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INVESTIGATION OF THE BUREAU OF INTERNAL
REVENUE :

FRIDAY, JANUARY 23, 1925

) UNI1TED STATES SENATE,
Serect CoMMITTEE 10 INVESTIGATE THE
Bukeav or InTERNAL REVENUE,
Washington, D. .

The committee met at 10.30 o'clock a. m., pursuant to adjomn-
ment of vesterday.

Present : Senators Couzens (presiding), Ernst, and King.

Present also: Mr. L. C. Manson, of counsel for the committee. and
Mr. Edward T. Wright. investigating engineer for the committee.

Present on behalf of the Bureau of Internal Revenue: Mr. C. R.
Nash, assistant to the Commissioner of Internal Revenne: Mr. Nel-
son T. Hattson, Solicitor Internal Revenue Bureau; Mr. James M.
Willinmson, attorney., office of Soiicitor Bureau of Internal Revenue;
Mr. S. M. Breenridge, head engineering division, Bureau of Internal
Revenue; and Mr. John A. Grimes, chief metals valuation section.

'l("ihe CHAIRMAN. You may proceed, Mr. Manson, when you are
ready. :

Mx}:. Maxson. I will submit now to the representatives of the
bureau some exhibits that I wish to introduce this morning.

The matter to be considered this morning deals with the valuation
of copper mines.

The first valuation of copper mines was made late in the vear
1919. These valuations were necessarily hurriedly made. The
statement appears in a memorandum of a deputy commissioner to
the conunissioner that less than one day be applied to the valuation
of each mine in making the first valuations. These valuations were
recognized as being purely provisional, and were so marked. They
were made in this manner in order that the Government might
collect some taxes from the copper mining companies in 1917.

The CramrmanN. As T understand it, that valuation was never
intended to be final; is that the idea?

Mr. Maxsox. That is the idea exactly.

The Cuamamax, Then, why was there such haste in collecting
sume of the taxes if the valuation was not intended to be final?

Mr. Maxson. The (Government was at war at that time and they
wanted to get in some money, I presume,

The Cuairman, Well, the Government was not at war in 1919,

Mr. Maxson. O, I i)eg your pardon. That is true. I assume
they wanted to get in the money. That is the only thing T see in
the explanation as I see it in the record.
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Some: time in 1921 Mr. Grimes, the chief of the metals valuation
section of the engineering division, made some revaluations for the
g‘urpose of determining the accuracy of the provisional valuations.

hese revaluations by %ﬁm at that time showed the original valua-
tions to be grossly excessive, and practically all of the copper-mine
property has since been revalued. ,

e extent to which the provisional valuations, the first valua-
tions, were excessive is best shown by a comparison of the totals of
the provisional valuations and of the revised valuations.

For depletion purposes the original valuations as of March 1,
1913, were $1,750,024,787. The revised valuations were $530.217.893,
The difference between the original valuations and the revised valua-
tions as of March 1, 1913, was $1,219.806,894. The per cent of
original to revised is 330 per cent. As of January 1, 1919, the
original valuations were $1,456,327,002. The revised valuations were
$423,707,404. The differcnce was $1,132,619.598. The per cent of
original to revised is 449.9. '

'Fhe Cuairman. In other words, the higher the valuation the less
the tax?

Mr. MansoN. The higher the valuation the less the tax.

I will come to an analysis of that point in just a few minutes.
The figures I have just read apply to the mines whose valuations
have been revised. They do not cover all copper mines. The figures
that I have 2’ust read are a comparison of the original amd revised
valuations of only those mines whose valuations have been revised.

The Cuamrman. What percentage did this represent of the whole
coR})er industry, do you know ¢

r. Manson. Can you answer that, Mr. Wright?

Mr. WricHT. There were 71 copper companies and 47 were re-
vised. The rest of them did not need revision. :

The Cramman. I understand from that answer, then, that they
have revised all of those that are intended to be revised?

Mr. Manson. Our Exhibit A, which T will offer to be attached to

the record, shows each of the companies, the valuation for invested
cai)ital purposes, according to the original valuation, the revised
valuation, and the difference as of date of acquisition, and the same
information as of January 1, 1919.
. It also shows the value for .purposes of depletion as of March 1,
1913, as originally valued an&) according to the revised valuation
and the difference; the value as of January 1. 1919, according to the
original valuation, the revised valuation, and the difference.

In Exhibits B-1 to B-5 we present an analysis of the provisional
appraisals and of the revised appraisals, shown in parallel columns,
for five companies—the Chine Copper Co., the Miami Copper Co..
the Utah Copper Co., the Inspiration Consolidated Copper Co., and
the Wolverine Copper Mining Co.

The Cramrman. Was there any particular reason for selecting
those five companies?

Mr. Maxsox. I just asked Mr. Wright to select four or five com-
panies to iMustrate the methods used, to illustrate the particulars in
which the revised valuations differed from the provisional valuaticns,

« and to illustrate the effect upon the tax.

The Cuamyan. In other words, you just picked five companies at

random?

.

I
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Mr. Manson. Yes; I asked Mr. Wright to just pick five companies-
at random to illustrate the difference between these two valuations
and the effect upon the tax.. , « 3

Exhibit B~1 shows that in the case of the Chino Copper Co. the
value of ores only as of March 1, 1913, under the original valuation,
was $06,274,000 and under. the reviseci valuation it was $16,498,099.

The depletion unit per pound under the provisional valuation was
3.15 cents plus. Under the revised valuation the depletion unit per
pound was 0.8 of 1 cent plus. '

The CrHairmMaN. That means in the ground?

Mr. MansoN. In the ground.

The net income of the Chino Copper Co. under the provisional
valuation in 1917 was $8,291,611.71, and under the revised valuation
it would be $10,259,771.52.

The income tax, that is, exclusive of excess profits tax, under the
provisional valuation, would be $393,812.06, and under the revised
valuation it would be $457,249.48. .

The excess profits tax for 1917 under the original valuation would
be $1,560,239.59, and under the revised valuation it would be $2,-
471,109.04.

The total tax, under the original valuation would be $1,954,051.65.
Under the revised valuation it would be $2,928,358.52, the difference
being about one million dollars in tax. :

The CHAmrMAN. In some cases you refer to the  original valua-
tion ” and at other times you say “ provisional valuation.” .

Mr. MansoN. I mean the same thing by both of them.

The CHAIRMAN. You mean the same thing? _

Mr. Manson. Yes; the total of the 1918 tax, under the provisional
valuation, is $1,028,570.75. Under the revised valuation, it is $2,-
102,778.25. There is a difference there of about $1,075,000 for 1918.

The 1919 tax under the original valuation would be $6,667.02 and
under the revised valuation $140,617.03.

The CrairmaN. Is there anything in the record to show what the
taxpayer’s books show as their profits during those years? I was
wondering whether their trial balances or statements filed with the
bureau stated what their profits were, and what the relation of those
profits was to the figures that you have just read? A

hMr. MansoN. I do not know as to that. T have not investigated
that.

Mr. Nasa. Mr. Chairman, a part of every corporation income tax
return contains a schedule that provides for a reconciliation of the
income return with the books of the taxpayer, and every return must
be reconciled with the books of the taxpayer. Any difference be-
tween the figures on the return and the figures on the taxpayer’s
book shows up in this reconciliation statement. ‘

The Cuamman. But this is not a reconciliation statement,

Mr. Mansow. No. = ‘ v ‘

The Cmammmax., And I was wondering whethér, when you fixed
the tax on the provisional valuation, you had before you the claimed
profit of the taxpayer. I still think it would be interesting for the
committee to know what that relation was. S ‘

Mr. Manso~. I will supply the committee with any information
I can in connection with each of these companies.



|

.

1690. INVESTIGATION OF BUREAU OF INTERNAL REVENUE

The Cmamrman. All right.

Mr. WricaT. Mr. Chairman, if I recall aright, the commissioner
was furnished with a tabulation that showed the relation between
these taxes and the profits. Mr. Grimes told me, however, it was
not altogether reliable, and I did not use it as an exhibit. I have a
copy of it, though. That was the best inforroation that was gotten
up at the time that this was under consideration by the commis-
sioner. It could be #ut into the record, if you so desire.

The CuairMaN. You may bring it down at one of our future
hearings.

Mr. Manson. In the case of the Miami Copper Co., the March 1,
1913, value of ore only under the provisional valuation is $25,287,721,
Under the revised valuation is it $11,518,058, ,

The depletion per pound, under the provisional valuation, is 3.29
cents plus. 'The depletion per pound, under the revised valuation,
is 1.77 cents plus,

The total tax for 1917, under the provisional valuation, is
$2,268.919.63, and under tie revised valuation it is $3,762,583.20, a
diffevence of about $1,500,000.

The 1919 valuation under the provisional valuation is $2,437,975.42
and under the revised valuation it is' $3,843,225.82, a diffcrence of
about $1,400,000. T

The 1919 tax under the provisional valuation is $168,356 and under
the revised valuation it is $655,220.91, a difference of nearly
$506,000.

The CuHairMaN. In that connection I understand it is not the plan
of the bureau, or at least it was not. the plan of the burcau, to go
back and reassess the 1917 and 1918 taxes?

Mr. Manson. That is exactly the point upon which 1 bring this
whole matter before the committee. The provisional valuation was
ordered to apply to 1919 and the subsequent years’ taxes.

Mr. Hartson. Excuse me for interrupting, Mr. Manson.

Mr. Manson. Yes. . ,

Mr. Harrson. I think you inadvertently made a mistake. there.
The provisional valuations were not to appiy for 1919 and subse-
quent years, were they?

Mr. Maxson. Oh, I beg your pardon. The revaluations were
orfdered to be made to apply to 1919 and subsequent vears’ taxes.

The CaairmMaN, And not to apply to 1917 and 19187

Mr. Maxson. And not to uptﬁly to 1917 and 1918.

The Cramyax, Therefore these figures which you are calling off
would be actual losses to the Government because the bureau did
not include the years 1917 and 1918?

Mr. MansoN. That is it, exactly; and that is the reason I am call-
ing it to the committee’s attention at this time, before I went into a
history of this matter, to show that they are more important as
apghed to 1917 end 1918 than as applied to any subsequent year.

he CHammman. Why are they more imsmrtant in 1917 and 1918
than they are in 1919 and subsequent years

Mr. MansoN. Because of the large incomes for those years.

. The CrarmaN. You mean the percentage was higher in those
years than in subsequent years?
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Mr. Manson. Yes; the large incomes and the high price of cop(i)er.
The price of copper was something over 25 cents—between 23 and 26
cents—the price fixed by the Government.

The Crarrman. And under this plan, in the years in which the
companies were most able to pay, they were relieved from paying?

Mr. Maxson. Absolutely.

I do not know whether the committee desires me to go ahead and
read these comparative figures for these five companies. They are
contained in these exhibits. :

Senator Ernst, Are you going to file the exhibits?

Mr. Manson. I am going to file these exhibits.

Senutor Ernst. Then, we will have them in exhibit form.

Mr. Maxsox. And we will save time.

The Cuairarax. Have you summarized the figures for those 47
companies for the years 1917 and 1918¢ '

Mr. MaxsoN. I have not done it, and our engineers huve not done
it, but we accept the statement contained in the memo:indum of the
bureau that it will make a difference of approximately $60,000,000.

The Cuamryan, In other words, if they adopted this new valua-
tion principle for the years 1917 and 1918 it would bring to the Gov-
erniment $60,000,000 more fron . these 47 taxpayers?

Mr. Maxnsox. $60,000,000.

I wish to call the committee’s attention at this time to the fact that
the new valuation is not made upon any different principle that the
old valuation. The same valuation method is used in both instances.
The new valuation was made with care, it was made by engineers
wwho gathered the necessary data, and the difference between the new
valuation and the old valuation is not one of method. It is not the
adoption of a new principle, but it is merely correcting the errors
that were contained in the old valuation. T will now go into that.

Senator Kina. Have they collected any taxes and closed the
accounts upon any of the old assessments?

Mr. Maxso~x., That is an important subject to be discussed here,
and T will take that up witih the Senaror’s permission.

Mr. Wricrrr, Mr. Chairman, at this time I would like to say
that that $60,000,000, since I wrote my report, I understand includes
also the silver tax for 1917 and 1918; so it may be a little large.
The silver valuations do not amount to anything like what the
figures on the copper do, and I had to strike that investigation
out of this report, and will handle it in a later one. But the $60,-
000,000 includes the silver and the copper.

The Cuamman. Will you bring the report to the committee at
some later date showing the aggvegate difference in these 47 com-
panies’?

Mr. WrieaT. Yes, sir.

Mr. Manson. Mr. Wright, our engineer, who investigated this
subject, has made a very exhaustive and comprehensive report on
the whele situation, which is at the same time brief, considering
the size of the subject. I will offer that as our Exhibit C.

The inaccuracy of these original valuations, and the loss of tax
which resulted from these yaluations was called to the attention of
the commissioner on January 7, 1922, by a communication which
was prepared by Mr. Grimes, then assistant chief of the metals

92019—25~rp71 10—-2
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valuation section. This memorandum was forwarded by a deputy
commissioner, but the memorandum, which I will offer as our
Exhibit D, was prepared by Mr. Grimes.

The Cuamyan. Do I understand that it was not nntil after 1922
that these revaluations were begun?

Mr. Manson. The revaluations were not ordered until December
11, 1922, T will show the committee that Mr, Grimes had done con-
siderable work prior to January 7, 1922, for the purpose of gathering
the material with which to show the extent to which the origimﬁ
yaluations were erroneous, and that on January 7, 1922, as is shown
by our Exhibit D, the whole situation was laid before the commis-
sioner. Then an opinion was requested from the solicitor as .to
whether this property could be revalued. Tt seemed that the com-
panies (!uestiono({ the right of the Government to make a revalu-
ation. The solicitor held that they could be revalued. Again, in
June or July—I have the memorandum here—Mr. Grimes goes into
the subject in greater detail than it is gone inte in his memorandum
of January Tth, and it was not until December 11th that any
action was taken by the commissioner.

T would call the committee’s attention to the fact that there is no
statute of limitations preventing the revaluation. but there is a
statute preventing an additional assessment, and that statutoe, as of
1917, would bLegin to run at about the first of March, 1923.

Senator Kine. Did we not extend that in some of our acts?
Mr. Manson. I do not think that statute has been extended.
Mr. Harrson. In this way, Senator, that in cases where the tax-

payer files a waiver of the commissioner’s right to assess, then the
statute is extended. That also extends the time within which the
taxpayer can claim a refund.

Senator Kixe. But waivers have not been secured in these cases?

Mr. Mansox. T have gone into that also. T will show to what
extent they have been secured, and what waivers have been secured.

As T have just stated, the statute, as to 1917 taxes, would run on
about the 1<t of March, 1923.

This situation was called to the attention of the commissioner
on January 7. 1922, There were still 15 months at that time within
Wwhich revaluations conld be made as of the 1917 taxes. No action
was taken .ntil the 11th of December, 1922, when there was only
a period of less than four months within which the revaluations
could be made which would apply to the 1917 taxes. unless there
were waivers on file.

As to the 1918 taxes, the statiete would apply one year later, in
March, 1924, ’

The C(‘Harmax. Were these valuations completed from Decem-
ber 11, 1922, before the statute of limitaticns ran on the 1917 taxes?

