. (Washi ) (21,330. 76) 42, 853. 62 0 2,899. 24 0 18
The Phillips Properties Iuc. (1, 558, 928. 23) 1,652, 531 21 0 11, 856. 76 0 18
Lane Investmnent Co. (Florids) (1,676. 84) 13.525.08 1] 1, 506. 14 [ 18
Bo‘ﬂand Co. (Florida) (159, 260, 63) 183, 395.65 (1] 3,%4.18 0 18
lnvastmtho.(Maxne (20, 644. 98) 46, 295.38 0 4,257.00 0 18
Timberlands Co. (Del ) 185, 256. 58 49,432.08 0 5.284.78 0 18
. 611,258.27 |  11,25,535.60 | 103,001.28 | 825,510.35 |
Additional tax if sec. 117(d) losses were eliminated, $725,509.07.

on.—'l‘he above-listed data have been taken from 46 original personal holding company returns, Form 1120H, which returns have been selected from almost every district of
the country. ‘The foregoing 46 corporations claimed the credit for capital losses out of 3 group of 1,300 taxsble and xmnzsxable returns recently examined for this feature.
1,483

‘Total taxable 1120H’s filed in all districts from Jan. 1 to Apr. 30, 1937.
‘Total nontaxable 1120H’s filed in all districts from Jan. 1 to Apr. 30, 1937. 3,033
4,516

‘Total of all 1120H"s filed in all districts from Jan. 1 to Apr. 30, 1937,
results in additional tax of $725,500.07, an additional tax of approximately $2,500,000 would be produced by a

1t appears reasonable to conclude that if the 1,300 returns examined
sarvey of the!.ﬁlereunnsmed to Apr.30,1837. Or,stated otherwise, if sec. 351 (b) (3) (C) of the Revenue Act of 1936 were repealed additionz! revenue would be produced

complete
in the amount of
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B.—Statistics with respect lo repeal of the credit for debt retiremert as provided under sec. 851(b) (2) (B) of the Revenue Act of 1936

Amount
Adjosted | usedorset | ce. 35 Sec. 351 tax N
ry 1tax {45500 Maximom | Maximum
Name of corporation %gtemw?. g ﬁggb&m"’tm liability as hammﬂmg surtax rate as/surtax rate 88
1120H item 12, veported | “copumng- | reported revised
form 1120H
jon. $271,459 $150, 000 1] $16, 980 0 18
Roy W. Howazd Co. 501,904 251,136 0 41,675 0 2
The New Yerk Sun, Inc 198,842 300, 000 ] 1,587 [\] 18
The W. W. Hawkins Co.. 252, 100,857 0 15,807 0 18
Corporation. 11,166 4,000 1,408 18 18
Senjor Investiment Corporstion 708, 458 8,10 151,485 154, 563 33 38
M-K, Inc 49,546 8,965 3,161 4,775 18 18
‘Warren Investment Co 18,712 600 226 108 18 18
Investment Co. 64,837 11,000 7,157 9,137 18 18
vestment Co 38,895 30,000 89 5,401 8 18
‘The Robert P. Scripps Co. 268, 885 101,247 5,875 27,598 18 28
‘The U. W. Scripps Co. 2,511,920 820, 561 51,017 338,618 28 48
8 i Equipment Co. 1,408,935 1,000, 000 25,401 380, 831 28 48
Midlapd Investment Ce 705,832 38, 500 63,219 73,999 28 28
S Sm ome) e om® R R
Delaware Realty & Investment Co 7,764,041 513,844 ) I 0 0
Co 5,831 8,000 0 460 0 18
Hanap Securities i 76,152 2,402 (1} 32 1] 18
Crossett 28,385 5,000 0 0 0 0
Indianapolis Water Works Securities Co. 13,770 20,000 0 1,782 0 18
‘The Pierce Co. 14, 608 82, 500 0 2,429 0 18
Elelfrel Co. 415,238 225,000 0 2,139 0 28
Third i 55, 683 44,577 0 7,824 0 18
United States 128,205 58,033 0 6,574 0 18
Central West Securities Co. 23,696 23,696 [ 4,085 1] 18
The Acmaro Securiti 472,179 120, 000 0 23,400 1] 28
ational Industrial & inc. 31,937 29,085 0 4,415 [1} 18
Keefer Coal Co. of Hlinois 34,577 81,600 ] 0 0 []
Investments, Inc. 10,197 862 0 69 0 8
The Houghton Co.... 223,834 200, 000 0 45, 800 0 p-]
Co. 5,360, 461 320, 000 0 5,968 [\ 18
Strithfield Secnrities Corporation 458,611 100, 000 1} [ 0 0
el ol o a0 23 8 o § 3
Longyear Realty Corporstion_.. 318,250 57,667 0 0 0 0
‘Woodruf-Owen Co. 1,369 1,458 0 88 0 8
Co. 14,473 17,897 0 2,354 [} 18
D. R. Fisher Co. 9,814 3,000 0 <3 0 8
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Tuwe O .W. Fisher Co. 99,338 35, 000 0 2,683 [ 18
Q. D. Fisher Investment Co. 2,49 | 11,000 [ 827 (1] 18
‘The Scripps Newspapers, Inc. 52,461 44,755 0 1,819 (13 18
The Thomas L. Sidleo Co. 72,987 51,804 0 7,988 [ 18
Burton ties Co. 176,687 125,000 0 464 ] 18
Arthur J. Collins Estate, Inc 65,933 63, 156 [} 11,468 1] 18
C. C. Clark, Inc $8,204 30,000 0 1,714 0 18
Milton, Mann & Moreton, Inc 4,369 3, 500 (1] 170 0 8
mO.B.Goddntdlnvestnmtf‘n 72,066 15, 500 0 2,271 0 18
Ero Mercantile Co. 83, 049 20, 000 [ 2,552 0 18
14,836 14,361 0 1,937 0 18
Franklin Co 16,527 5,000 0 158 [1] 8
New Yark & London Management Co., Ltd. (Delaware) 937 1,000 0 60 [1] 8
Chegss Corporation 9, 903 3,000 0 285 0 8
‘Belleair Securities Corporation 23,618 38, 666 ] 3,201 [ 18
Total. . . 23,949, 691 5,606, 444 313,212 1,296,179
Incresse in tax due to elimination of credit for debt retirement, $982,987.
Norz—The above listed data have been taken from 56 original nal holding company returns, form 1120H, which returns have been selected from almost every district of
the country. ‘The foregoing 56 corparations claimed the credit for del retirement out of a group of 1,300 taxsble and and nontaxable returns recently examined for this feature.
Total taxsble 1120H"s filed in all districts from Jan. 1 to Apr. 30, 1837. 1,483
Mmmbklmﬂsmadmaudistrmanmlml,toApr.w,lm 3,033
Total of all 112034°s fled in all districts from Jaa 1 to Apr. 30, 1937 4,516