Mr. Maxsox. Oh. no; that would be an impossible task; they are
just being completed now.

I have a schedule here showing when each valnation was com-
leted. and whether or not waivers ave on file. which T shall offer;
ut it is very clear, from the length of time it has taken since the

. valuations were anthorized, that thev.could have been completed
in time to have affected the 1917 taxes, had there not been this delay
of 11 months after the situation was called to the commissioner's
attention before any action was taken to authorize the revaluation.
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Senator Ernst. Who was it that called his attention to that?

Mr. Mansox. The assistant chief of the Metals Valuation Section.

The Cuamrmax. Mr. Grimes?

Mr. Manson. Mr. Grimes.

The Cnairman. He testified before the committee the other day,
did he not?

Mr. MaxsoxN. Yes; he was a witness before the committee the
other day.

The Ciramryan. Just how long did these revaluations take? I am
quite sure that it must have been within the 15 months, in view
of the statement of counsel, because it has been over 2 years since
they were first ordered.

Mr. Maxsox. Well, there was another halt in the proceedings
later, which I will come to.

The Cramyax, If it took two years, or anywhere near that time,
then the revaluations could not have been made from the time Mr.
Grimes drew the commissioner’s attention to it in 1922 up until the
time of the running of the statute of limitations.

Mr. Maxsox. Many of them counld, !'enator. I do not know that
they could all have been completed, but the length of time that it
would have taken to make these valuations is set forth in detail,
and 1 will come to that in a minute. ‘I think I can get this matter
n;qre clearly in the minds of the committee if I can present it in
this way.

I oﬂ‘e‘z this first memorandum of Mr. Grimes as Exhibit D.

As T have stated, after this sitnation was called to the attention
of the commissioner and an opinion of the solicitor was requested
as to whether or not the revaluation could be made, on April 13,
1922, the solicitor rendered an opinion upon the subject, and inas-
iruch as the whole matter turned very largely upon this question of
law T am going to read the solicitor’s opinion. It is not long. It is
entitled :

In re assessment where dedactions are tentatively allowed pending a deter-
mination of the exaet amount deductible

Deputy Commissioner Batson:
The opinion of this office has been requested upon the question as to whether

or not the limitation contained in section 250 (d) of the revenue act of 1921
upon the time when assessments can be made applies to cases where depletion
deductions are tentatively allowed pending a valuation of the correct amount
deductible,

Section 200 of the revenue aet of 1921 provides in part as follows:

G The amonnt of incowse, oxeess profits, or war-profits taxes due under
uny return made under this act for the taxable year 1921 * * * <hall be
determined and assessed by the commissioner within four years after the
return was filed, and the amount of any such taxes due * *  * under prior
income, excess profits, or war-profits tax acts * * *  ghall be determined
and assessed within five years after ke return was filed * * *: Irorided
further, That in caxes coming within the scope of paragraph (9) of subdi-
vision (a) of scetion 214, ov of paragraph (8) of subdivision (a) of section
234, or in cases of final settfement of losses and other deductions tentatively
allowed by the commissioner pending a determination of the exact amount
deductible, the amount of tax or deficiency in tax due may be determined,
assessed and collected at any time: but prior to the assessment thereof the
taxpayer shall be notified and given a period of not less than 30 days in which
to file an appeal and be heard, as hereinafter provided in ‘this subdivision.”
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The proviso above quoted restricts the effect of the general provisions fixing
the time when agsessments must be made and excepts from the operation of
the general provisions those cases where deductions are tentatively allowed
pending o determination of the exact amount deductible.  In seetion 214 (a)
(1) and sectlon 234 (u) (9) of the revenue act of 1921 and the corresponding
seetlons pnd subdivisions of the revenue act of 1915 individuals and corpora-
tious in computing their net income are allowed a reasonable deduction for the
depletion of oil and gas wells, mines, other natural deposits, and timber. The
sunount of the deduction in such eases i necessarily dependent upon the valua-
tion as of the basic date of the mineral or timber properties which are being
depleted.  In order to determine the reasonubleness of the deduction data must
be furnished to or secured by the bureau to substantiate the valuations which
ure the basis of the deductions. This necessarily takes time. Where the de-
ductions nre tentatively allowed pending a vaiuntion of the properties and a
detevmination of the exact nmount deductible the cases fall squarely within
the provisfons of the proviso, and the amount of tax due may be determined
and assessed at any time,

It iy suggested, however, that the valuation of the mineral properties and
the determination of the exact amount deduetible be ascertained as soon as
practienble, =0 that the amount of the tax may be ussessed within the time
tixedd by (he peneral provisions of section 250 (d) of the revenue nct of 1021,

The letter submitted with your memorandum of inquiry. which the unit
proposes to send to taxpayers operating properties subject to depletion, has
been considered.  The letter will serve a very useful purpose in that it will
notity the taxpayer of the tentative allowance of his depletion deduction and
will form w valuable record of the bureau in case any question subsequently
arices s to the time withiin which the assessment of the taxes due should have
been made.

Cant, A, Marns, Nalicitur,

Senator Kine, In your opiniom. does he announce the correct prin-
ciple of law?

Mr. Maxsox. I believe so: ves, sir.

Senator Kine. Covering these cases?

Mr. Ma~sox. Yes, sir; it is my opinion that the solicitor™s opinion
was absolutely sound.

On July 25, 1922, following this opinion of the sclicitor. Mr.
Grimes prepared another memorandum to the commissioner, in
which the whole subject is gone into 1 great detail and in which he
points out the errors in the original valuations,

Reading from page 5 of this memorandum, Mr. Grimes says:

The Inw itself Is specific with vespeet to the revision of provisional depletion
deductions allowed and the assessment of additional tax, free from any statute
of lwitations. Such is the opinion of the solicitor.

The regulations all agree that the Maveh 1. 1913, value sought ix the cash
value at which the preoperty would be transferred from a willing seller to
williug buyer,

The regulations all recognize that the values determined by appruadsal should
be checked by all other available evidence of value hefove being aceepted by
the commissioner,

The provistonal valuations. made chiefly by L. €. Graton, conform to but few
of the requirements of the regulations, They are redundant with errors in the
athirds of caleulation of value, even assuming the basic factors and principles
of valuation to be correct. They frequently determine values several hundred
per cent greaver than the values which are indicated by any one of the com-
parative methods specified in the regulations, They were never checked by such
comparative methods, or 1f the appraisal values were compared with the values
indicated by other methods no weight was attached to the values determined
by the other methods. The large majority of the big copper companies have
Jreported one value for depletion and a small fraction of that value for capital
stock purposes. In certain cases the taxpayer's own computation of value was
discarded and a much higher value substituted. In other cases the taxpayer
repentedly claimed one value in excise tax returns and early income tax returns,
and for later years was allowed to substitute a much greater value, in direct
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violation of the regulations. Iu still other cases valuatious were mude upen
dnta and assumptions in direct conflict with the published annual reports bf
the taxpayers. Seldom, if ever, kad the annual reports even been read by L. €,
Graton before provisional values for depietion were allowed.

The memorandum te the commisgioner, dated January 7, 1922, embodics the
suggestions of the metals valuation sectlon for the correction of the provisional
values for depletion and invested capital, and gives comparicons of the pro-
vigicnal and recommended values with value determined by methods other than
appraisul. Tt is clearly shown that the changes recommended will still leave
the values determined by appraisal at equal or higher levels than the values
determined by any compsrative method.

GROSS FRRORS IN VALUATION

Exclusive of judgment, there are plain mathematical errors in the majority
of the computations of provisional values, prineipally as follows:

(1) Inecreasing the recoverable metal content per tou without increased cost
per ton, adding 50 to 100 per cent to estimated operating profit per ton. If costs
are computed per pound of copper. the added recovery may or may not be ip
favor of the taxpayer.

(2) Using a production cost per pound of copper attained In past operations
mining & high-grade ore and using the same cost per pound as the expected
future cost with much lower grade ore, adding 25 to 90 per cent to the estimated
operating profit per ton.

(3) Assuming that the grade of ore would remain constant when o fong
period of operations had shown that the assay value of the ore was constuntly
decreasing and migh, be expected to do so in the future. It is difficult to esti-
mate the percentage amount of this error, but it i8 great.

(4) Assuming large additions to plant capacity with decreased production
costs attending increased capacity, and then assuining an average rate of pro-
duction and an average price for the entire life of the mine. This does not
increase estimated operating profit, but it does increase present worth of that
profit erroneously, in one case, ant least 100 per cent,

(5 Muaking no provision for plant replecement when the useful Jife of the
plant ix less than the life of the mine.

(G) Aceepting ervoneons estimates of the taxpayver wlthout check or cop-
rection.

(7) Aliowing depletion deductions for oce of such low value that it wax
profitable only in war times, and was not included in the valuation, Thus in
one instance o ton of low-profit ore Is excluded to each two tons of high-profit
ore included in the computation of value, The ore excluded must he removed
to permit mining of the commercial ore, and if the price of copper is such that
it can be profitably treated, he ore is shipped to the mill instead of to ithe dump.
perhaps a profit of 25 cents per ton is made und depletion of 50 cents per ton
allowved for this ore, Treating this ore has an indirect effect upon the value
of the commercinl ore, in that it reduces the plant capaeity available for the
commercial ore and veduces the present value of that ore.

These are gross errors in valuation. They are in addition to any crrers
of judgment which appear to have been made in the determination of copper
prives, and, in the case of non-operating mines, of the interest rate uscd in o
reduction of operating profit to present worth, Any errors in estimptmg
eperating profit appears asx even greater ervors in the value of depletion. as
the present value of the operating profit is divided into a fixed plant value
and a variable value for depletion which reflects the full exteut of the errcy,
The Inclusion of one error In valuation is bad enough, hut when several errore
appear In the same valuation, each error magnifies the result of the preceding
errors,  Thus, it three errors of 30 per cent each have heen made, the total
error is: 150%¢ x 150% x 1509 = 337.59 total error.

As every debatable point was decided in favor of the taxpayer at the fime
the provisional valuations were made, and as there may bLe many of tlese
points in a «ingle valuation, it ix not surprising that the provisional vahp-
tlong are freguently several hundred per centum In excess of any comparative
valtile, Such a result should have been expected.

Mr. Graton submitted his first valuation for approval of the commissione:
late in November, 1919, and made {0 or more valuations hetween thien: nnad
December 31, 1919, He was urged to do so by the commissioner. It waws
impossible to collect and asgimilate the data necessary for aceurate valustion

rag
"
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fn such a brlef time. That Mr. Graton knew this, is a matter of offivial
record, as each of the provisional valuations is ealled “ Provisional,” and, it
fs stated in th2 opening paragraph that: “This case has been hurrledly
examined,” The only subsequent review of the provisional valuation permit.
ted by the bureau was at the request of the taxpayer.

I offer this memorandum as Exhibit E.

Senator Ernst. Do you want the entire exhibit to go into the
record ?

Mr, MansoN. No; I do not want any of it to go into the record.

Senator Ernst. Just what you rea(r? '

Mr. Manson. Just what T have read; yes.

The Cuamrman. Was there not some complaint made to the burean
before Mr. Grimes wrote that report on the valuation and the high
price that was given to copper? °

Mr. MansoN. Yes: the lead companies protested the valuation
that had been placed on their properties. and cited in connection
with that protest the high price that had been allowed to the copper
p}:‘operties, in comparison to the prices that had been allowed to
them.

The Cuamryan. Was that before Mr. Grimes wrote that report
that you read, or afterwards? :

Mr. MansoN. I think it was before either of these reports was
written. Ts not that right. Mr. Wright?

Mr. WriGHT. Yes, sir: it was before the January 7 letter. In
Julyv, 1921, the leand people made their protest.

Mr. Mawnson. In July, 1921°¢

Mr. Wriont. Yes, sir.

The CramryMaN. So that there were other means of knowing this
condition before January 22, even? '

Mvr. Mawson. That protest was received from the lead people and
was turned down by the commissioner. upon the ground that the
fact that they had made an error in copper would not justify making
a similar error in the case of lead.

The CrarMaN, Tt might have suggested. however. to the com-
missioner to look into the error on copper, might it not?

Mr. Mansox. That might have been what caused this investiga-
tion to be made, because it is very clear that considerable investi-

ation had been made by Mr. Grimes prior to writing the January
memorandum, because that memorandum goes into the subject
quite exhaustively and presents considerable data showing errors
in the provisional valuations, and that work could not have heen
done in a few minutes. Considerable work had heen done on this
subject by the metals valuation section before the memorandum of
January 7, 1922, as is shown by the contents of that memorandum.
Senator Kine. If this does not interrupt the continuity of your

presentation, and if you intend to refer to it later. do not take the

time to do so now. Does the memorandum presented by Mr. Grimes
present, in vour view, the correct view with respect to the matter
of assessment?

Mr. Maxson. Oh ves: he makes a very exhaustive presentation
of the subject, both suggestions as to proper methods of valuation
and a vast amount of data, a large part of which is reduced te
graphic charts which show the errors as to price. For instance, he
shows that the basis for estimating the price of copper as of March
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1, 1913, was entirely wrong, and he shows that the discount factors
were wrong, in addition to showing the purely mathematical errors
to which he calls attention in that portion of this report which I
have just read. That portion of this report which I have just read
involves no question of judgment at all. That is just straight math-
ematics. In addition to pointing out these mathematical errors
which have resulted in increasing the valuation by two or three
hundred per cent——

The Crairyan, Did Mr. Graton make these mathematical errors,
or were they made by an auditor?

Mr. Manson, Oh, no: those were made in the valuations.

The Cramryman, Is this Mr, Graton who is criticized still in the
employ of the bureau?

Mr. Maxson. No: the last record there appears to be of him is
an affidavit made by him on behalf of the Xnacouda Copper Co.
in connection with their appeal. He left the bureau immediately
after making these valuations, I believe.

Mr. Harrsox. Mr. Chairman, for the committee’s information it
should be stated that Mr. Giraton is an engineer engaged in educa-
tional work at Harvard University. He is connected with Harvard
University and left the employ of the bureau to go back to Harvard,
as I understand it, and he 1s still there. :

The Cuairatan. God help the students then.

Mr. Hakrson. He is not engaged in private employment as an
engineer.,

Mr. MaxsoN. On December 11, 1922, the commissioner acted by
an order which I have marked “ Exhibit H,” and which I will read
into the record:

Decemper 11, 1922,
Memorandum for Deputy Commissioner Batson:
(Attention Mr. Fay, head National Resourees Division,)

Reference is made to the memorandum preparved by Mr. Grimes to the com-
missioner, dated January 7, to Mr. Fay's memorandum to you, dated February
%, to your memorandum to Mr. Fay, dated February 16, and. to the varions
memoranda regarding the tax lability of copper companies for 1917 and
suliequent years.

Full consideration has been given to the question and it is coneluded that
for 1919 and subsequent years the valuation of the ore bodies of copper mines
shonld be revised. The price of approximately 15 cents a pound, recommeoended
by the natural resources division, and the 16 per cent interest rate, are ap-
proved for the purpose of discounting to the present worth. The Income Tax
Cnit ix authorized and instructed immediately to proceed to the revaluation
of the copper and silver mining companies for the purpose of determining
their tax liability for 1919 and subsequent yvears in accordance with the recom-
mendations heretofore made by it.