nappmrasoubhtomdndoﬁmumelmremrmenmd in additional tax of $982,967, an additional tax of approximately $3,250,000 would be produced by a
empletawmm yamaégummm filed to Apr. 30, 1937, Orsmdotherw&,ﬂsee.ssz(b)(z)(B)o{theRevenmActotlmwereappealedaddmomlrevennewouldbepro-
amount
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Exmerr C.—Stalistics wiih respect {o repeal of the 20-percent exempiion as provided under sec. 351 (B) (2) {A) of the Revenue Act of 1936 00-3
= [ V]
= Maximum
. - Sec. 351 tax
X .ga_dm:ted 20 percent Qf | Sec.351tax | liability Maximum smeutua(t;gck-
Name of corporation. item 7 of item 1 liability as | eliminating |surtax brack- eliminating
form 1120 H 351 (b) (2) (A) reported 20-percent |et as reported m-pereenf
provision provision
jon._ . 459 $54,292 0 $117 0 8
Baltic Securities Corporation 10,996 2,199 $1,383 1,779 $18 18
Co., 397 2,479 1,585 2,031 18 LT
Corporati 757,174 143,935 27,107 67,627 2 2
F. A. Emerick & Co., Inc 21, 205 0 21 [} 18 ;
Associates, Ine. £32, 710 166, 542 40,701 88,332 3 b3
Jaxon Cor jon 118,367 14, 45 18,183 18 2y
Jayar Securities Corporation 454,024 90, 805 11, 179 32,367 18 8 3
jes Corporati 48,125 9, 625 5, 7.023 18 TN
Kentocky Associates, Inc 187, 590 37,518 5213 11,966 18 18 P
Corporation 239,333 47,867 43,411 56, 813 28 2% e
New Castle Corp - 2,499,778 210,310 400,323 38 8 O
The New Eastern Cor ion 28 971 5,794 3,972 5,015 18 18 2
The New Oskmont Corporaiion 542,373 108, 475 33,412 63,785 28 28
1931 Carporation. ... 9,288 1,858 1,137 1,472 18 18 >
N Exploration Corporation 130, 524 0 26,345 26,345 28 28 Z
Corporation 10, 149 2, 1,261 1,627 18 18 )
Orman Corpora 225,399 43,250 5,947 0 18
Rene on 97,660 19, 532 13,863 . 17,379 18 38 >
jes, Inc. 166, 757 33,351 27,153 18,852 28 28 <
‘The Transit Corporation. 216,937 43,387 204 50,532 23 s O
‘The U: Telegram Co. 496, 008 99, 100,905 128, 683 28 28 E
W erchandise Corporation 79,617 15,923 11,265 14,131 18 18 >
‘The Roy W. Howard Co. 1, 094 3,066 0 12,558 0 18 >
3 Inc 17,285 3,457 2,289 2,911 18 18 g
The Park Corporati 104, 562 20,921 4,057 7.821 18 18 Q
Ruppert Molding Corporation 379,031 75, 806 9,381 25,369 18 23 &
izing Corporation 160,343 32,069 2,547 3,319 18 18
Inwood 99, 348 19,870 6,906 10, 483 18 18
Green Estate, Inc 431,826 $6, 365 0 5,529 0 18
J. Berwind, Inc 340,417 25,712 0 1,082 0 18
Tobacco and Allied Stocks, Inc. 7730 29, 547 0 0 0 0
ities Corporation 244, 48,971 ] 39 1] 8
The New York Sun, Ine. 198,842 39,768 0 0 0 0
Chenery Corp 65,156 0 6,987 0 18 0
Phillips Investment Co 89, 442 17,883 0 2,400 [1} 18
Thorne, Leomis & Co., Ioe. 1,067,249 155,250 0 0 0 0
Jandon Corp ion 2,319 [} 26 [}] 8
Dismond Shoe Corporatios 697, 512 139, 502 0 9,780 [1] 18
‘The Griswold Corpomn 35,078 7,016 1} 3 [1] 18
Rogers Trading Corporation 15,469 3,004 1] n [] 8




Avi Securities Corporation of New England .- 118, 187 23,637 16,819 22,862 18 2

The oW, T rins Gy on of New Bogland - 252245 53019 3,650 o 18

it Co., Inc. 127,930 25,586 0. .. B Y. SR, 18

‘Tooele Corp 149, 208 29,842 | .. ___. 3 T 18

The T 214,310 42,862 , 806 49, 807 Pl P

Y TR i A T T B

i : S

Driggs Corporeti 35,198 1L640 | o 1,636 oo 18

Loriner Investment Co. 55,237 1,648 (. L6643 | e 18
Total._. 13, 8§75 2,422 159 705,019 1,192,714
Immmdmmelkninaﬁmdwmtmmm s, ‘ mé?s

228 taxable corporations located in all parts of the 4 12, 281, 560 2,456,312 703,104 1,215,240 O] (O]

25, 360, 435 4,878,471 1,478,123 2,407,954

Grand total
Total increase in taz due to elimination of 20 percent exemption, $929,831 |

2 Various.
2 Average of 18 percent.

NoOTE.—The shove-listed data have been taken from 278 original personal holding company returns, form 1120H, which returns have been selected from almost every district
of the country. The foregoing 278 corporations represent the taxable returns exammedwmdxdzsdosedacredxtformempementexempmn. Many of the nontaxable returns also
claimed credit for this 20 percent exemption.

Total taxable 1120H"s filed in all districts from Jan. 1 to Apr. 30, 1937. 1,483
‘Totel nontaxable 1120H’s filed in all districts from Jan. 1 to Apr. 30, 1937 3,033

Total of e 11205’s filed in all districts from Jan. 1 to Apr. 30, 1937___ 4,516

1t appears reasoasble to concinde that if the 1,300 returns examined results in additional tax of $529,831, an additional tax of approximately $3,487,000 would be produced by a com-
plegesurwyd&ulmmm 10 Apr. 30, 1937. Or, stated otherwise, if sec. 351 {b) (2) (A) of the Revenue Act of 1936 were repesled additional revenue would be Pproduced
in the amount
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D —Statistics with respect lo the 20-percent credit provided for under sec. 351 (b) (2) (A); credit debt retirement as provided
sec. 351 (b) (2) (B); and zec. 351 (B) (8) (C) whick provides fort{w deduction of losses)from aa)lesormjl’:’;nges o; c;pual assa:ls dzsallowzg

by sec. 117 (d) of the Revenue Act of 1938

Amount Taxre- | Maximum sur-
1936 8d- usedor | Vg diotioated o pag |t bracket
20-percent | setaside T o | Dividends ndl Taxre |ORTI®
3 Justed net exchange o+ | adjusted uandistri-
Name of corporation income | CTedit m_ of capital | Paid credit | oy’ inoome |  Ported m%md Re- |Recom-
assets net mIISE!uEmd e ported | puted
(¢} @ @) @ ® ©) @ ® ©®) ao)

1 | The Acmaro Securities Corporation (Delaware)....._...] $472,179 $76,920 $120, 000 $2:8, 000 $196, 179 $44,730 o 23
2 | Baltin Securities Corpotation (New Jasey)...........-- 10,996 2,199 $83, 149 94, 145 $1,383 16,746 18
3 | Belleair Securities (Delaware)_____________ 23,618 4,724 39,666 98, 327 121,945 23,945 {oceueeae 3
4 | Briggs Commercial & ] Co. (Michigan).... 29,083 5,817 1,179,716 180,000 ! 1,028,793 333,621 48
S Bmmmm(mm_- ———— 176, 688 35,338 125, 000 137, 685 39,003 6,821 fooo .. 18
8 | Central West Securitiss Co. (Delaware). 2,685 4,739 3,006 23, 696 4,065 18
7 ation (Delawsre). 9,903 1,91 3,000 5, 180 4,723 650 18
8 | Cherokes 3 Corporation (Delaware) . 38,9817 7,783 9,034 22,100 16,817 §-coeeeees 2,827 Joeeeeeee 18
9 | Chesapeake Securities Corporation (Delaware)____._____ (38, 719), 138,246 - e 99,527 |ncmennneae 17,715 18
10 | Claymont In Co. (Delaware). oo oo e .| (522,884) 562, 645 39,781 6, 960 18
i} CWCO.(M ). 5,360, 461 997,092 370, 000 4,335,000 | 1,025,461 §.... _...._. 332,021 48
3 Securities Corporation (Delsware)........... 92,367 18,473 66,211 84,562 74,016 13,123 | .. 18
13 | Dayton Investment Co. 38, 885 7,709 30. 000 38,895 89 6,801 8 18
14 | Delsware Realty & Investment Co. (Delaware)..._.._| 7,784,041 337,828 513,844 7,746,000 8,041 1, 2447 18
15 { Col. H. A. DuPont Co. (Delaware) ... _.____________ (1,892) 7,140 5,247 745 Joeeeeaae 18
16 0 (Delaware) 14, 2,967 14,361 14,836 2,470 18
17 11,114 225, 000 2,915 207, 200 210,953 {ocueecane 43,867 |oeee.... 28
18 49,874 22,264 3,807 18
19 4,295 18, 800 2,673 281 18
2 963 3,000 6,814 3,000 340 18
2 35,202 11, 000 15,459 11,000 1,780 i8
2 13,867 35,000 63, 450 35,886 6,258 18
= 3,306 5,000 10,961 11,280 18, 208 18
3 o213 - g — 83,948 | 1,206,000 465,483 28
b3 886,365 000 31,828 18
2 2,233 4,000 1,897 13,063 18
b 2,039 862 7.296 2,901 18
3 15,230 2402 | o 58,520 17,632 | . 18
2 33,019 100,857 |- emmeaaeee- 130,000 122,245 fomooee . 28
30 1686, 542 484,380 348,330 40,701 28
3t { The ton Co. (Delaware) 44,767 200, 000 200, 000 23, 834 18
%2 { The Roy W. Howard Co. (C-New York). .. __._____ 501, 904 73,066 251,136 180, 000 321,904 23
33 | Hudson Co. (Delaware) (53,096) 130, 902 77,807 18
34 | Inwood Corporation (New York). 99,348 19, 870 40, 000 59,348 6,906 18
35 | Jaxon Corporation (New Jersey) 118,367 BB e ematoeee—eed 15,000 | 103,367 14,145 F-]

¥81
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arith ation (New Jersey)oooemeee--- 48,125 9,625 1,085 8, 000 41,220 18
Joyar Securities Cerporation {(New Jerse; 454,024 90,805 300, 000 154,021 11,174 ﬁ
New Jersey) - .
Lorimer Investment Co., Inc. (1 New York)_ ... 18
M-K, Inc. {Michigan) 18
Marquette Corporation (New Jersey)_ ... .. .. 2
Midland Investment Co. (Delgware) 113, 513 2
Mount Hebron Cor it (1 New York).. 5, g
New Castle jon {(New Jersey). .. ... 421,513 48
The ¥m C(’ ior C\}'{_w Jersey) 5 g
The New Oakmont Corporation (New Jerser)._