D. W. BLAIR,
Commissioner of Internal Rervenuc.

Approved :

A. W, MEgLLON,
Secretary of the Treasury.

The Cuarrman. That was after the opinion of the solicitor?

Mr. Manson. Yes: the opinion of the solicitor was in April.

The Crarryan, In understood that following that there was
another opinion requested, was there not?

Mr. Maxson. Yes: T will com» to that in just a second.
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Work was imnediately commenced in the Metals Valuation Sec-
tion, and proceeded until November 28, 1924, when the files disclose
the following memorandum:

SNGINFERING DIVIRION,
IncoME Tax UxiT.
November 28, 1924,
Memorandum to Solicitor of Internal Revenue:
In re: Chile Copper Co., Anaconda Copper Co,, and c¢opper revaluations in
general, .

Reference Is made to the accompanying formal appeal filed by the above-
named companies (three paper hound volumes) in the matter of copper re-
valuation, special reference being made to memorandum of the Secretary of
the Treasury dated December 11, 1922, [Copy attached.]

That is the order ordering these.revaluations.

There are indications that the GLurcau's position, as outlined in the ahove-
mentioned memorandum, and actlons already taken thereunder are open to
strong contest by taxpayers.

The questions of the right of the Secretary of the Treasury to reopen valua-
tions made by bis predecessor in office and to make such revaluations retro-
active to January 1, 1919, appear never to have been examined and formaliy
decided by a proper legal autherity.

In view of the fact that taxpayers whose values and taxes have been
changed under the above-mentioned memorandum are voicing almost unani-
mous objeetion thereto, it is requested that a written opinion be given on the
right to reopen valuetions, and that thig opinion be submitted before further
time, labor, and money are expended on & matter which promises protracted
controversy and litigation for the bureau.

J. G. Brigur, Deputy Commissioner.,

The Caarman. What is the date of that?

Mr. MansoN. That is dated November 28, 1924,

The CHarMAN. That was nearly two years after the revaluations
had been ordered ?

Mr. Maxson. Nearly two years after they had been ordered.

Senator Kinc. And after that opinion that was given by——

Mr. MansoN. By the same authority, although a different indi-
vidual in the office. An opinion had been given by the same author-
ity to which he is now appealing for an opinion.

The Cuaigmax. Did the new individual in the solicitor's office
give an opinion
Mr. MansoN. I do not know. How about that, Mr. Bartson?
Mr. Harrson. Mr. Chairman, it was not called to our attention
that there had been a reference of this matter to my office until
Sosmbly 10 days or 2 weeks ago, and I then returned the case imme-

iately to the source from which it came with the statement that
the question had already been disposed of by a specific order of the
sccretary and the commissioner. I rendered no further opinion on
it, because it seemed to me that the matter was out of my hands, the
revaluation having been definitely ordered by the Secretary and the
commissioner. The delay between the date of November 28, 1924,
and its being returned, 10 days or 2 weeks ago, is accounted for by
the fact that it came to the office, as uny other case would, and the
lawyer to whom it was assigned had not yet had an opportunity, due
to other matters, to get into the records and realize the nature of this
Jinquiry. :

he CiairvaN. After Deputy Commissioner Bright wrote that
memorandum, when did he make the request upon the solicitor’s
office for an opinion? .

4
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Mr. Harrson. In this memorandum, Mr. Chairman, in the memo-
randum that is dated November 28, 1924,

The CHaRMAN. Oh, was that sent to the solicitor’s office?

Mr. HarrsoN. Yes; that is directed to the solicitor.

Mr. MansoNn. Yes, sir.

Mr. Harrson. That is the deputy commissioners request for an
opinion, apparently? .

The Crxamrman. After November 28, 1924, when the new valua-
tions were stopped by order of the deputy commissioner, when did
they start again$

Mr. Harrson. I do not know that the new valuation was stopped
by that reference of the deputy commissioner, dated November 28,
1924.

The Cramrmax. T understood that it was stopped.

Mr. Maxsox. I have here a memorandum dated December 5,
1924, which is our Exhibit J. sipmed by Mr. John Alden Grimes,
chief of the metals valation section, in which it is stated:

At the present time the 1919 returns of seven copper mining companies are
held in the metals valuation section under instructions from the head of the
engineering division, until such time as an anawer to the ahove memorandum
is received fromn the Solicitor of Internal Revenue.

The memoranduin he has reference to is the memorandum which
I have just read. He quotes it in full.

The C'HatRMAN. So they were held up.

Mr. Harrsox. The point T had in mind is this. Mr. Chairman,
that, if my lmderstamgng_r is correct, most of these revaluations had
already been made when the Chile case was referred to the solicitor,
under date of November 28, 1924.

The Cnamyaxn, Is that correct? (s that your nunderstanding. Mr.
Manson?

Mr. Maxson, 1 think most of them had been made.

Mr. Harrsox. So that the work of revaluation was not postponed
by reason of the reference to the solicitor’s office. but it is true that
the action looking toward the levying of an additional assessment
was postponed until this memorandum was answered.

The Crairman. In other words, the letters that you were sending
out to taxpavers for their new assessments were held up on this¢
I think in one of the previous hearings we requested 2 copy of one
of those letters.

Mr. Harrson. I think we have one here.

The CoairmaN, Showing how you proceeded to assess those dif-
ferent amounts, and in what language. If convenient. I would like
to have a copy of that letter inserted in the record at this point.

Mr. Manson, That is the A~2 letter (Exhibit I).

Mr. Nasu. Mr. Chairman, I have brought a copy of that letter
down here a half a dozen times, but I do not have it with me to-day.

Mr. Maxson. I have one we can put in the record. It is in the
appeal in the Anaconda Copper case. .

Mr. Nasn. T showed it to Mr. Manson one morning before the
hearing. and he said he had one in another case.

The Cuamrmax. I would like to sece that. Have vou got it here?

Mr. Maxsox. 1 have not got it with me. It is over in my office.
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The Ci: sikMaN. You may proceed, Mr. Manson.

Mr. Maxson. I have called attention to this memorandum of Mr.
Grimes, dated December 5, 1924, in which he states that several
cases are held up in his office under instructions from Mr. Greenidge,
the head of the engineering division. I have read this memorandum
to the solicitor. I wish to place emphasis upon the fact that this
memorgndum contains a recital which is not true, when it says
that the questions of the right of the Secretary of the Treasury
to reopen valuations made by his predecessor in office, and to make
such revaluations rvetroactive to January 1, 1919, appear never to
have been examined and formally decided by a proper legal
authority. .

1 have just shown, and it is not disputed, that that very question
had been passed upon by the same authority to which he is now
appealing.

"he Citamman. And before the revaluation had been ordered?

Mr. Maxson. And before the revaluation had been ordered.

The Cuamyan, So that they had competent legal advice before
they proceeded?

My, Maxnson. Yes, sir; they not only had competent legal advice
but legal advice by exactly the same legal authority to which they
were then appealing. Theve may have been no formal order here
to hold up this whole matter of the assessment of a tax based upon
these revaluations, but I believe that T am warranted in saying that
the language contained in the last paragraph of this memorandum
of November 28, 1924, to the solicitor, 1s tantamount to an order,
wherein the deputy commissioner in charge of the Income Tax Unit
SV S

Senator Kixe. s he still a deputy commissioner?

Mr. Mansox, Yes,

The Coiarsran, Deputy Commissioner Bright, is it not?

Mr. Maxsox. Mr, Bright. |Reading:]

In view of the fact that taxpayers whose values and taxes have been changed
nnder the above-mentioned memorandum are voicing almost unanimous objec-
tlon thereto, it is reguested that written opinion be given on the vight to reopen
valuations and that this opinion be submitted before further time, labor, and
money are expended on a matter which promises protracted controversy and
Mtigation for the bureaw, .

Senator Kixe, T think it speaks for itself.

Mr. Maxsox. Yes, ,

Senator Kixe. I think it is tantamount to an order to hold it.

Mr. Maxnson. I wish to say, in justice to Mr. Bright, that Mr.
Bright did not originate the idea of getting out this memorandum.
While this memorandum is signed by the deputy commissioner in
charge of the Income Tax Bureau, it is on the letterhead of the
engineering division and bears the initials “ 8. M. G.,” which I take
to be the initials of Mr. Greenidge.

The Cuamryan. You think Mr. Greenidge prepared the memo-
randum and Mr. Bright just signed it?

Mr. Manson. I think so: yes, sir.

Senator Kine, Is that true, Mr. Greenidge?! Did you prepare
‘that ¢

Mr. Greenwee. Yes. That memorandum was subjected to some
discussion before it was written.

~
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The Cramrman. Discussion with whom?

Mr. Greexmae. 1 talked with Mr, Bright on several occasions,
and I talked with Mr. Grimes, and I talked it over with the com-
missioner either before or shortly after it was written. I remember
that on one occasion 1 asked if we could get an opinion as soon as
possible.

The Cuamyan. When you consulted with Mr. Grimes, Mr. Grimes
already knew that the opinion had been rendered ?

Mr. Grexnooe. No doubt he did. It was not made as apparent to
me as the reading of the opinion that has just been read by Mr. Man-
son, signed by Mr. Mapes, would seem to indicate. It being a matter
of very great importance, I thought it would be well if we all dis-
cussed it pretty freely and pretty ‘thoroughly before we took any
action that would tend to cause any great deal of delay. I do not
think there was anything about it that was not known by everyone
connected with the cases.

Senator Kiva. How could you take the position that you needed
legal advice when you had legal advice which had been given by

» Mr. Mapes and Mr. Batson two years before, unless you discredited
that, and why did you, in the memorandum which you prepared, and
which Mr, Bright signed, state that you already had 2 memorandum
that this procedure was authorized, but you questioned it, questioned
its validity and the interpretation placed upon it by Mr. Ma}')es and
Mr. Batson, and you wanted further authority on the subject ?

Mr. GReENIDGE. I could not say, Senator, that at any time I ever
discredited it, but the taxpayers’ briefs are very extensive and very
detailed. and they attacked that very phase of the case.

The Cramyan. Did Mr. Grimes object to this memorandum at
the time you consulted him?

Mr. Greexice. No.

The Ciarman, As Mr. Grimes is here, I would like to ask him if
he concurred in that memorandum at the time?

Mr. GreeNipGE. I know he did not object to it.

Mr. Guimes, Mr. Greenidge brought Zhe memorandum in io me to
read over before he took it to Mr. Bright for signature.

This memorandum of the solicitor to which reference has been
made refers to provisional valuations. Some of the valuations for
1917 and 1918 were not marked * provisional valuations.” All of
those that Mr. Graton wrote are marked “ provisional valuations,”
but after Mr. Graton left the bureau Mr. Dick became head of the
engineering division. He was chief of the metals valuation section
"at the time that Mr, Graton was employed. Mr. Dick expressed the
desire that no further provisional valuations be made, that all the
valuations be made, omitting any reference to “ provisional ” or any-
thing of that kind; so that, from the time that Mr. Graton left the
bureau, which was some time, I think, about the end of January,
1920, none of the valuations by any of the sections, were marked
“ provisional.”

Mr. Manson, Mr. Grimes, there was no doubt in your mind, when
you wrote this memorandum of July 25, 1922, in which you asked
this former solicitor’s opinion as to the rvight of the Secretary and
the commissioner to order revaluations, was theve?
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Mr. Grimes. Not on the provisional valuations, but, Mr. Manson,
there were some of the casvs that were not marked “provisional,”
to start with. Now--

Mr. Mansox. Well, they were provisional, even if they were not
so marked. S

Senator Ernst. Let him finish his answer. Go ahead and finish
your answer.

Mr. Grimes. In addition to those that were not marked * pro-
visional,” assessment letters, in many cases, that were based upon
provisional revaluations, did not state that the depletion allowed
was provisional. They simply stated “ depletion allowed.” and did

not state * provisional ” or otherwise. In those cases in which the

taxpayer had not been notified that they had a provisional allow-
ance, In the assessment letter, and in the cases where there were no
designations of valuation reports, that they were provisional, there
was a very strong legal doubt, as I understand it. as to whether
or not the commissioner had the authority to reassess additional
taxes on the basis of revaluetions for years in which the tax had
been assessed and paid by the taxpayer.

Mr. Manson. What T am asking you is, did you entertain that
doubt; did that doubt exist in your mind ¢

Mr. Crives. I never had any doubt personally that the Solicitor
of Internal Revenue was perfectly correct.

The CaamryAN. Just at this point. I do not recall that there was
anything in Solicitor Mapes's letter that required the valuations to
be marked “ provisional.’

Mr. MaxsoN. No, sir; there was not.

The Cuamman. And. therefore. whether they were marked * pro-
visional” or not, the revaluations were valid under that opinion,
were they not?

Mr. Manson. I do not like—-—

Mr. Harrsox. Excuse me, Mr. Manson.

The law itself, which is quoted in the memorandum of Mr. Mapes,

under date of April 13. 1922, refers, in section 250 (d) to * dedue-
tions tentatively allowed.” With that language in the act itself,
the provisional valuation is and does become material. In other
words, a tentative allowance would doubtless be based on a pro-
visional valuation, but if the valuation were finailv made. then
there would be no tentative allowance. It would be a tinal allow-
ance and the statute would run then.

The Cuamrmax. I understand. but T do not understand that the
determination of the tentative or provisional allowance is simply
by marking on the valuation that it is such. I do not understand
that the mere omission of the word “ previsional ® or “tentative ”
on the valuation itself prohibits the commissioner from making
another valuation, or that it does completely designate the original
valuation as being final.

Mr. Harrsox. I think the mere writing of the word “tentative ”
or “provisional ” means nothing of itself, but the facts and all the
circumstances surrounding what was actually done, together with
an understanding, possibly, by the taxpayer that it was a prelimi-
nary action, in a sense. would then be a tentative determination,
and it would not be final. In other words. T think a court, in con-

~
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struing that, would look through the mere identification mark on
the paper, as to whether «it was tentative or not, and t-ould deter-
mine from all the facts just what the action was, whether it was a
preliminary one or one tlmt was finally closed.

The Cuaikmax. I would like to ask Mr. Grimes if, when he was
consulted by Mr. Greenidge on this communication which has just
been read, he thought that that was dealing only with those cases
which were not marked “ provisional ”?

Mr. Grives. T thought it was dealing with the whole question of
the revaluation.

In fairness to Mr. Greenidge, I should mention at this time that,
to the best of my recollection, Mr. Greenidge asked me if I knew
of any written opinion by the solicitor covering the subject of
revaluation, upon which the comnissioner based his memorandum of
December 11, 1922, and that 1 overlooked the matter of this memo-
randum on the provisional allowance because it was so clear that
there never was any argument on the matter. The whole question
was as to whether the other valuations not marked *provisional”
could or could not be reopened.

The Crairman. But I understood you to say that you did not draw
Mr. Greenidge’s attention to this opinion of Mr. Mapes.

Mr. Griymes. No, siv; 1 did not. '

The Cuairarax. You overlooked that?

Mr. Grimes. 1 forgot to.

The Craryan. I think that is clear.

Senator Ernsr. Will you continue? I would like to have your
continued explanation there.