The New \mi:&m. Ine. (2 New Yor&) . .- ..___| 198842} 39.768} 300,000 {._._......] M1} OB} 18
1931 Corporation (New Jersey) 18
Orchard Ca'pouﬁon {5 New Jmey) ................ 10, 149 34,450 1,261 18
Ormond 225,399 195, 250 30,149 {o oo 13
The Park Corporation (New York 104, 563 21,493 60, 000 66, 056 4,057 18
Tlﬂ%hgsm Co. {2 New Ya-k) ........ — 89, 70 75,000 345,192 2
The Properties, Ine. (District of Columbia) 83,603 18
. Sties 481 Joooe] 38 8
Ipe. 7,916 §eeeeaaeaes 1, 225 18
479,015 123,924 28
101,580 |- 18,242 28
97, 660 13,863 17,379 18 1L
151,450 117 32,209 8 3
120,031 9,381 25,929 18 3
o Cobe i pay  m| ge) mod
‘The Thomass L. Sidlo Co. (180hi6) o oo 45,487 foecmeaee o 7, 988 18
Springs Mills, Inc. (D} 167,943 4,804 36,824 18 28
Standard Indostries (New JESey) . - oo ooeeeoeeeeeaeee 166,757 33,35 168, 757 27,153 36,492 28 28

smndatd Railway Equipment Co. (Delaware corpora- .
tion) (Dek ) iy 1,408,935 281,787 | 1,000,000 408, 25,401 475,195 p-3 38
Stanton Investment Carparstion (Delaware) __ ... __._. 1,248 SR 75, 165 76,411 80 13, 554 8 18
Staple Products, Ltd. (Maryland) 20,788 2319, 154 , 942 3,542 84,984 18 28
The Still Pond Co. (Delawsre) (141, 553) 155,802 14,338 2,381 18
The Transit (New Jersey). .o 23, 43,387 218, 937 38,304 50, 542 28 28
‘Trubeniring Processing {New York)_._____ 160,38 32,069 113,012 47,331 2, 547 8, 320 18 18
The United Telegram Co. (New Jerser). .- 496, 008 99,202 496, 100, 906 128, 682 28 28
Western Merchandise Corparation (New Jersey). ... 79, 15,923 79,617 11,265 14,131 18 18
Worth Bros. Corporation (Detaware) ...} (556,546 570,765 14,508 §ccomoconaan 2,411 18
Beech Cu'puanon 757,174 143,935 25,000 480, 000 302,174 27,107 74,409 28 23
Bradiey Estates, Inc. (N ew York) 3, oo 2,426 {ooee e 19,711 2,289 3,348 18 18
Edward J. Berwind, Inc. {2 New York). 2,719 335, 4,842 672 e 18
Clmuycawm(zhewak)--._ 25,231 39,925 6,987 6, 987 18 18
Curtiss Soathwestern Corporation {2 N 1,986,086 73,093 12,957 focemanne 18

4,333,216 | 3,847,686 | 8,779,118 | 20,802,125 | 12,746,565 735,775 | 3,366,114

Additions] surtax if the above-mentioned provisions of
sec. 351 were eliminated, $2,630,339.
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186 TAX EVASION AND AVOIDANCE

Commissioner HeLvering, We have attempted to obtain the names
of the owners of the companies shown on exhibits A, B, C, and D.
Because of mechanical difliculties beyond our control, which I here-
tofore described, we have thus far been unable to obtain the names
of owners of all theso corporations. I have here, however, a list of
such of the personal holding companies shown on these exhibits, to-

ether with their owners, as we have been able to obtain them, I
ave table no. II, which is a small table that I would like to give to
the committee at this time,

My, Coorer. I ask that it be put in the record.

The Cuairman, Without oLjection, it will be inserted in the
record,

Mr. Coorer. That is table no, I1,

The Crrairyan. Yes,

(Table II is as follows:)

TABLE IL~Principal owners of some of the personal holding companics shown
on Exhibits A, B, C, and D

Principal owners DPergonal holding companies
Thomns W, Lamont. e Beech Corporation,
Mrs, I, O, Lamonte e eeeo e cacena Rockland Corporation,
Isntbel WHYS oo Claytona Co., Ltd.

Alfred P, Sloan, Jr-. ~. Newcastle Corporation (one-half),

Mrs, Irene Jackson Sloan.ecene--. Marquette Corporation, Rene Corporation,
Jaxon Corporation, Neweastle Corpora-
tlon (one-half),

Charles Hayden (deceased) ... ... United Telegram Co., Northern Exploration
Corporation,

Jeremiah MilbanK - ocooomnaaa . The Transit Covporation,

Roy W, Howard and wifeaa ... The Roy W. Howard Co.

W. S, Paley e cmec e - The Park Corporation.

Jaeob Ruppertecaemccaccccaeaaan. Ruppert Holding Corporation,

W, L, BUttODacm e e, Burton Sceurities Co,

Mr. and Mrs. W, W, Hawkins___... W, W, Hawkins Co,

Huarry A, Hatry o e Habalu Trading Corporation,

Frod FISNer c o e e s Senior Investment Corporation,

Wm, A, Kente et e MeIS, Ine,

O, D FI8Ne e, 0. D, Fisher Investment Co.

D R SO e D, R, Fisher Co,

O, W, IMRNO e The O, W, Fisher Co,

Geo. Dy Dayton e e e Dayton Investment o,

Rohert P, SerIpPSa e e e, The Robert P, Seripps Co,

K. W, Sevlppsc.a-.

wwe The B, W, Scripps Co,
Robert Nixon....

. Mldland Investment Co,

Plerre du Pont..-.. <. Delnaware Realty & Investment Co.
Herbert 0, e cc e Hannan Sccurities Corporation,

F, V. du Pontececnmam ———— Elalfred Co,

W, Dewart and wifeacacmmaana. The New York Sun, Ine.

R, W, Woodtuflan e cmmn e The Acmaro Securitles Corporation,

Allsa Mellon BruCeeecemeaawasaas The Coalesced Co,

W, R, GOl m e e o Cherokee Seccurities Corporation,

T, L, SIAleCa e m o «. The Thomas 1, 8idlee Co.

Charles B, Merpilloaeenocaoo ——— Daltle Securlties Corporatien,

Bdumind C, Lyncheecaacrmecncaan Jernlyn  Sceuritles  Covporation, Orchard

C'orporation, Staples Products, Ltd,, West-
orn Merchandise Corporation.

Paulinn du Ponte e scmcmmnan Nemours Corporation,
Mrs, Ethel II, du Ponto.ocec.-. ~-- The 8till Pond Co,

W, Qu Pont ROSS. e cmmannnn . Renappi Corporation,
Plerre du Pont and J, J. Raskob.... Regent Corporatfon,
H, F. (it POt cnmmmsmman Col, H, . du Pont Co,

R, O 0 PolMtacncemmmnmmmmcaaann . Blton Investment Co., Ine,
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Valentine 1. Maey, v, Hudson Co,

E.H Wortho . Worth Bros. Corporation.

Virginta Camphell .. Chesapeake Securities Corporation,
John W, Grove.__. _. -~ Prudence Co, of Delaware, Inc.

Duncan Philllps oo The Phillips Properties, Inc.

Commissioner Herverina, If the committee examines table IT, it
will note that in some cases one person is the principal beneficial
owner of a number of the )m'sonuf)hulding companies shown there-
on, As I previously stute(*, sometimes this ownership and use, for
tax reduction, of multiple personal holding companies reaches huge
proportions. Some individuals do not confine their ownership to one
personal holding company but employ a multiplicity of companies
undoubtedly to reduce the surtax applicable to a consolidation of
assets in a single personal holding company.

Mr. Coorer. Mr. Chairman.

The Cramman, Mr_ Cooper.

Mr. Coorer. If you will permit me to interrupt you there, Mr.
Commisisoner, on this table IT just presented to the committee, I
notice that on the left is shown the principal owner, and on the
right the personal holding companies, Am I correct in assuming
that the personal holdin com\mnies listed on the right of the table
are the companies owneg by the individuals listed on the left?

Commissioner Hervering, That is right,

Mr. Coorer. The first two names appear to be Thomas W, Lamont
and Murs, K, C. Lamont. Avre they related in any way?

My, Forras, If 1 may answer that, Mr, Cooper, Mrs, ¥, C. Lamont
appears to be the wife of Mr, Thomas W, Lamont,

Ir. Coorer, Then Thomas W, Lamont is the owner of the Beech
Corporation, which is a personal holding company, and his wife,
Mrs. F. C. Lamont, is the owner of the personal holding company
}mde?r the name of Rockland Corporation. That is correct, then,
i it

Mr. Forras, That is correct, sir,

My, Cooprr. Do you happen to know whether any of these other
people listed on the left of the table as principal owners are related
to any of these other people here, shown as principal owners?

Mvr, Forras. I may call your attention, Mr. Cooper, to the names
of Alfred P. Sloan, Jr., and Mrs, Irene Jackson Sloan, appearing on
the first page of table II,

Mr. Coorer. All right,

Mr. Forras, I understand that Mrs. Trene Jackson Sloan is the
wife of Alfred P, Sloan, Jr. Now, you will notice opposite those
two names the names of four personal holding companies, The
Neweastle Corporation appears at the beginning and at the end of
that list of four companies; but as a matter of fact, the stock of all
these four separate personal holding companies is owned by Alfred
P ?Iotan, Jr,, and Mrs. Irene Jackson Sloan, in various proportions,
in_fact.

My, Coorer, And she is his wife! '

Mr, Forras, That is correct, sir.  Now, yon will notice that Mr,
Roy W, Howard and wife are listed as owning the Roy W. Howard
Co. I have no information as to the relationship, if any, between the
various Fishers that are shown at the bottom of page 1.
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Now, if you will look on page 2, Mr, Cooper, you will see “Robert
P. Seripps” and “E. W. Scripps”, and we have already commented
upon the velationship of those two persons,

Mr. Coorrr. E, W. Scripps is the son of Robert P. Seripps?

Mr., Forras. So it appears.

Mr. Coorer. As you stated awhile ago?

My. Forras. That is correct; yes, sir. It may be, Mr, Cooper—I
am informed that Mr. Robert P. Scripps is a son of E. W, Scripps.
1 am sorry I can’t give you precise information on that point.

Mvr. Coorer. Your information is it is daddy and boy, or the other
way around ¢

Mr. Forras. That scems to be perfectly clear. You will notice
several du Ponts on table IT, and again I can’t personally at this time
rive you exact information as to their relationship. I am advised,
1owever, that they are members of the same family.

You will also notice on that table Charles E. Merrill and Edmund
C. Lynch. I am advised that Mr, Merrill and Mvr., Lynch are part-
ners in the investment banking business, the investment banking
firm now being in liquidation, I think that covers my present in-
formation on these names, in response to your question,

Senator Harrison. Would it be possible for you to give in the
record their business addresses in this table no, IT?

Mr, Forras., Yes, Senator; I have that information here in respect
to a number of these companies. I think it would save the time of
the committee if I were permitted to insert in good form in the rce-
ord a list containing that information. It would take a good deal
of time for me to search that out and read it to the committee now,
. Commissioner HrrveriNg, As I say, this procedure serves to divide
income among personal holding companies and permits escape from
the higher personal holding company surtax brackets. Another pur-
pose is served in that a multiplicity of personal holding companies
gives flexibility in the matter of the sale or exchange of assets without
effecting any actual beneficinl change of ownership. Further tax
avoidance over and above that resulting from the use of these incor-
porated pocketbooks and the deduction provisions thereby results
from the pyramiding of the pockethooks. We shall hereafter show,
in specific cases, the result of the use of this device. '

“Pitnesses who will appear before this committee after me, if it
meets with the committee’s wishes, will explain in detail the many
and various ways by which these possibilities of escaping tnxation are
used by some of our taxpuyers,

In conclusion, I want to say, as an officer of the Bureaun whose duties
are primarily administrative, I wish to emphasize the administrative
problem created by the use of corporations to avoid taxes. This

- method of tax avoidance shades by imPerceptible degrees from the

use of companies having a substantial separate existence to mere
shams, Courts have great difficulty in drawing the line at any par-
ticular point’.,Plausible arguments can be made by so-called tax ex-
perts, who ¢fufvince taxpayers that they have a sure method of saving
them moneyiin almost any case.

Therefore even the most transparent schome has in it the danger
of litigation, Many taxpayers think that they always have at least
o fighting chance in a lawsuit, It must be apparent that the Depart-
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ment’s tax collections cannot be conducted effectively under constant
litigation. Devices of the sorts described and to be described before
this committee are spreading very rapidly under present tax-avoid-
ance publicity conditions.

The atmosphere in which such schemes grow so rapidly is well
illustrated by a recent statement appearing in the press in which
Mr. J. P. Morgan is reported to have said, “If the Government
doesn’t know enongh to collect its taxes, a man is a fool to pay them.”
That attitude is fairly general. It stimulates both corporations and
individuals to distribute circular letters, advertising their skill in
enabling individuals to avoid taxes.