Mr. Grisres, The other valuations, where there had been no pro-
visional valuation or even if there had been a mention of provisional
in the valuation report and the word “ provisional ™ had been omitted
in writing the assessment letter. They were the ones which were
given most consideration, because there was a strong legal question
raised as to whether those could be opened or not.

In a number of cases the taxpayers produced letters from the
deputy commissioner, or the assistant commissioner, Mr. Callan and
Mr. Newton, I believe, at that time, which stated that the audit of
their returns in 1917, and I think in some cases 1913, had been finally
disposed of and that the tax assessed was the final consideration of
the hureau.

Now, in those cases, I think there was very grave doubt as to
whether the Government could do anything about reopening the
cases, and if they could not do anything about those cases, there
seemed to be doubt as to the advisability of assessing taxes against a
portion of the competitors in an industry on one basis and assessing
taxes against another portion of those competitive taxpayers on
another basiz.

Senator Kixa. That is, if A and B rob the Government, let C
and D do it. That was the theory?

Senator Ernst. Senator, I de not think that is a fair statement
of the case.

Senator Kina. Well, if A snd B, through the failure of the Gov-
ernment to properly interpret the law, had failed {o pay a just tax,
X, Y, and Z. who were in the same competing bvsiness, ought not to
have applied against them a proper interpretacion of the law?
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The Ciamrman. Mr. Grimes is not a lawyer, Senator.

Senator Kine. I nean that is what the them‘y was?

Mr. Grimes, As I understand it; yes.

Senator King. Yes; that is it.

Mr. Grimes. 1 did not have full kuowledge of these proceedings,
and I can not speak uuthonmnvoh on that :-,ub]e('

Mr. Manson. Mr. Grimes. are you the one who qwrg,,osto(l to Mr.
Greenidge that there was a doubt about this?

Mr. Grimes. No, sir.

*Mr. Maxsox, Did you interpret this request for an opinion as
being tantamount to not to proceed until that opinion was recmved?

Mr. GrrmEs, No, sir,

Mr. Maxsox. You advised Mr. Parker, I believe, by a memoran-
dum, that you were holding up some cases until it was received!?

Mr. Grives. There was one group of cases, which included 7 or
8 companies—the Calumet & Heela Co. and associated companies in
Michigan—for which we had a conference arranged. At the re-
quest of Mr. Peterman, the representative of these companies. that
conference was postponed by Mr., Gireenidge until action upon this
legal question could be considered.. That conference is now ar-
ranged for, T think, about 30 days from now.

The Crramsan. 1 would like to ask Mr. Hartson, in view of what
has been developed by Mr. Grimes, whether when he dlqpo««od of the
matter, because of the order having been issued by the Secretary of
the Treasury, you considered what now appear to be the determining
factors as to whether the taxpayer had been notified that it was »
pre’iminary assessment, or whether he had been notified that it was
a final closing of his case?

Mr. Harrsox. No: it was not referred to me, Mr. Chairman, in
any way that pvrmltted of going into the merits of this right of
the Secretary and the commissioner to reopen and redetermine these
valuations. As soon as I learned that it was over in my office T sent
it back without studying it and withoat attempting to form any
legal views of my own with regard to the merits of the question,
beenuse the commissioner. with the approval of the Secretary, had
ordered a thing to be done, and T did not believe that it was appro-
priate for me to pass upon it again. so T turned it back, Mr. Chair-
man, without the consider ation of some of these things that vou
have sucgested here,

The CoamrvaN. Yes: T understand. but even the way it was pre-
sented to vou, it was not preseuted to you in such form that vou
conld have determined the validity of the revaluations I e upon
the principles enumerated by Mr. Grimes: namely. that in some
cases the taxpayer had had his case closed, and in other cases he
had only had it tentatively closed.

Mr. ITarrsox. I would not want to answer that in the affirmative,
Mr. Chairman.

The Coamyax, Well, there is nothine in the record here that
shows that !

Mr. Maxsox. Let me answer that—-—

Mz, Harr<ox. Now, just a minute. Mr, Manson.

The Cuamman. T want to an\ if thme i< anything in the record
that brings that question up?
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Mr. Harrson. T would like to answer that question by saying that
the memorandum transmitsed the files of the Chile Copper case and
also the Anaconda Copper case, and that an examination of those
files no doubt would show just what the letters sent out by the Unit
to the taxpayer contained, which, as Mr. Grimes indicates, may carry
a tentative determination or may not. I mean the files in those cases
no doubt would answer the question which you raise. :

The Cramyan. Yes; that answers it.

Mr. Maxson. I might eall the committee’s attention to the fact
that this memorandum is entitled not only in the Chile case and in
the Anaconda case, but copper revaluations in general.

Senator Kina. All of them?

Mr, Maxsox. Yes.

The Cramyman. Yes; but I dunk Mr. Hartson is right, though,
that the files themselves might have indicated the exact question in
the minds of the engineers,

My, Maxsox. Our Exhibit K, which 1 offer to be attached to the
record——-

Senator Kine. Before proceeding with that, may T ask Mr. Green-
idge whether proceedings have been stopped under the letter of My,
Bright?

Mr. Greexice. Ol no, sir. No procedings have been stopped
that I know of. 'The only procedings that may be thought to be
stopped is the conference that Mr. Peterman, of the Calumet & Hecla

Jo., came here for. He asked that it be deferred because he had
some other matters to attend to at the time, and L think that memo-
randum either had been sent out or was under consideration. I told
him certainly, that his case was properly waivered, and we would
grant him that favor, which is the eustom in the department.

Senator Kina. Have all the corporations that would come legiti-
mately under the work of revaluation been revalued and the compu-
tations made, so that i it is legal to proceed to enforce the tax, no
step remains te be taken exeept to coliect the tax?

Mr. Geeexmce. T can not think of any. Senator. T believe, from
what I have been told by Mr. Grimes and the other engineers, that
far in exeess of 90 per cent of the revalnations—that is, valuations
representing over 90 per ceat of the copper industry Fave been made,
I'think T am correet in that, am T not, Mr. Grimes?

Mr. Greovies. A but one. I think, have heen revised, and there is a
waiver on that case which is in the solicitor’s office on the inventory
question. We are waiting for that question to be settled hefore
taking up the revaluation.

Senator Kina, That apphies to those cazes marked # provisjional ™ as
well as those eases where there was no mark or no indication ?

Mr. Grives, Every copper producing company. so far as [ know,

Senator Kixa, Not only the revaluations, but the computations
have heen made?

Mr, Grives, I do not think the computation of the tax has been
made in every ease, but there will he no celay on that. or loss to the
Government, '

Mr, Maxson. We have all of that data here,

~Exhibit K shows the name of the company. the date the revalua-
tion was completed. the date the report was forwarded from the engi-
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neering division. to what division it was forwarded—that is, to what
audit division-—the date it was received in the audit division, the
auditor’s name, date that the audit was completed, the date that the

-2 letter was sent out, the address of the company, whether or not
waivers for 1917 are on file, and, if so, the date they expire, «ad
whether or not the waivers for 1919 are on file, and, if so, the date
that they expirve.

I offer that exhibit. ) .

I would call attention, in connection with that exhibit to the fact
that in the case of some of these companies what appears to be an
unaccountable lapse of time bet'veen the time the case is finished in
the engineering division and the time it is received in the audit divi-
S10n occurs. ’

In the case of the Ana:onda Copper Co. the report was made and
forwarded on the 26th of January, 1424, and it was received in the
audit division on the 36Gth of June, 1924,

In the case of the Champion Copper Co., the report was com-
pleted in the engincering division ung forwarded on t%m 9th of May,
1924. and received i the audit division on the 28th of November,
1924, .

In the case of the Chino Copper Co. the veport was completed in
the engineering division on the 24th of September, 1923, and re-
ceived in the audit division on the 16th of April, 1924.

The Cuamsran. Are there any steps which these go through?

Mr. Mansox. There is probably an explanation of this, but 1 do
not know what it i<,

The Cuamrdan. You do not know of any steps that they take be-
fore they reach audit?

Mr. Mansox. No. I do not mean to say that there is not a proper
explanation for it, but I simply am calling the committee’s atten-
tion to it.

The Crovieman. Mr. Nash, could you tell us why that is?

Mr. Nasu. Mre. Chairman, when these valuations ave completed,
the cases are returned to what we eall our records division.  They
ave held in the records «division until there is ar opening in the audit
division. to put them out into the machine for andit. T think the
dates that ave enumerated in this column arve the dates that they ave
assigned from the records division to the audit division for audit.
and assigned te an auditor.

The Cuamraax. In other words, these are held up, after the engi-
neers are through with them, until you can get a vacancy in the
audit division to take care of them?

Mr. Nasi. Yes, sir.

The CuHamyax., No matter how important they are. as far as
the statute of limitations is concerned, or otherwise.

Mr. Nasu. There is a memorandum on top of the files that gives
the particulars as to the status of the cases, and if it looks as though
a case can not be gotten to audit before the statute of limitations
expires, then a letter has to be written. to the taxpayer asking for a
waiver. There is what we call a flag on every case that the statute is
running on, so that it is not lost sight of.

Senator Erxst. A danger signal?

Mr. Nasn. Yes. sir.

.
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Senator Erysr. T move we adjourn, Mr. Chairman. it is 12 o'clock.

Mr. MansoN. Let me place this in the record.

Senator Exnst. Put them all in.  There is nobody objecting to
what you have to offer.

Mr. Manson., Exhibits [~1 to I-5 are graphic illustrations of
the provisional valuation, the revaluation, and other valuation data,
comparing these valuations to stock prices, convertible bond prices,
and other data, reflecting the value of the five properties.

The Ciaryan. I wish vou wonld bring in to-morrow a computa-
tion of the sgaregate difference in taxes based on the valuations,
provisional and final, so that we can get a picture of how it affects
the Treasury Department and the copper industry as a whole.

I wish you wounld also bring a copy of one of these assessment
letters and put that in the record.

Mr, MaxsoN. Yes; I will do that.

The Ciairaran. I would like to see what those letters look like.

Mr. Manson. Yes.

The Cnamman. We will adjourn until to-morrow morning at
10.30 o’clock, Mr. Manson, if you are through.

Mr. Maxson, I want to offer this Exhibit F, which is an explana-
tion of a matter which I read from the memorandum of Mr, Grimes,
of July 25, 1922, 1t furnishes hypothetical cases, which illustrate
the errors to which he calls attention in the reﬁort, beginning on page
6. That is just an attempt to clear up his technical language.

(The exhibits referred to by Mr, Manson in the matter of copper
valuations and introduced by him, are as follows:)

CXHIBITS

VALUATION OF COPPER MINER

The first valuntion of copper mines was made Inte in 1919, These valuations
were hurriedly made and were marked “provisional valuations””  Subsequent
revaluation by the metul seetion of the engineering division of the Income Tax
Unit diseloses that the original valuations placed upon the revalued property were
grossly exeessive,

For depletian purposes

{ As to Mar., 1, AstoJan. 1,

M3 [ 1919
OHIZINGE VARIALIONS. -+ eooeee e eeeeeeemee s eeeaeeeaean $1,750,024,787 | $1,450,327, 002
Revised valuations 330, 217, 893 | 323, 707, 404
Difference ..o ooooan. .. . 1, 219, 506, 844 ' 1,132, 619, 588
Per cent griginal to revi -l 330 | 449.9
I

A summary showing the original and revised valuations for the purpose of
determining invested capital as of date of gequisition and as of January 1, 1919,
and for tlie purpose of determining depletion as of March 1, 1913, and as of Jan-
uary 1, 1919, is shown in Exhibit A.

Exhibit A also shows the difference in the smount of each of these valuations
and the percentage of differcence.

Exhibit B-1 to B-4 show the analysis of the original and revaluations of four
companics,  These exhibits show the valuation methods and the factors used in
making the two valuations of these properties and the effeet upon the taxes for
1917, 1918, and 1919,
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NEW VALUATIONS FOR 1010 AND SUBSEQUENT YEARYS ONLY

The new valuations have been ordered to he applied to taxes for the yvear 1919
and subsequent vears.  So far as appears from the record, the tax upon these
copper companies, haserd upon the escessive provisional valuations is to he
permitted to stand. I am informed that the differeuce in tax for the yvears prior
to 1919 is about $60,000,000. In other words, these companies have escaped
about $60,000,000 of tax due to the excessive valuations of their properties for the
purposes of invested eapital and depletion,

GENERAL SUBJECT

This whole subject is briefly and comprehensively covered by the report of
Mr. Edward T. Wright, valuation engineer for this committee. This report is
approved by the chief engineer, Mr. Parker, and it has my approval. I offer’it
as Kxhibit C. . :

The fact that the valuations of copper mines were grossly excessive and con-
tained gross errors was called to the attention of the commisgioner by a memo-
randum prepared by Mr. Grimes and forwarded through his chief, Mr. Fay.
This memorandum is dated January 7, 1922, It is offered as Exhibit D.

Mr. Grimes stated that the solicitor had held that these properties could be
revalued.  The solicitor’s ruling referred to by Mr. Grimes is dated April 13,
1922.  For some reason this ruling has never been published.  We offer this
ruling as Exhibit G.

This was followed by another memorandum by Mr. Grimes dated July 25, 1922,
which is offered as Exhibit L.

Read pages 3 and 5-8.

That the committee may more elearly understand the statement of gross errors,
contained in Iixhibit ¥, beginning on page 5, I have asked Mr, Wright to prepare
a statement of hypothetical cases illustrating Mr. Grimes’ statements. Read
Exhibit I

On December 11, 1922, the commissioner, by an order approved by the Sceere-
tary of the Treasury, ordered a revaluation to be applied to the 1919 and subse-
quent yvears' taxes.  Read lixhibit H.

The work proceeded under this order, but on November 28, 1924, the deputy
commissioner in charge of the Income Tax Unit, Mr. J. G. Bright, by a memo-
randum to the solicitor, requested another opinion from the solicitor as to the
right of the commissioner to reopen these valuations.  This memorandu is on
a letter head of the engincering division and hears the initicls of My, Greenidge.
Read Joxhibit L }

On December 5, 3924, Mr. Grimes, chiof of the metal valuation section, after
referring Lo the memorandmn, Exhibit 1, stated in 2 memorandum to Mr. Parker:

“At the present time the 1919 returns of seven copper mining companies are
held in the metals valuation seetion under instructions from the head of the
engineering division, until such time as an answer to the above memorandum is
received from the Solicitor of Internal Revenue.”  Offer Exhibit J.

Exhibit B shows the date upon which each revaluation was completed, the
date the report was forwarded from the engineering to the anditing division, the
date 1t was received there, the name of the auditor to whom it was assigned, the
date the audit was completed, the date the A2 letter was sent out, and whether
waivers arc on file and if so the date of their expiration.  Read from page 3 of
memorandum attached to Exhibit K.

Exhibits L~1 to 5 show graphically the provisional valuations and the revalua-
tions as of March 1, 1913, compared with the average price of the stock and other
data as to value in the case of five compaties.