There is now much literature on tax avoidance and an increasin
number of concerns who are developing it into what may be termec
(oi rnc]ket. Later in the hearing we expect to develop this in some

etail,

I am asking now, Dr. Crowther, that the “47 ways to save taxes”
be put on your table as an illustration of one of those methods con-
stantly being used by certain so-cnlled experts to provoke our trouble
still further,

The Vice CHamrMaN. Do you want to distribute that?

Commissioner HerveriNg, Yes,

The Vice Cuamrman, All right; go ahead. )

Senator HarrisoN, You have cited the names so that the gentle-
men wl%o are interested in publishing them may have them, Is that
correct

Commissioner HerveriNg, In the 17,

Senator HarrisoN, Yes; and this list, table IT,

Mr. VinsoN. The 17 cases were not taken from random. The 17
were o211 the Commissioner’s desk at the time of the President’s mes.
sage.

fr. Forras, That is correct and, Senator, if I may recall some-
thing that the Commissioner said with respect to the 1,300 cases from
which those names were selected-——

Mr. Coorer (interposing). Is that the names on table IT?

Mr. Forras, Yes, sir; on table II, and among those 1,300 cases
which show deductions they are reflected on tables A, B, C, and D,
The list of names that you have on table II is a list of the names of
the owners of such of those corporations as the Bureau could identify.
The 1,300 cases were selected purely at random as a fairly substan-
tinlly large list, and we believe representative sample of the 4,516
returns on file at that time. I don’ think we can emphasize too
much to the committee the fact that this is purely a random selection,
and that no particular individuals have been singled out here—purely
a random selection,

Senator La Forrerte. Mr. Chairman.

Senator Harrison. Senator La Follette.

Senator LA Forrerre. Moy I ask whether the Bureau, in the
Eorepnration for these hearings, has gone over the testimony given

fore the Finance Committee in executive session in 1936 to ascer-
tain whether there were not some cases given there that might have
been examined? Can someone answer that question? :

d Under Secretary Magir, I am just informed that that was not
one, . .
570~~37—pt, 1~—13
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Senator La ForLrerrz, Might it not be productive c¢f some very
interesting information$

Under Secretary MaciLt., I think it is an excellent suggestion.
We will do it,

Senator La Forrerre. 1 presume, Mr. Chairman, that those hear-
ings having been taken in executive session and the information on
income-tax returns having been revealed and the secrecy ban never
having bren removed, that I am not in position to quote from them;
but I'w d like to direct the attention of the Bureau to some of
the cases which they presented to us in arguing in behaif of the
undistributed profits tax, and one of the most startling examples,
more startling than any that have been presented here, is not in the
information %urnished the committee today, and I would like to
request that those hearings in executive session before the Finance
Committee be gone over by the Burean, and I think some interesting
examples will be found there which might be very helpful to the
commniittee,

Under Secretary Maoir. We will do that as soon as we can.

Senator HarrisoN. Without objection, that will be done,

Mr. Orrenant, To be sure that we exactly understand the Sena-
tor's request, do I understand the Senator is requesting us to pre-
sent all the infornmtion we have on all the cases we have mentioned
in those hearings?

Senator LA ForLerre. The ones we are just now dealing with ave
lmrsmml holding companies, and I think this might be a considerable
ine of information on some of the other topics; but right now I am
directing my request to the personal holding company featuve,

Mr, Onipant. I intende(& to limit my request to the Senator in
that same way. Does the Senator request the Department to supply
the committee with all the information it has on the personal holding
companies covered in that hearing?

Senator Lia FoLrerre. I doj and I would also like to suggest to the
members of the Department and Bureau that it might be well to sur-
voy these hearings and ascertain whether there may not be other in-
formation there that would be helpful to the committee if it were
presented in a public hearing,

Mpr., Ouipuant. I should like to call attention of the committee
again to the fact that we have sought to limit our presentation of
cases in this hearing to those upon which we have relutively complete
information, The request of the Senator, as he has now further
defined it to the Department, is that we furnish this information on
each of the holding-company cases, even though as to some of those
cases the information may be relatively incomplete.

Senator La Forrerre. Mr, Chairman, I don’t know what the situa-
tion is, Here is some testimony that Mr, Russell gave. Would it be
in order for him to repeat that testimony?

Senator HarrisoN. He could do it, but I think it would be better
to withhold it now so as to avoid repetition in picking out these
special cases later. )

Mr. Coorzr, Mr, Chairman, just for a moment, referring again to
table IT and the names of Robert P. Scripps and E. W, Scripps, which
have heretofore been mentioned, I have just been informed that the
father has been deceased for a number of years, Do you know
whether that is accurate or not ¢
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Commissioner HerveriNng, I am advised that is true,

I will give you that advertisement put out by one company, under
the caption, “Forty-seven Ways to Save Taxes.”

(The photostatic document referred to, under the caption “Forty-

seven Ways to Save Taxes”, was made a part of the record and is
as follows:) :

47 WAXS TO SAVE TAXES

Tue 47 TAX-SAVING ITEMS LISTED BRLOW ARE BUT A SMALL FRACTION oF THE
SCORES OF TAX-CONTROL METIIODS NOW AVAILABLE IN THE ALEXANDER FEDERAL
Tax Servick, THIs CoMpLETE, Ur-to-DATE TaXx Guine I8 THE ONLY TAX-NAV-
ING SERVICE AVAILABLE TODAY-—THE ONLY SERvICE THAT OfrFeEns You Con-
CRETE, PRACTICAL PLANS FOR TAX REbUCTION. HERE ARE 47 EXAMPLES OF THE
TAX-CONTROL METHODB AVAILABLE TO YOU IN THE ALEXANDER SERVICE:

1. Tax-saving method whereby actual losses on foreclosures may be definitely
estublished and deducted In full (par, 591),
2, Mcthod whereby earned surplus and depreclated assets may be distributed
as dividend without tax on the earned surplus distributed (par, 703),
United States Supreme Court indicates proper manner of wording corporate
resolution to avold double taxation whefe appreciated assets are being dlg-
tributed as a dividend (par. 701),

How to carry forward excise tuxes for 1 or more yeuars (par, 79).

. How part of next year's deductions may be taken this year (par, 53).
How losses on “interfamily” transactions ean bhe deducted (par, 301),

How corporation may deduct salaries (ultimately never pald) which will
not constitute income when canceled (par, 303).