ExuaisiT A

Record of copper mining reralualions

Invesced capital
19 ;
‘Sei;‘t{ tleors \ As of dute of acquisition ! Asof Jan. 1, 1919
tﬁxp:ayer : - ; . —_—
! Original '  Revised § Difference | Original Revised Difference
] T X B
» L Vein max.(ls] und other undergrountd mines with ore fepoRits g l
! omparable to veins: , ~
: ¢ \np;vmz:i a (Uuppnr \Izmng L S $135, 825, 197 $135, 825, 197 ... ; $76, 283, 220 376,283,320 .
' Kenneeott Copper Coo .. oo ... 31,323, 001_; ‘ 11, 581, 353 f $20, 231, '}_4_7 : ‘I)i, 964, E 3% PN o,
' Cerie DePaseo Copper Corporation.. 31, 523, 687 2, 410 216 | 9,813, 471 | 21,007,913 | 13, 326, 629 7700 24
i n-lest A2 North Butte Miming Coe . oo oo e e 7.517,17¢ . I T T ? 817,461 817, 461
[N i : i
Closand | Dravis Paly Copper Co_ oo o . ... e () g {3) i (@) (ay
[ l:) e Oled Dominten Cyooo oL .. e e . 6,814,061 | 6,514,061 ' 6,450,1'?{3 &4@.3&3
7; Penn Mining Coo_ ... .. 1,324,333 - 274, 096 859, 687 177,431
Closond Cutaveras Copper Co. oo . ... 629,313 . h29, 313 489, Ry 429, 855
i mkmm ! Consolidated Arizon: Sinelting Co. . 238,871 258,571 124,157 124,157
No_... ... East Bufte Copper Mining Co. .. 1. 000, 000 ! 850, 00 734,216 460,_
Pittsmont Copper €0 2,013,273 2,613,273 1,560, 7 1, 560, 708
) Elfamur Mining Co........oL L (a2} (a) @) (a)
Closed .. Iron Cup (‘uppﬂ'( 0., GISCOVETY . oo it eeieaan 1, 000, 007 1,006, 007 820,712 8?9,7]2
%9} \idgnm COPPRT 00 o o e i e 597, 23£ 59? 241 426,278 _436, 28 ¢
¢ lused_,__- First National (‘tmpcr( . (Balakiats € ous. Uopper (o) .. 1,436,977 ; 1,438, 977 1,243,118 1,243,118 !
(54 T Granbhy Consolidated Mining aned Smelting Co. ... ... (a) f ay a) @) H
Cinser] tiray Eacle Copper Co.. ... [ 721,24 | 721,250 721,250 721,250 ‘
Cloved .___ Arizona United Mining Co._ ... ... ... ! (a) ! (a3) (a) (a8} :
Closend ... Arizona Commereial Mining Co_ . ... ... PO, {a) { {8) (a} (3)
[5s P Eighty-Five Mining Co. .o o eiiceaieaan i (a) (a) X (a) (a)
i ~n
Total values revised ; 65,671,020 , 34,425,665 1 34, 586,315 13,5655, 146
Total values not revised ... i 187,913,364 f 157,913, 364 88,937,205 : 88, 937, 205
Total tevised values only; no originals; no rev &uatmn_..é 223, 584,384 ! 162,335,020 | 123,523,520 | 102, 902, 351
2. Open Pit and Upderground porphyry mines: ) i i ' .
P Copper Co e e L 31,488,280 1 23,085,132 27,353,802 | 13,281,017 10,071,975
Chine © umwr( ... . . i 13 252,015 | 2,134,817 | l!.:l_ﬁ«,.ﬂg ! 1,680, 367 9,727,342
Nevada Cansohdated C om)er Co. S,Gi.;, 20 1 5. 929,820 5, 712663 d 4,3?3,8:: 1, 508,756
Ray Censoltiated Copper Co.L.. 13, 467,826 | 13, 467, 826 10,814,970 i 10,814,970 Joceeoeoioaans
Inspiration rmc Loppcr( 0... 68.:}11, 134 | 13,436,168 5_4_,943.(36{ ! n,§36.68i 43, 306, 383
Miam ¢ u;g .............. 13, 569, 285 ! 1,512,804 | 7,030,701 | . 84,536 8,246, 255
New Cornelia (,opper L T PP 12,933,894 7, 848, 165 | 12 059 221 EE AN 5,729, 47
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Revord of copper mining revalualions— Continued

-

| Invested capital
1
K | |
A2letters jsiticn . an. 1, 1819
sent to i | As of date of acquisiticn Asof Jan. 1, 19 N
taxpayer -—- e e et t
! oOriginal : Revised Difference Original ; Revised Difference
d e e ! [ X
! 2. Open Pit and Underground porpbyry mine.—Continued ! :
No . : Braden Copper Coo.__ .0 7. OO ; (a) (f) $27, 1652, 883 (a) (D) 825, 570,074
N ' Consolalated Cappec Mines €o. {trirogy { a) (a (a) (8)
. Chile Copper Coooomiiao o . $96, a5, 383 82,397, 137 - $H, 965, 882 78,274,836
! Porphyry Cons. Copper Co. tForphyry Cop. ( . ' @) . (a) (a) (a}
Greene Cananes Copper Co. oo .. . . . . ____.__.__..... . @) . (a) (a) : (a)
Ohio Copper (oo : 811,643 , BiLGI3 ... U8, 927 - L A
i Democrata Canania Copper & fronCo___ ... . : 233, 603 Bo.603 .. ) &4, 851 54, 881 bl
Total satnesrevised. .. .. .. ... ___.... 244, 197, 820 136, 355, 03 107,842, 757 ' 213, 406, 262 120, 185, 028 | 93, 221, 234
Total valies not revised ___ 14,513,072 14,515092 § .. .. ____. 11, 898,778 11,598, 778 811,643
'FGL{L.....,._...,-_._..: 25w, 712, 892 150, 870, 135 107, 542,757 ; 225, 005, 40 131, 783, 56 93, 221, 234
i Revised vuiues only. no originuls. ... - — 27,162,863 . 25,570,004 | .. .. ... ...
| Norevalustion. ... . . ... . ... ... .- 20,162,893 i 25,570,078 ... .. ...
; L 23K, 712, 832 178, 033, 02% 225, 0G5, 040 157,353,880 | 93, 221,234
i 3. Limestone replacement type of nines: . ;
Neo Phelps Dodge Corporation. ... .. ... ... .. ... (2, 442, 004 29, 162,314 35, 215, 264 18,363, 481 °
[$9] ' Calumet & Arizona Miping Cooo . et aaaa 27,507, 77 27, 507,778 20, 84, 175 20,848,175 ¢
(§2] . Shattuek Arizona Cupper Co ... _____ . A 3. 022, 500 3, 022, 500 1,074,350 1,074,360 i
Closed. « Mamnioth Miniong Co.._. ... 83, 221 863,221 531, 63 231,063
7y ) Estate of Thomas iligeins. . ______ ... _ .. {a) . {a) {3) (a)
[&3] New Planet Copper Mining Co ... .. . {a) ‘ (3} ) (a)
No. United States Smelting. Refining & Mining Co_._____.__ ToAn0, 880 T, 380,580 |. 908, 398 YO8, 38
No. . Utush Consolidated Miping Co .. ___ .. . . . 2,178, %54 ! 1,434, 163 160,363 39, 524
Closed. | Utah Metal & Tunnet Co... ... _____ . . . (a8} ! (2) . (a) ot
\ Total vluesrevised . Lo ... ' 63,671,758 30,596,479 | 34,075,279 ; 33,675,627 T, 433, 0065
Total values not revised ... 38,774,578 35,738 0 23, 361, 996 - 23,361, 996
Taotal el 143, 46, 137 69, 370, 85 [ 62, 037, 623 ¢ 11, 765, 001
) Revised values only, no original. .- Y S S | IO
' Norevaluations.. . _ .. ... .. .. U ST e em—a——— e mmmm—mma
Total. .. 103, 446, 137 69, 370, S 62,037,623 . 41.765,001 | 20, 272,622
4. Mines with muassive lentieular ore deposit<; T T ! T T : T
- United Verde Copper Co . .. ... . ... . 26, 500, 000 RS 1 1) 13,176, 2601 13,176,201 ! .
LT Finited Verde Extension Copper e (a} (a) Do () i (a) .
{} : Arizonn Copper Co. (Jady_. ... . o, 197, 0680 PR At P R AU 1,442, 642 | L4113, 185 ¢ R ird

.
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Closed_ .., Engels Copper Mining Co....._.._____...__. [ ! (a) (8) ... ... f [8Y}
Closed_ .} Mountain Copper Co. (Ltdy . .. ___.. i {a) (8} [ (a}
Closed . oL Tennessee Copper & (hemical Cnrporation.. ... ... .. . 14, B0, V0O H,oa00, o . 12, 620, (80
No.. ... ' Ducktown Sulphur, Copper & drou Co. o ... .. j {a) 330,000 ... (:;)_
) ; Islapd Copper Co. of Californin et 177,255 138, 582 ! 38,693 | 70,639 .
; Total, values revised ... ... . T 1,28 138, 562 | 38,603 1,503,331 1,445,131 58, 200
Total, valuesnot revised.. . ... ... ... ..} 43,797, 565 43,797,565 ... ... ..._. 25, 796, 281 25,706, 28 L. ... ..
B3 % S 43,974,820 43, 936, 127 28, 683 77,299,612 27, 241,212_-’ 58, 20
Revised values only, nooriginal .. ._________.__ ... . .. S EE R L R R 86,725 el
No revaluations.
0L N 43, 074, 820 44, 286, 127 ; 38,693 | 27, 299, 612 27,338, 137
5. Mines with contact metamorphic deposits:
4] Qils Copper Sulphide Co. ... . ... 87, 508 80T, 508 5. ... ... 554, 930 & 930 ;
(ko] Great Western Copper CO-eeovmiomoino oo (a) () (a3 (ay :
Closed. ... Mason Valley Mines Co... ... ..o . coo it 921, 466 629, 629, 204
Total, values revised . - ... e oo [N S
Total, values not revised .. - ... ... . .. . ... 1, 729, 004 1,184,134 | 1, 184, 134
L 1,729, 04 1,184,134 ' 1,184,134
6. Lake Buperior Native Copper Mines:
No.oooaee Calumet & Hecla Mining Co-. . .ooooouoeoio i, (a) (s} ! (€Y I O
Closed..... | Ahmeek Mining Co...o . ... ... ... 500, 58,739 |
) ! Allouez Mining Co.. oo oo oo .. {a} (a)
Closed..... ! Isle Royal Copper Co. ... .. . .. ... .. ._..... 8, 456, 931 4,362,448
Closed..... La Salle Copper Co..__._..._..___.._____._.... .00 (a) {(a)
Closed..... ; Osceola Consolidated Copper Co.meeee oo 1, 540, 532 678, 168
{7 ‘ Superior Copper Co. ... oo oo, (a) (a)
Clesed. ... Centennial Copper Mining Co_._....._.._...... _......... (a) (8)
Clased ...l White Pine Copper Co....... .. 1T I (a) (a)
Notax..... Quiney MiniBE COnn e vee oo oo 4,255,838 2, 658,477
NOwaoaeunn Mohawk Mining€ CO. o ooee oo oo T (a) [CY)
NOucieoannn i Wolverine Copper Mining Co 1, 375, 000 825, 7
NOweeooeen ! Champion Co (a) (a)
No.oooo.... i Copper Range (a) (s;
Closed._.. 1 2 (a) (a
63 { Massachusetts Consolidated Mining Co {a) {a)
: Total values revised 9,372,463 3, 866, 520 1,906,822 |
{ Total values not revised. , 755, 838 4,755,838 | . ... ... 2,717,216 2,717,216 |
i . Total 423, 4,624,038
i Revised values only, no original 13, 734, 421
| Norevaluations....... .
: Total 14,128, 301 18, 360, 456
. 3 7. Copper tailings:
No-.o.... : Colusa Parrot Mining & Smelting Co. ... ... ... () [ 2 P (c) © ...
| Total valuesrevised..._...o....ooooooeo..... O, i
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Record of copper mining revalualions—Continued

- RECAPITULATION s
Invested capital
As of date of acquisition Asofjan. 1, 1819
|
. . . Percentage ) ) . | Percentags
Original Revised Difference original to Original Revised Difference | originai to
revaluation : revaluation
: g -
CASES WITH VALUES REVISED |f ;
1. Vein mines. .o ooo i ceeaeaees # 385,671,090 f 834, 425, 665 $31,245,355 190. 765 $34, 586,315 $13, 065, 146 $20, 621, 169 2 247. 661
2. Porphyry copper mines. - 44,197,820 § 138, 355, 063 107,842, 757 179. 090 213, 406, 262 129, 185,028 93,221,234 ¢ 17554
3. Limestone replacements.... 64,671,758 30,586,479 34,075,279 211.371 38,675,627 18, 403, 005 20,272,622 210 158
4. g{am‘viie%mular t;ieposzts.- 177,255 [ 138, 562 38, 653 127. 925 1, 503, 331 1,445,131 58,200 . 154. 030
5. 8eeC. M. Deposits. . ... eeecmaaan |, ammmuemama eesoleas cesmcmmaa. D LR SO S . mee .
8. Lake Saperior copper mines ! 9,372,483 | 3,667, 202 5, 705, 181 255, 569 5, 856, 320 1, 906, 822 3, 859, 4% 307, 649
7. Copper 1ailings. . cueamoeoeaceaaano. - reevemeacaacan B R B - O R et h e O .
R T U 384,090,316 | : 155,005,132 | 138,132,723 | 212. 867
CASES WITH VALUES NOT REVISED !
1 Vein mines. .. 157,913,364 |
2. Porphyry copper mines. - 34,515,072 i
3. Limestone replacements.___. -- 38,774,379 ¢
4. Massive lenticular deposits.__... . 43.797, 565 |
5. Contact metamorphic deposits. . - 1,729,004 ;
6. Lake Superior copper mines_............_.... 4.755,838 |
TOtA et e | 261,485,222 |
REVISED VALUES ONLY, NO ORIGINAL E
2. Porphvry coppermines..._.._oooo.ooootiooo L. .. i
4. Massive jenticular deposits. ... ... ... e i
8. Lake Superior copper mines._.......___..._. e cciieieaans !
Total . e ! ................ §
. . | ' i
Cases with values, revised ..._..._.._._. St $384,000,316 | &205,183,051 3178, 907, 265 187, 194 $294, 037,855 $155, 905, 132 ¢ 138, 1 : 1
Cases with values, not revised.. 261, 485,222 : 261,485,922 | _______. . ..-..---..: ..... 153,595:5104 !%595.630 ‘..f.:.;?‘.-:.i?’.?.z.;_‘....-..._f%fxg.
Revised valuss only, no originals L O R ST e, | 39,383,220 ... 177777 feeocaaannnnis
Grandtotal......... ... 645,575,538 | 500,082,368 | 178,907,265 , 126,826 | 447,653,465 ; 348,595,562 1 138 152,723, 122, 301
! i s

(L1
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Invested capital as of Mar. 1, 1813 (E) Value for depletion
N i H 1
1919 | { ; ' L
A2letters | i P Asof Jan. 1, 1919 Approst- |
sentto | 'Risk | Risk T ’i"ﬁw}xgs,ar' |
Y ! ioi 135, 3 3 i 4 H ~
tazpayer e Original o2 i Revised | 140 Difference B ‘ ) P I stock” | Remarks
i | ] Original } Revised | Diflerence, quotation |
y i : ! at vaiue i
! N f ' _
¥ i H : .
1. Vein mines, and other under- : ! i !
ound mines with ore depos- : : i |
1ts comparable to veins: ! Per | Fer | j !
{ A da C i cent ! s i ; t! E)g;gmc ggimzérysjaa jﬁi
. Mining e G D e - - PP -, 1919, iy gk
Yes...o.._. { Teonda Copper Mininglgiorisise 5 854,505,822 ({5 133,847,570 $129,276,845 $17,783, 114 SU1493,731 126,060,671 ‘“i‘éff“" e e
H low nat fing
NOa .. Kenpecott Copper Co__._._ { 31,823,000 | 8 11,591,353 10 | 20,231,647 | 11,964,499 Noge. . 21,964,499 2 27,663, 286 ‘ (E;}Iarquxsmnn Maby 7,
No........ Ceric TePaseo Copper Cor- | 25,087,240 (9 25,087,240 | (9 None. | 19,368,443 19,398,443 |  Nome. 321,771,425 | (E) July 31, 1917, liquide-
poration. ! i i tion of subsidiary com-
i : i i panies.
Pr(géest A2 North Butte Mining Co..._. 5, 735, 587 ‘ 8 ' 3,683,450 10| 052,097 | 2,103,581 725,831 © 1,377,750 3 10, 306, 416
Closed. ... Dzvis Daly Copper Co...... 4,015,000 8 2.537,626 81 1,477,374 | 3,540,227 = 2,115,718 . 1,424,449 1 654,488 | (3) Determined by sudit.
Closed_____ Ol Dominion Co_..._...._. 10, 207,701 | 8 10,206,701 8 I\Lme. 9,662,308 ¢ 9, 662, 898 - None. , 13,052,172 | (E) Valuation 1817.
%S P Penn Miniog Co___..____.__ 2,478 6421 8 1,041,500 | 10 1,437,142 | 1,895 313 623,200 ¢ 1,272,193 ______.____
Closed. ... i Caluveras Copper Co........ 629,313 , (4 141,938 | (®) 487,375 0 489, R18 None. . 489,818 1,925,216 Value basedf on g\cst of 4 f‘c;v!e%-
H ' . opment after . ov 1, 14
Bankmpt..g Consmmmcu \rizopa Smeli- 238, 871 % 8 258,871 (%) Noze. | 124, 157 | 124,157 None. | 1,839,641 | Not revalued; company
i ng Co. : H : . bankrupt and dmohed
No-....... : Eagt Ba:te Copper Miping 272,000 i g 211,617 8 60, 383 ; 69,934 . 91,798 21,864 §, 521,448
| Pittsmont Copper Co._.| 4,432,000 | 8 2,515,88 | 8| 1015132 3,123,725, 1,355,640 | 1,768,085 . ......... _ _
(¢ TN Ellamar Mining Co_....____ 337,872 g 106, 062 15 231,610 | 86,64{) 32,323 53,817 oeeceoa.. {a) Determined by andit.
Closed_ ... Iron Cap Copper Co__ b 1,006,007 - 8 1,000,007 , 8 hone..-...,- 820,712 820,712 | Nope_..... ' 337,286 . 3
f Discovery_ ..o ....._... 1,562,427 ... L, 562,427 eoe.. Nene......: 1,427, 542 © 1,427,542 | Nome._.._. ; 2, 425, 163 Dspletllmi goig cost; discovery
: ! : H ' an. i, .
[0 PR Magms Copper Co..___.__.___ G, (34,708 & 3,815,779 10| 5 2}8. M9 | 7,145853 - 2,120,692 ),0!6 161 646, 193
Closed..._. First National Copper Co. | 1,502,608 1 (¥ . 1,302,608 | (1) | None...... . L243, 118, 1.243,118 | Nome__.._. ' 1,611,222 | Based on depleted cost, stock
: (Béiaidala Cons. Copper . ; g ) . qu!otation, and  assesed
; [ ‘ ! i : value.
el Granby Consolidated Min- | (@) (d) | ) « @) (@) | O} |omemeeeneans @@ 1 @A | S (a) Determired by sudit.
I ing snd Smelting Co. . i i i i i i | {d) No valuation ma.de.
1 Earnings estimsated, using gravity concentration. t Earnings estimated, using flotation concentration. i No analytical appraisal made.
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- Record of copper mining revaluations—Continued .
) Invested capital as of Mar. 1, 1913 (E) Value for depletion
i i i H } .
1619 H i .
A2 ettars | : g Asof Jan. 1, 1919 | Approxi- |
< - | i i 1nate Mar.
sent 10 P Risk | . Risk | ; 1,1913, !
laxpayer i Original rate - Revised rate | Difference _ f stock” | Remargs
{ : ! Original | Revised | Difference quotation |
i . ; i at value
. H H ; H
1. Vein mines, and other uader- ! ; 1
ground mines with ore de Per ! [ !
its comparableto veins— en. cent i i i
Closed. ... Gray Eagle Copper Co_.__._ $721,250 | {4 $721, 250 $:21,250 3"21 250 ' Nope..._..|. ... ...
Cloged ... . Arizoua Uaited Mining Co.. 84,116 10 84, 116 6, 442 6,442 | None______| . ... ____ ‘ {8) 8.I!)oat:ermt xne;id by audit, no
: ;  valuation made.
Closed. .... Atizoua Commerrial Mining | 3, 538, 208 8 485476 15 81,042,;32 1, 121, 261 149,208 | $971,967 | .. ______ i (8} Determined by audit.
64 TV Exghty Five Mining Co..... 506, 218 5 506, 213 8" Nome...... 136,120 176,120 ' Nome......l . ....__... ?7 (3) Determined hy audit;
; . ; sold in 1920 for $:,034.000.
Total values revised______. .. 249,009,412 | __._. 81,008 521 |._ ... 164, 000, 881 (160,817,776 | 25, 007, 170 135, 810,6% ............ I
Total values not revised .. 40,930,433 {._____ 40,030,433 | ... None.._...} 33, 580,682‘ 33, 580, 682 .. ‘
Revised values only; no 289,930 &45 | _____ 121,938,964 .. ... 163, 000, 881 {194, 398, 438 | 58, 587,852 3135,810.6% ............ E
origipals; no revalua- l : ! |
tion. ! ' . J ]
2. Open Fit aod Underground : 4 i i
porphsry niines: | H {
{Utali Copper Co......_.__... 337, 300, 000 7 174,591,783 | 7 262,708,217 294, 582, 561 49 14..,729 245,439, 832 1$81. 493, 300
Cliino (‘Gé)per Coocoevno... 94,274,374 71186, 498‘&99 } 8 79,775,275 ; 83,743,126 | 7,902,050 - 75,841,067 | 33,875,218
i\evn.da onsclidated Cop- | 91, 675, 198 ¥ | 1,899, 060 8 1 72,777,138 1 77,117,648 9 119 842 | 67,997,508 | 31,814, 902
per | | : !
Ray € onsolldaied Copper | 93,577,234 | 7 119,520,126 8 74,357,108 ’ 82,448,899 | 11,262,933 | 71, 185, 066 31, 685, 499
'..S})u’huOH Cons. Copper Co.| 92, 134, 736 T} 17,202,074 0 74 %42,656 X 81,165,604 | 6,924,248 | 74,240, 656 14,017,314 i‘gi}s Keystone, $3,435,930—
| X 915.
Miami Copper Co..__...__. 25,989,721+ 7 1L 518,058 1 83 13,760,663 | 17,150,880 | 4,635,367 | 12,515,513 | 18, 110, 242
New Corneiia Copper Cn___ | 29, 266, 107 i ONBB165 . T 21L,417,842 | 20,740,756 | 6,322,814 | 21,417, 842 | 3 3, 500, 000 {Ei clqmﬂan‘on Ajo Aline
: | ' Aug. 1, 191
Braden Copper Co......_.. 159,811,000 | & | 23,706,888 | 10 136,104,012 !54, 756,449 | 19, 386,611 1135, 369, 538 | 45, 000, 900 {s) Determmed by sudit.
i } H : 2 sc.esl of stock Dec. 31,
H
mm —M‘
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g 01 La--Ca—GTARG

Closed. ... Consolidated Copper Mines § 2,775,572 | (% ........... [ ) S, 2,521,026 'L .. | R, { (a) Determined by sudit.
Lo (Giroux Cons. Ming. ! ; . ;
0 ! . i
Yes. ... [ hllutbp,utgu ............ 224, 116, 593 TosnLagn It 141, 719,458 1219, 004,284 75,274,836 141, 719,458 100,000,000 | () A prif, 1913. .
Yes. .. ... "tir!phyrg [ 01(13 (uppor( 0. (a) ¢y {3) f L I {a) (3) | SO 1 (8) Determined by sudit.
‘orphyry Cep. Cel), {
(50 T Greene Cununco Cupper Co. {(d; {4 (d) Dw (1) () | S f (33d)lizetermsned b}t audit;
i i oreign corporstivn; no
i g I value made.
; V i
Clused, Ohijo Copper Co_ ... 511,643 T 511, 43 T None. CUR, 927 6B, 927 | Noue. [.._..__.___.i (E)} Acnquisition cost 1915,
; ! |
7 Dem'\cmm iauazua Copper T = { | : . ; X
&lronCoao . ... ... 1,059,101 iy UOR, (43 i iﬁ . 401,053 | 324, 202 8Y, Y83 | 84,219 | . I (33
Total values revised 1,150, 603,064 272,720,538 1 7T, 873, 522 '1,019,024,412 193, 062, 122 845,962,207 | ... i S
Total values not revise 811, C»B, i1, 643 f.._. .. . Noaze. ; B6US, 924 B, 827 | el .
Total oo, 1151,414,703] 877,873, 522 11,089,722,346 193, 761, 049 545,962,207 |.........._. |
Kevised values only, no | i : ; i
originals. . .. . ... .. __. N O A SO TR R OISR SR U |
Norevaluation...._...._._.. 2,775,572 2,520,029 ..l j .......... - .
Y Y 1,154,190,275) 577,872,522 11,042,244 375 1183, 761, 049 (845, 962, 207 i ............ |
3. Limesione replacement type of |
mines:
No. Phelns Dedge Corporation _;i2l, 085, 000 349,200 | 96,306,785 | 27, 664, 304 | 62,642,482 | 71,886, 256
(W] L%‘Iumet & Arizgua Minirg | 27, 462,755 c84,091 21, 551,345 | 20.989,076 562, 269 | 23, 355, 287 1 (E% ;ulgegoE & Piushurg,
c. eb, 1916, Ceost on reorgan-
! ) ! ization, §19,703,519.
) Shattuck Arizona Cupper Co.l 5, 721,630 | -1 M [ R 2,580,611 ‘oo .. _ .\ ... ... 7,859,972 ° Valustion heid up.
Closed. Mammoth Mining Co...._.. 76,318 | ! &) 75,318 | (Y None 164, 603 164, 685 None. |.._.._.._... f I“cll‘.u;d ta‘lh_nfﬁ and unde-
velo ~laims.
) Fstate of Thomas Higgins_ . 600,006 1 (v 600,000 | (3) None. 377,108 377,108 NoDe, foveeeeeanns ! {a) Iatermined by audit.
{) h%w Planet Copper Mining 230, 000 j ) 45,000 | () 5, 000 202,970 None. 202,970 {oeoeeeae. i Do.
No. Uglted Cdc‘a{ets Smel(t:mg Re- | 6,033,761 ‘ B 7,183,847 8,12 1,969,914 2,892,711 | 2,232,238 660,433 ... ... .-.i
ning ining Co
No. btah Consolidated Mining | 3,179,757 1 8§ 2,246,398 10 893, 559 636, 609 . 400, 777 235,832 1.._ gf
Closed Utah Metal & Tunnel Co...{ (b) { 6! ®) O J N ® 0 ® e «-- (E) 1914; fg e:enx;]ine' by
: { ¢+ sudil; (bj pe valustions
f ; i : { made.
Total velues revised.______... 161, 0‘3} 273 i.,.-... 83,926,709 .._... 77,104,364 115, 596,421 %6, 395 64,305 m .......... - (®.
Total values not revised..... .3 ...... § §76, 318 ... ceeeeseseen 31,713 LTI el Y
Total ... seee--1161, 8507, 591 ....... i ¥4, 803,027 1o ... 77, i04, 564 1116, 132,134 l 51,828,108 | 54,304,026 . ... et
3 No analytical appraisals made. ¢ Approximately. ¢ Origipal 7 and 8 per cent revaluations not eompleted.
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Record of copper mining revaluations—Continued

3

Invested capital as of Mar. 1, 1913 (E)

Value for depletion

i

0
|

|

1919 P ? :
A2ietters i f ! Asof Jan. 1, 1919 | Approxi-
sent to ‘ Lt - mate Mar.
taspayer Origina! ?jz? . Revised &';“,‘ + Liifference N ‘ . I léé)gcg' Remarks
: k [ Original Revised | Difference ' quotation
i . : at value
3. Limestonse replacement type of ¢ Per . Per i
mines—Continned cent . cent ¢
Revised values only, B0 0TI oeioai i ein cmmcrmcmeaneceeeeciemrrecemee e nae e F N DO
inal. : :
Norevaluations. _........... ! $5,721,930 ... [ R $2,580,911 L., D I ST FE TSP
1\ 167,620.520 _.___. $84,808,027 |_.._.. $77, 104, 564 [118, 713,045 (651,828,103 $64,304,026 |...cuceoo...
. 4. Mines with massive lenticular | . i o ]
ore deposits: ; i } .
No. United Verde Copper Co.._-} 41, 546, 687 8 ' 19,180,782 8 905 | 29,349,620 | 9,237,956 | 26,111,664 823,000, .
Closed. United Verde Extension Cop-; 31 ,GUIJ,(X)O i 7. 31,600,000 10 None. | 26,097,822 26 097,822 None. | 50, 33, 332 *\ (a) Determined by audit (E)
per Co. ; | . i gisecovery value Dec. 31,
Arizona Copper Co. (LAd.)..[ 13,172,000 - 8 ' 8,841,661 | () | 4,327,339 | 9,582,307 | 5,578,350 | 4,003,948 | 13,653,407 |
Engels Copper Mining Co__| 3,508,1:3 8 330,925 10| 3,177,220 | 2,941,672 None. | 2,%M5L,672 ... ..... i (a) Determined by sudit.
Mounptain Copper Co. (Ltd.) ! 1,105,867 | 8 779, 657 8 330, 050 591, 441 560, 113 3L3 8 686, 111 ‘- Do.
Fennessee Copper & Chem- H, 60, 000 . 8§ ' 14,800, 3 None. 12,620,080 | 12,620,080 Nune. | 7,031,042 | (E) Acqutsxtmn Vailue Jan.
ical Corporation. i ; ; 1, 1916, $16 per share.
Dléctlctown Sulphur, Copper G40, 500 (... ' 940, 500 8 None. ! 908, 041 908, 041 None 2,735, (309 ('1) Deter'nmed by audit.
: Iron Con ! ' !
(?) Isifand' Copper Co. of Cuali- 255 8, 128, 562 : 10 38,693 ' 70,629 31, 46 38,693 1 . (E) Acquisition Nov. 1815
ornia. : : | i
Totad, valaes revised 59,500, 70 29,270,557 |_.__._ 30,235, 197 © 42,535,679 | 15, 408, 374 -
I‘ut'ﬁ values not revised .. L3080 L 47,340,500 | fooo.ooo... 39,625,943 | 39,625,943 | i (’) QR
TFotal . ‘i06, R, 25 .. .... 76,611,087 |.__... 30, 239,197 . 82,161,622 | 55,034,317 i
Revised values only, noi ; ; !
originul. i : ‘ ;
No revaluations. : ! ;
! ! H B
et S !1’)6,2310 ..S-: ....... 76,611,087 ... 30,239,197 | 82,161,622 | 55,034,317 | 27,127,305 { ............ ;
F_——_—— "