Circuit court shows method for avolding income tax on deposits for hottles,
barrels, boxes, syphons, and the like (par, 310). o
Postponement of gnin on appreclated assets by transfer from corporation

to individual and possible avoldance of two taxes (par, 700), .
10. Contingeney bonus deductions denfed Fuller Brush Co,, Horn & Hardart,
and others, may be taken by following proper procedure (par, 304),

11, Tax savings from multiple trusts as compared to single trust (par, 301).

12, Coea Cola Co.s plan of offering options found advantageous to stockholders
a8 compared with usunl plan (par, 503).

13. Partnerships may have different taxable year from pariners; may use

14 different accounting basis (par, 103),

15

L)

6
7

8
9

Method whereby recapitallzation loss may he deducted immediately or
postponed at stockholder's diseretion (par, 651),

Method for avolding reporting 100-percent gain before receipt of liquidating
dividend (par. 704).

16. Tax saving involved by abandoning instend of sclling assets (par, 600).

17, "T'ax saving by prorating contributions over more than one period (par, 801),

18. Most advantageous valuation to declare for capital ntock tax (par. 1003),

19, Realty—value of improvements by lessee may he reported by owner at
time of completion, or over life of lease (par. 75),

20, Ho(w to 5gmvoam: double taxes in transferring from cash to accrual basls

ar, 54),

21, Holl()llng compantes—tax-saving possibilities now greater by creating single
operating company rather than holding company and wholly owned
subsidiaries (par. 105).

22, How tax on personal holding companies can be avolded (par, 108),

23, Income g?)%x;esented by nonnegotiable note need not be reported until paid
(par. . '

24, Dealers denied use of installment method may use this basis by following
proper procedure (par, 408).

25, “Short sales” may result in tax-saving if proper method followed in selecting
securities for delivery (par. 408), ]

26, Sale of capital assets advisable in perlod where there are offsetting gains
or losses to avold excess income or unallowable deductions (par. 408).

27. Tax advantages of “'sale” compared with “exchange” of assets (par. 500).

28. Cancelation of indebtedness may be taxable income, Tax may be avolded

by proper adjustment before release (par, 104).
Transfer of stock after “dividend record date” but prior to “dgividend pay-
ment date”, relieves transferor of lability for tax on dividend (par. 118).

-
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80. Traveling and entertainment expenses relmbursed to corporate officer taxed

. 88 i;:come. Use of proper method will gvold such tax (par. 114),

81. Advantages of “debenture preferred stock” under pregeiit and proposed in-
come-tax laws (pdar., 315). - : )

82. Distribution of corporate net income by means of stock dividends under

Revenue Act of 1036 (par. 316). A . .

83. Corporate liquidation under Revenue Act of 1936 taxable at reduced capital
percentages (par, 317). .

84. Dividend declared prior to commencement of liquidation—when not con-
sldered as a liquidatiug dividend (par. 318). : :

85. Postponing tax on gain from sale by use of escrow agreements (par. 410).

86, Im(;tnhm:;xitl )busis-——wlxen‘ it may not be advisable from tax standpoint

. (par, . ' :

37. Control of profit and loss on sales of stock and securities (par. 414),

388. Deduction of value of abandoned capital asset is not affected by subse-
quen' snle of abandoned property for salvage only (par. 415).

39. Sale ot reanl estate—building thereon to be demolished., I’roper method
fllustrates tax-saving advantage (par. 418). '

40. Sale to third person of notes recelved as part of purchase price of property
does not prevent use of instalment basis by vendor (par. 416). ‘

41, Gain or loss to corporations or stockholders in conmection with corporate
lquidations (par. 708).

42, Distribution in kind of appreeinted assets does not result in taxable gain
to distributing corporation (par. 707).

43, Gift of property in order to split profit from subsequent sale (par. 803).

44, “Tummy” corporation not subject to tax as a corporation (par. 902),

45, Purchnse(rs’ m&gﬁmnsforees‘ liability for unpaid or unascertained income
taxes (par, .

46, “Check list” of 1,200 exclusions from gross income (par. 2200),

47, “Check 1ist" of 100 possible nontaxable conditions (par. 2601).

A corporation has assets in its surplus account, now valued at $100,0600 but
purchased several years ago for $20,000, A dividend of $100,000 i8 to be
declared, If the assets are sold for $100,000 and this money {8 used to pay
the dividend, the corporation will become subject to a tax on the gain of
$80,000. However, if the corporation declares the dividend payable in those
specific assets, there will be no recognized gain and no tax at all to the cor-
poration, A simple change in th. wording of the dividend resolution saves this
company a tax on $80,000, See item no, 8,

Under the new Revenue Act of 1086, it may be advisable for certain corpora-
tions to replace present preferred stock with new “debenture preferred stock.”
The dehenture stock sets up a definite obligation on the part of the corporntion
to pay interest, and enables the corporation to accerue the interest on its books
as a deduction—even though not pald. Such a plan would reduce expenses,
tresmrve éilqum asgets, and avold any dispute as to surplus distribution, See

em no, 81,

A taxpayer has a mortgage of $35,000 against a property which has de-
preclated in value to $8,000. Unless he forecloses, it would be difficult to prove
a fractional bad-debt loss, and if he sells the mortgage the loss would be
Hmited to $2,000. However, if this taxpayer executes a new mortgage at
$8,000 to replace the old one, this is considered under the law as a “fractional
bad-debt loss"”, and the full amount of $27,000 18 deductible, See item no, 1,

THo ALEXANDER PUnrIsHING Co., INC.,, 60 WALL STrREEY, NkW YORK CIiTY

Commissioner HeLveriNg. I want to emphasize that that is going

‘on continuously, and they have got us outnumbered. We have a

‘hard time keeping up with them. .

Senator Lia ForLerre. May I interrupt right there, Mr, Helver-
ing? That is a phase of this situation that I, as one member of
the committee, am verv much interested in; that is, the enormous
turn-over which I understand exists in the I_;;ureau personnel, and I
was wondering if it would be feasible at some stage before these
hearings are concluded, for the Bureau to furnish to the committee
# list of those who had been employees of the Burenu, say over
n period of years, who have gone out of the Bureau and gone into
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grivate practice in tax cases and tax matters. If that could be done
think it would be very helpful to the committee and to the Con-
gress in getting the picture on a part of the problem which, as I
understand it exists, namely, that many of these people go into the
Bureau, stay there until they are pretty well equipped on various
decisions and rulings and the procedure, and then they go out into
private practice and they find that it is not lacking in remuneration.