9191

ANNIATY TYNUYLLNT 40 OvaAUNd 40 NOILVOILSUHANI



Cle

wed. oo

)

I

5. Mines with contact nictamor- ‘ t I ! ' ! ! 1%
phic e 9;)-»)(\. : . v } . } R . i !
€3ila Copprer ‘-qu Lide Co. MN[0 &7 50R 1 () None. TR H30 o B ‘*“.tl None, L. AMine in deve lipanent ~tage,
Grovad Western Coppir Co. GEE N x RATE \H 1 329,673 f42, 602 PRI B L ) Depniminod 3 atidid,
Moson Vadiey Mines o 1, 0U8, 397 7 : R Nune. NAL 181 K20, 181 Nome. | 263,11 §
Toial, valiues revised £14, 4a1 529,673 432,662 Jn—l 55 8. 132 il
Tetad, vatues ot revisod BG5S oolo LONS WS ool JRRY I S F TR NS vsi 0 § § SR - !
TFotid coceoicoaaaot 329,673 1,801,773 1,339,641 208,132 |
€. Lake Superior N Gve Capver i i g
Mines: . { . ' ' i .
Columnet & Hedn dhining oo 33,784, 150 5. 15,343,001 8" 18,442,044 25,961,415 9,322,169 - 16,639,250 * 26,000 000 | (1) Determincd by audit
Abhmeek Mining Co_ o L ’L‘ 71‘3 343 & 14,497,310 i 8 K 222003 16,5082 597 10 R09,722 . 5, T82NVG o ....
Allouez Aining Ca._____ . 2 8 L3R5, 64T 8 3,536,200 3,575,935 Lo, Su2 1 R.223,893 ¢ 3,704,436 Do.
Isle Royal Copper Co-o._ ... 5, 4,615,374 ; 8. 2,906,742 4,277,527 1,574,029 1 2,708,4b5 , 3,100 057
¥.3 Salle Copper Co_o. ... g, 67,174 8 540,108 414,035 None.! 414,035 1,122,736 i o,
Qsceola Consolidated Copper ; ! . i ! H
COn el 12,753,027 & 3,768,789 10, 8,085,138 3,350,370 1 7,357,212 1 6,746,592 t
Superior Copper Co S83, 924 7 Nope. | (8 ¢ None None. | None. l 2, %75,2i6 ; Ne revaluation rnecessary;
: ! ¢ value depietea Dec. 31,
' ‘ i ' 19i%. {a; Determinei by
Centennial Copper Mi mmg H ' ! : audit
CCoome e 1,480,658 81 103,788 8 ' 1,376,890 Nome. | 1,279,757 1,749,%0G | () Detcrmined by addit.
White Pine Copper Co 15,205 - -3 346,453 i0 658, 752 ’ 41, 209 | 613,666 ... Do.
Quincy Mining Co___ .. 6, 510, Uns S 4,467,341 8 2,043,647 5 B 2,165,087 | 1,675,002 1 6,366,722 !
Mohawk Mining Co. . _ ... 4, 188, 430 3! 3,2i8,032 § 5070808 6874 76% 1,531,723 ) 5,345,045 4,115,168 Do.
Wolverine Copper Mining ! ; ’
| O TP 2RGR, 200 7. LO75, 474 8 1,622,786 . 1,388,494 191,971 ) 1,196,523 ¢ 3,271,996
Champion Copper Uo. . 20,439, 708 | 5 13,686,000 ; 8 6,753,708 ; 15 547,180 9,467,501 ¢ 6,000.679 ... ...
Copper Range Co...._.__._- 5,582,08% 5 2,081,312 3 5,510,727 1 6,935,969 1,514,979 5,410,980 13,773,826 (E) B't!uc $4,146,227 May,
. i : i i : 1517,
Franklin Mining Co. .. ... 144,093 1. None. c...... 144, 588 122,884 ¢ None. ! 122,989 Lo . .o... {a) Determined by sudit.
Ma@aclg}settq Consolidated Min- | 1 490,120 E 8 j 351,674 8 1,138,476 1,215 345 153,991 | 1,065,334 .......... i Do.
ing Co : : i ;
Total va]ues reviced. ... ... ... 65,853, €99 | 97,731,692 | 3.
Total vaiues not revised..._.. S UL SO,
. Total ... .. ... 2
Revised values only, no originalZ . - ... ___. .
Norevaluations. ... ... _..... 583,426 : !
Total. ..., 129,428,227 ... 62,085,599 ...... 65,853,609 | 97,731,602 3%, 778,813 | 58,952,679 oeeeeno.|
7. Copper tailings: | : {
Colusa Parrot Mining & 417, 476 7 12,118 7 405, 358 194,333 None. ! 194,353 cceennes (c) Tailings carry no cost
Smelting Co. : { : on hooks.
Total values revised. ... 417,476 ... . 12,118 ..., 405,358 | 124, 35 None. | 194,353 s
i « ¢ ?

2 No analvnmi apprazs"E made.
7 Book value, 1916,

8 Earnings estimated on ores.
¢ Earnings estimated on slags,

AANTAATE IVNHILILNT 40 OAVIUNTG 40 NO LVOLLSHANI
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~ Record of copper mining revaluations—Continued
RECAPITULATION

Invested capital as of Mar. 1, 1913

Value for depleticn as of Jan. 1, 1819

N !
Percentage ! ercentsge
Original Revised Difference original to Original Revised Difference |
revaluation : revalmticn

CASES WITH VALUES BEVISED i
1. Vein mines. oo oaococcmnmcccnaccacccareanan $249,000, 412 $81,008, 531 $1568, 000, 881 307. 387 $160, 817,776 $25, 007, 170 $125, 810, 606 a 543 (88
2 ?orphyry eo]) ...................... 1, 550,&)3,060 273,729, 538 877,873,522 421. 900 1,039,024, 419 143,062, 122 845, 962, 267 | 538 182
3. Li me.nts ..................... 161,031,273 83,928,709 77, 104, 564 191 871 15, 590, 421 51, 286, 385 64, 304,026 225. 383
4, Massive kntlcular deposits. coceciiecnaaaan 59, 509, 29, 270, 587 30, 239, 197 203.310 42, 535,679 }5,4(3,3"4 27,127,305 | 276,057
5. Contact metamorphic deposits.. ——— 614,484 284,811 29, 215.751 432, 662 64, 530 268,132 ¢ 262 988
8. iake Superior copper mines.. . 839, 258 985, 65, 853, 609 204, 554 97,731,602 38,778,813 58, 852, 979 252.024
7. Copper tallings. . ..oooo.._. - 417. 476 12,118 405, 358 3,445.09 194, 353 Noue. 184, 353 [reemmeemmoneaaan

Total....cecmacccncccacacanncccrcccacene-n 1, 750, 024, 787 530,217,893 | 1,219, 804, 894 330.058 | 1,456,327, 002 323,707,404 | 1,132,616,588 | 449. %0

CASES WITH VALUES NOT REVISED ;

1
1. Velnmines ..o onee e eeecccccananann 40, 930, 433 40,930,433 | e fescecnciccanan 33, 580, 682 580,682 | .. ... f e eemccecceana
2, Porphyry mpﬁ& ...................... 811,643 810,643 | e aiciciaaaas S, 668, 927 ® 698,927 | oo |
3. Limestons 314151 11 5 SN 876,318 876,318 | e i raaas 541,713 5 1) & O [ D,
4, Massive lenticular deposits. ... ... 47, 340, 500 7,340,500 .. ecccciaeean 625,943 39,625,043 | _ooooioo. e emeeee—————-
5. Contact metamorphic deposits.............. , 805, 3,905,838 | cemaccicacaann 1,375, 111 1,375,111 | e eeeeecetatmanana
b X <t 91, 864, 732 91,864,732 I iaae 75,822,376 75,822,376 |...... b SO, § ................

NO REVALUATIONS ]ﬁ
2. Porphyry coppermines.. ... ...._. 2,775,672 2,528,029 | aceaaaas [
3. Limestone re ments.. 5,721,930 2,580,921 |-cceeeecmnceaecfoecmmneecannaan e eeeermaaaana
8, Lake Superior copper mines....._._.... ... <A R A AU SR R AR el
Total. e e cmeceommceaeccme e eam e eneae 9,081,431 5,101,940 |.____.....___... |oseeloaaemnanene Feeeememeaaes

1 i

SUMMARY
— ‘ {
Cases with values, revised...c.ooe oot vmennna.n. $1, ?50, 024, 787 3530,217 893 [ $1, 219, B0G, 894 330.058 | $1,436,327,002 323,707,404 | $1,132,619,583 448,589

Cases with values, not revised......_.._.__._._. 91, 864, 732 01,864,732 | 75,822,376 75,822,376 | eeree e
Norevaluations . ___ ... ... 9, 081,431 | oo aee.. S MR L I T I S SRR N
Grand total oo ..., 1, 850, 970, 950 207.545 | 1,537,251, 318 399, 5297807 1,132,615, 588 l 384 765

622, 082, 625 i 1, 219, 806, 894
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INVESTIGATION OF BUREAU OF INTERNAL REVENUE

ExuisiT B
CHINO COPPER

1619

ANALYSIS OF ANALYTICAL APPRAISAL

Orereserves {oN8) ..o iimicccraccecve .-
Grade (per cent) . ... it cnnvu————————.
Qross copper content {Pounds). . . .. c.ccveeaerrenncerrcncen
Mill recovery (per cent).. ........
Smelter recovery (Percent) . . . ovovveoncranemnaecnan
Combined recovery {per ¢ent).. ... ..cccvececeaccceonan
Total recoverable copper (POUDAS) .o coeovreraiecicncocaauanas
Life (YeRT8) oot e ccccc e cmcrmceaanasmmme oo amoan
QGross receipts per ton (Plus Auand AR)...occeeeucunnnounnd
Gross receipts per pound of copper, all ores.............
Cost per tcn open-pit ores, excluding stripping . ooveeeoeee .
Cost p::r ton underground ores, excluding stripping and develop-
mont.eenennn. cememmemn—vnnn
Total cost per pound of copper
Profit per ton, open-pit
Profit per ton, underground.. ... ....coceciaicaca..
Profit per pound of copper (excluding Au and A
Tonnage, open pit, 85.57 percent...................
‘Tonuage, underground, 14.43 per cent. .
Exp. profit open-pit ores, including add plant and stripping
deveiopment. ... ... iiiciicceiecueacsssasan
Oxt)'en-pltt %eductlons (plant additions based on 1913 deprecia-
0D FALR). oo e e ctnciasscmcceosascemvmnnonenoaannanann
Stripping (85,570,000 at 30 cents less $006,361) ...
Net export profit open-pit ores
Risk rate—both opon-pit and underground ores (per cent)......
Present worth open-pit ore, Mar. 1, 1013 ..o ..o .
Export profit underground ores, excluding development and
underground PIANt. .. oo ieeiacnaecaneinaaan .
DOvelOPMENt .. ... ovoeeeeemenenanenraneeerenamanmmnmenne ————
Underground plant .. ... oiiiiiiinm i iccisaa e eiaan
Net export, profit underground 0e. ... v ocooccooromcoaaeacnas
Recoverable gold and silver value. ... oo cucomniaan.
Present worth underground ore, Mar. 1, 1013 ... _......
Total Mar, 1, 1913 value of open-pit and underground ores......
Less Mar, 1, 1913 book value strippingand plant............
Value of oresonly Mar. 1, 1813, .. ..o veemimimaimaiiacneaen
Depletion per pound.......ccceveeccoranaas -
Date of valuation repott......v.eeeun.. temeemmmmmasmaeeeeemamnn

ANALYSIS OF TAX COMPUTATIONS
1917 taxes:

Total tRX. oo eveencreneannecnaremanenen R,
Netincome......oevveeicvnnancanan e tmneeaem— e -

1918 taxes:
INCOMOAtAX ... o iniieiiiiieacaiaaannna e nanaas
Excess-profits tax. . .
WAT-PIOtS $0X .ot onensensnnemmmmamsnmcmmnunnenenan.

TOtAILAX. e ieeaeiee e ammcmamanaccme i c e
Netincome.. ... ... ....... w——a—naaes ammeman - U

1019 taxes:
LT3 TOR A, SOOI
EXCoSS-Profits LAX . - .o e

Total tax. .o eeiiiacmreaaeas et mn e cbseme e
Net income

Provisional Revised
1124, 358, 669 100, 060, 00G
11,614 1578
4,028, 220, 420 3, 156, 000, 000
................. 66,03
................ 5, 00
75. 718 02,728
3, 050, 004, 752 1,979, 695, 680
27 4
................ $2,07
$0. 1740 $0. 1402
.............. .- $1.8
$2.20
""""""""""" $i.17
$0.77
) A 85, 570, 000
é‘) 14, 430, 000
® $100, 116, 900
(] $3, 236, 054
®) $24, 764, 639
® $72, 115,307
7,4 ,4
® $19, 916, 150
8 $11,111,100
® $500, 000
() $5, 560, 600

82,611, 532 C
) 81, 535,670
$105, 274,374 $21,45), 832
4 $0, 000, 000 , 953, 73
$96, 274, 000 $16, 498, 000
so.)mn.m , 008333604
$393,812. 06 $457, 249, 48
1,560, 230. 59 2,471, 100. 04
1,954, 051. 65 2,028, 358, 62
8, 201,611. 71 10, 259, 771. 52
304, 256, 97 419, 865, 96
427, 215,25 818,674, 06
, 008, 53 864, 218, 21
1,028, 570.75 | 2,102,778. 23
3,038,840, 21 | 5, 200, Y93. 56
|

96,607.02 | 140,617. 03
None. | Nove.
86,067, 02 | 140, 617. 03
$142,828.71 | 1,482,328, 78

and would have a negligible velue.

! Includes ores which, on basis of production rate of revised valuation, will not be mined for over 40 years

! Provisional percentage of copper in ore is based on drill hole assays without allowance for diminution
04 account of waste mixture. Revised valuation is based on the performance record.
? Provisional valuation made no segregation of open-pit and underground ores, but lumped these two

classes toéwzher 68 one, both as to value and recovery.
¢ Included {n tﬁroas receipt per top.
$P.and E. only.

78ept. 18, 1623.
* As computed by taxpayer on return filed,
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MIAMI COPPER CO.