It seems to me that in considering the problem that the Bureau
confronts in this situation it would be very helpful to the committee
if that information could be furnished. 1 am not pressing for it in
a hurry, but I mean before we conclude our hearings. I would like
to go back over a representative period of years, if it is not too
much of a task.

Senator HarrisoN. Would you say 10 years?

Senator LA FoLLerTE, Yes, -

Senator HarrisoN, Without objection, then, the committee will re-

uest these records and the names of the employees who have left the

epartment and who are now in the practice of income-tax matters,

ommissioner HeLveriNg, That is to be confined to the larger
ones, not all the clerks. That would be an enormous task.

Senator La Fourerre. Find out as much as you can about it. I
think it is one of the real problems in this struggle between the Gov-
ernment and the taxpayers to collect taxes and the resistance of
certain taxpayers to paying taxes, . '

Commissioner HevveriNe, That is «};tite true. I say I have the
information -and that is the way the Bureau is handling it, and so
forth and so0 on, and convincing the taxpayers they know what they
are talking about.

Mr. Coorer. Just one question, if I may—this exhibit “Forty-
seven Ways to Save Taxes”, is that a photostat of an actual adver-
tisement that was issued by this publishing company shown at the
bottom of it? '

Commissioner HeLveriNg, Yes, sir; and later in the hearings we
expect to dovelop this in some detail.

r. VinsoN. Mr, Chairman, while we are asking for information

I would like to have some submitted to the committee. I would like
to have the total révenue yield from section 102, dating back 10
years, say, to the taxable year of 1027, and then I would like to have
submitted for the record the revenues derived, the additional taxes
paid into the Treasury because of the:existence of section 351,

'The den CramrmaN, Without "objection that request will be

ranted, :
& Mr. Crowrrer. I would like to ask the Commissioner this, if the
names on these lists A, B, C, and D were selected at random, too?

Commissioner HeLveriNg, The A, B, and C were the cases avail-
able here in the Bureau, Table D wes taken at random from those
that had more complete information, ,

Mr. CrowtHER, ‘And this no. II, did they all appear on some of
these four sheets? L : :

Commissioner HervieriNg. Yes, sir.

Mr, Crowrner, They all follow?

Commissioner HeLveriNg, Yes, sir, - o
. Mr. Crowrner. These were picked at random and then these were
picked at random out of the wholet .
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 Commissioner HeLveriNa. That is right. - ‘
- Mr. CRowrHzr. I observe the randoni method of selection is stressed.

Mr. Forras. Might I explain that a bit further, Mr. Crowthert
Table II contains the names of all owners of all such corporations
appearing on exhibits A, B, C, and D as we could ascertain that is to
say on the basis of our present information, table II is a complete
list of owners.

Mr. CrowrHnER. Individual owners; nobody else owns any of the
stocks; they are individual owners of these companies?

Commissioner HrLveriNg, They ave at least the principal owners
of these companies.-
 Mr, Crowrner. The principal owners, not the entire owners, you
don’t mean to say in all cases?

Commissioner HeLveriNg, Not in all cases. '

Mr. CrowtneRr., You have a list of pretty prominent people there
in view of the random method of selection.
© Mr, OrvtenanTt. May I verify, Mr. Chairman, the nature of Con-
gressman Vinson’s request? I understand the request is for an esti-
mate of the revenue produced, both directly and indirectly, from
section 351, so far as the latter can be roughly determined ¢

Mr. Vinson. Right,

Senator Harrison., Mr, Commissioner, did you put into the record
this publishing company’s advertisement?

Commissioner HeLveriNg, I wanted to call attention to it in the
record, if the committee cares to put it in. In this connection, I want
to call attention, Senator, to item 22, which advises the avoidance of
tax by the use of the personal-holding company, the subject I am
discussing.

- Senator HarrmsoN. I would like to draw the attention of the
committee to the fact that it is absolutely necessary for the Senate
Members to be on the floor of the Senate at 12 o’clock, !

Mr. Coorer. That is true of the House Members also,

- Commissioner HELVERING, Mugel say at this point there are just a
few more paragraphs in my statemont. May I conclude?

Sem:ltor Harmson. Yes; I thought you had finished. You may

roceed,
P Commissioner HrrveriNg, For the -time being, it is sufficient
simply to call the attention of.the committee to a typical advertise-
ment of the kind which is sent to taxpayers all over the country.
Through these channels he hears about the skill of the rich in avoid-
ing taxes and he sees no renson why he should not take advantage of
some of these ingenious plans. The random example which we now
hand you for admission in evidence, if you so- desire, is headed,
“Forty-Seven Ways to Save Tuxes.” : :
+ You will note that item 22 reads: “How tax on personal holding
com}mnies can be avoided.,” ™ -~ . ‘ . *
. The spreading of such tax schemes not only puts the Government
at a serious disndvantage, but also is often disastrous to the small
taxpayer. We have instance after instance of mx‘myers who in-
curred penalties, interest, and expense of litigation which they could
ill afford, because they listened to the advice of some of these so-
called tax experts, The cases we present dre-those of large taxpayers
who have been led into putting ‘themselves into a most unfortunate
position, R
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I would like to impress on the committee this fuct: That there is
only one way in which the Bureau’s administrative problems, which
are due both to actual litigation and constantly threatened litigation
can be solved—that is, by constant revision and clarification of law,
The contest between the Bureau and the litigious taxpayer and
quack tax-avoidance experts results in the invention of tax-avoidance
schemes faster than we can keep up with them. Courts cannot act
rapidly enough to clarify the situation, Most of the cases which clog
up the administrative machinery in the Bureau ave finally won by
the Government, but final victory is no relief from the expenses of
running down the use of these tax-avoidance devices, coupled with
endless conferences and dispute with taxpayers and the expense
and trouble of years of litigation. Only constant clarification of the
Inw by Congress can solve the problem,

Senator Harrison. Without. objection the committee will adjourn
until 10 o’clock Tuesday morning, June 29.

(Whereupon, at 11:50 a. m., June 24, the hearing was adjourned
until 10 o’clock I'nesday morning, June 29, 1937.)
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