ANALYSIS OF ANALYTICAL APPRAISAL

Oro reserve (tons) Mar. 1, 1013 (statement by consuiting engi-
neer of compuny)
Avoragogrado (percent). (Estimated recovery Gépercent early
yenrs; B0 per cent later yonrs; avernge recovery estimmated at 75

Provislonal Revised

20,626,107

per cont of 40.8 pounds per t0m) .. ... ... e ciiiiiiiain. oo AR il e e
Recoverable copper (pounds per ton) from above............ .. 37,2 e nieiee v e e
Expected yield copper per ton (statement by consulting engi-

“ DEEr Of COMPANY - .« - oo oeeemevonsommemmcrmamemeaszazaeineoalocieanmancena KIN )
Total pounds of recoverable copper (found by multiplying tons

of ore in reserve by pounds of recoverable copper per ton).... 767, 203, 528 649, 725,208
Relling price per pouna of COPPOT. . oo ovmeranenernaacanaannes $0. 174 $0.)
Estimated cost of production (9.6 cents plus 1.15 cents)........ $0, 1065 |oeeeinmcvreiian e cnaas
Estimated cost of production (statement consuiting engineer of |

COMmpany).. ... e emm e e e mmm—nn am i asamammammmeanneaeeuana|imam———— e 20,005
Estimated profit per pound (by ditference) . ... coeoevuauoaaoon $0. 0675 $0. 0542
Total expense gross receipts (649,725,205X$0.1402) ... ..., $06, 939, 001
Total expense future cost, at 30.005-381.723.894} $60, 168, 416
Less prepaid dovelopment. . .......... 1,857 478f -~ ----r---mmomojroemeremmaes P AT
Future plant additions. . ..eoe oo P, (RSN R ! 452,878
Total expected operating ?roms (ATErence) . . ovveenenneunnocaocmmnmcarn nanen $36, 289, 507
Same (767,293,52584 X $0.0675) $51, 702,313 i
Life ?estlmated years) . - 15 ¢
Life (consulting engineer of company, producing 1,030,000 tons

B:" L) J S SN PIP Ressuvean meemseonenaanss 20
Risk rate (percent) ..o iiiiiniiimieeeeanenaae 7 8
Mar. 1, 1013, value exp. val. op. profits .. . .ooiiiiannaiaian $28, 747, 721 $15, 075,128
Less plant (Mar. 1, 1013 book value). .. . $2,803.578 $2. 899, 592
Additional plant redirzed to Mar. 1, 191 - $006,422 eveeeeniinianres s aiaeans
Prepaid development._ .. i, e : $1, 557,479
Bum of deductions. . ..cuuoneerineavaniicinanie e corm———- ! , 500, 000 | $4, 157,071
Mar. 1, 1913 value ores only . oo vneiiim i aan e 1 $25, 287,721 $11. 518,058
Depletion per OUN - . oo oo oo meemae e mmnaemnn ! $0. 032057 $0. 01772738
Date of valuation report. . .. ooeeomniiiinen.. emmmeees PO (V)] | (1%

ANALYSIS OF TAX COMPUTATIONS .

1017 taxes: I
Income tax. .o vvvvunennnes U - Memmemmmaeancama $285, 343. 54 $237, 368. 22
Excess-profits tax . .. ooooooieiiiiainnns redenveeanaaca weeas]| 1,683,555.00 ' 3,525,214, 08
Total tax. ... couuununs dermeraracmmRmaner s aneepmm————— 2, 288, 819. 53 3,702, 583.20
Net income........cccc.n rruameas meammemesscssisemesanmeenan 6,746,615, 10 7,504, 276. 38

1918 taxes: '
Income tax : 263,490.23 | 192,727, 08
Fxcess.profits tax____ 1,269,900. 15 : 2,747,191 72
War-profits taX..v.ceeenncmeccacnnen 004, 576. 04 | , 300. 54
Totaltax. ..oeoevnencune-- dadmanasosncnannans wwsmresncn .| 2,437,075.42 | 3, 843, 225.32
Not Income. . evrerenecacucccavnasnn mevmeunnnananne asasun| 4 438,037.74 | 5,324,357.68

* 1910 toxes: ’ |
Income tax......... eertemenmeesmemasasmssessesesimaseenaon—, 4 168, 356. 00 208, 169, 77
Excess-Profits tax . ..o eriienienecernmaneaacaauaseas None. 449, 051, 14
Total tax. oo oeicanas demndrsegeahsueamanarann e $ 168, 356. 00 855, 220,91
Net InCOme. - . evciiiesacncnonnemmannmmanannennemmnnan—- 11,864,271, 54 2,601, 460. 32

3 As computed by taxpayer on return filed.
¢ Dec.4, 1919,
1 Sopt. 5, 1923,



INVESTIGATION OF BUREAU OF INTERNAL REVENUE

UTAH COPPER CO.
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Provistonal Reviged
ANALYSiS OF ANALYTICAL AFPRAISAL
Ore raserves (tons) ... e vat e as s aeanamaen o 12 445, 008, 075 280, 000, 000
Grado (POr Cont COPPRT)aune. carmnmriincnevaenenanaan . £ 1, 3838 1,346
Recoverabla gold and silver, perton. . ... cvveean $0.12
Mill recovery (Der o8Nty . oo oimee e cnnmnneanan 64,09
Bmelter recovary (Per Cont). . .ov oot omievminnnraan e $5.00
Combined rocavery (Per cent). .. ...ococceuiuvuunnacaas 1080,7 61. 75
Recoverable copper (pounds per ton). o oooceiiiarnnnnnn 22,333 16,62
.......... $3.63 $2 59
.......... * $1.61 $1.475
PEOD. . coceemenennnnnn e tbeamrmeaneaema——————— $2, 02 $1.118
Aunual production, toas. ..... e ettt tm————————— 18, 805, 300 7, 000, 000
V@, VOAPS . o e iiairncn e ains 28 40
Risk rate (percent) . ..oo.ovn.an ememimaeuserteranm——- 7,4 7,4
Total expected profit ns of Mar, 1, 1013..._ .. ....... 000 12, 600, 000
Less: Future strip{)lng cost at 7.5 cents per ton 1¢ $18, 512,717
Future plant and equipment cost V7. ... 12, 000,
Total expected operating profit ................. 2,087, 283
Presont worth, total exp, op. profit M $87, 579,075
Less, stﬂ({nping costat Mar. 1, 1013, ..o circccecncfomruenac i , 487, 282
Plant and equipment. _........ . 20, 000, 000 10, 500, 000
Value of ores only Mar. 1, 1013, ... .. $337, 300, 000 $74, 591,783
Total recoverable pounds of copper Mar. .| 9,940,808, 767 , 853, 600,
Depletion B{m ?mmd .................... - $0. 03393
Date of valuntion report n- () )
ANALYSIS OF TAX COMPUTATIONS
1017 taxes:
THCOMO UBX. . o e emvanannnan teeneae.| $1,130,513.67 $1, 200, 404. 24
Excess-profits taX. . oo oo eesnn e ammnaam—a—- 4,199,410, 90 7,400, 708, 54
b A 2 I S DU 5, 338, 930, 57 8,607,112, 78
Net income. ... e maaon e m e emmm e —— o m———n - .| 26,492,528.1; 27,373,107, 45
1918 taxes:
Income tax..... A mtaamme e aamameeamaeamammnean———— 1,154,070, 02 1,125,715, 57
Excess-profits tax...... 2,159, 543,09 3,308,496, 93
War-profits tax_........... e 2,121, 968. 63 3,034, 460.07
Totel tax......... e e e e ce o st areenamumnmnmam—nmnnee 5,430,401.64 8,428, 672. 57
Net INCOMC e e v v cmvecimacnncrmcmcncemmeeaaneamaanas 14,101, 874.45 16, 969, 450. 14
1910 taxes: ‘
100OME tAX..n e oeemevmmnnenenenn rersemcremmnsenaan PO 210, 189 38 486, 835, 44
Excoss-profits tax . ..o .o iianr ecmneennna————n emm - None. None.
Total 8%, nununn e emgmenvaeneamssamemmammn—eam———— 210,189.38 486, 835, 44
Net {pecine.. - o ocvevevennn mvmmamanns s et russrummnmemnnene 2,716,051.25 5,482, 1. 87

1t Includes excessive tonnage of prospective ore, snd ore too low grade to be commercially profitable at

Mar. 1, 1913,
9 Drill hole assays without correction for diminution.
" Performance record includes diminution.
# Includes ofl flotation before it was adopted or insialled.
18 No deduction on provisional valuation for this item,
17 See deduction from provisional valuation at Mar. 1, 1913,
18 December, 1918,
19 June 1, 1923,

!
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INBPIRATION CONBOLIDATED COPPER CO.

Provisional Revised
ANALYBIS OF ANALYTI AL APFRAIBAL
Reserves as determined by drilling (tons) . ............. e 1 50, 643, 000 |10 40, 443,000 147,198,610
Y088 of ore (tons) (block covering method). .. ..o.oovun oo ot ans RO * 8,004,300 14,719,881
Recoverable ore (tonsz ................ . 19 80, 678, 760 132, 478,749
QGuain in tonnage by dilution (tons) e 117,928, 600
Total tonnage to be mined (tons) "8, 007,300 132,478,740
Milling recovery (per oont)...... . 80
Bmelting recovery (per cent) .. - 96
Milling and smelting recovery (per cent) . 76.8
Copper in reserves (pounds) .. ... eemevaveemaaes 2,943,972, 200 2,649,574, 980
Rocoverable copper (PORBAB) . . .c. e vrovenimmncnaenamnnnans 2,352, 232, 320 2,034, 87¢, 000
Solling price per pound (08N8) - . ceevacueneunn o aancanuaaaee 17.40 14.92
Operating cost per pound éoants) ............................... 9. 15 0.8
Operating profit per pound (cent8) ... ... c.cooooo.. O, 8,25 5.42
Indicated operating profit before adjustment below._.. ......... $104, 059, 166. 40 $110, 200,171
Plus prepald development . ... ..o.c.oiiemmiiaiiiiriiiicoicee]ian e rnnan 2, 250, 000
$112, 540, 171
Loss pIant replacoments. ... ... ceeeceeenacneomeremrereranasnc]zmomssaaecsaaan , 600,
OPomtinz rofit........ .'8104, 059, 166, 40 $108, 940, 171
Life (years). .. 14 1 39
eferment "2 7”32
Combined faCLOF .. ... reeeeeecacenconcmeneaaaacmannemncane|ermcmrneienopn $0, 222740
Present worth, .| $97,123,038. 20 $24, 265,334
Leas cost of plant ..ol 8,005,003, 04 6, 000, 000
Loss prepald development . ... ...ouuiieiicnmunsiemcnceasoneanlonnnresezssasmzan 2, 250, 000
Value of 0re8 OnlY...vueoevencramcaanccmraceascacaamennss evnnan 88, 217, 43, 25 16,015,334
Depletion per pound....cccovvncevcnccnnacerececranesennonsecons $0, 0375039 $0. 0078704
ANALYSIS OF TAX COMPUTATIONS
1017 taxes:
I0COMB LAX. ... cueeeceeconncecsnemreanrsmeenretenanmansnnn $461,003. 42 $541, 508. 10
Excess-Profits tax. - oneecvvmeercurmreericarncrennaaann 1,762, 837. 80 2,850, 628, 00
Total tax.u.uuumeuoc.n e me M temeemdeeamabaebosasmm—aoe 2,213,031, 22 3,392, 227. 090
Net D008 coneeeenieancannnaconaneccaaccncaaaaaaacnann 9, 430, 028. 11 11,878, 564. 10
1018 taxes:
Incometax. ....cvvecnnmcannn 385,761.72 437,136. 03
Exoeas profits tax 2, 908, 905, 39 4, 300, 202, 70
WAr-Proftd taX_ . . ucvuoieeincimecinccvnammoeorsosmsssncanns 1,458, 077.31 1,777, 100, 68
TOtBI LAY« o cevecracccrnrcctencccansnrmncsvaunasannoeanas 4,750, 744. 42 6, 514, 595, 41
Net I0COMIB. v oucvn o cennrnciaoansincsnnssan: sanavvesnusnane 7,661,018. 23 9, 802, 214. 08
10190 taxes:
neome tax.......... aesmtmeccmannremaetackenannte wenana va—a- 144,143. 24 3R, 243.9
Excess-profits tax.. . ..ceuee.... cevemamadenvensanassnatnensan None. 2,341.80
Total tax............ et atetecekausea e, candab s nha e ma . 144, 143. 24 324, 585. 09
Net INoOme. coueeeuoiicanicaininienuricncucacacmsnonvannnen 1, 564, 810. 07 3,348, 152.39
# 1,64 per cent Cu.
3 Per cent,
3 Tons.
1 1,34 per cent Cu.

14 Present worth factor at 7 lpel' cent and 4 per oent, 0.57301

8 Fresant worth factor, at 10 per cent and 4 per cent, 0.200516.
® Presont worth factor at 7 per cent, 0.87344.

1 Present worth factor at 10 per cent, 0826443,
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WOLVERINE COPPER MINING CO.

* Provisfonai Revised
ANALYBIS OF ANALYTICAL APPRAISAL
Orereserves (LONS) ... ... oot cecmmcaecmacmsenas 3, 800, 000 3,811,024
Total recoverable copper (POUNdB) . . ....ovuneemamncmcmemnmcuan 63, 500, 000 59, 976, 212
Per ton (pound:f ..................................... e 18.711 18, 734
Bale price, DAFPOGNA. ..o e v 0 1716 0 1532
Estimated production cost, per pound $0. 087 $0. 10
Operating profit, per pound ... ... $0. 0845 $0. 0812
E{?“é esthinated operating profit $6, 365, 750 $3, 070, 782
0 (JOArS) .. ool .
Risk rate ()par cent) .. ......... .. N 7 8
Present worth of total expocted operating profit Mar. 1, 1913. . $3, 500, 815 81,575,474
Mar. 1, 1913, value of plant. ... coeeoeeocieaiie e inn e 1, 324, 416 500, 000
Value of ores only Mar. X, 1913 . o aiaann 2,176,199 1,075,474
Depletion per pound. ... ..o i iieicaenana $0. 03427 $0. 01703167
Date of veluatlon report .. .o oo ettt cacceceena (L) (™)
ANALYSIS OF TAX COMPUTATIONS
1917 taxes (year ending June 30, 1917):
INCOMIB BABY. . o .o ececccammunnrenrvmesnanaasnnnnoene $20,729. 32 $32, 480. 04
Excoss- DProfits taX. . e iiiitiiceuenmnrnmennane 96, 386, 87 123,310.37
Total tax.... 126, 116. 10 155,790, 41
Netincome . cooeennevennvnnna- 839, 619. 62 935,311, 41
1918 taxes (year ending June 30, 1018):
JOCOMO LAY, . e e e aiceaancccramuansmnvcanansasanmeeanan 16, 684, 52 22,007,220
Excess-profits tax. . .oooviiouan.. eeecremmvnmnmenemaneene None, 3,772.83
Warprofts taX. . ... eeveecocecrcncoeiaennaaccaraeaeean None. None.
T CAXK. e e e ce o cvumrcmncecr e srraaeam—m————— 16, 684. 52 25,869, 83
Net IN0OIMIO. « cvme e ivceer i ccmevacicncainnnsenesnnannrcnss 186, 716. 91 251,887, 83
1919 taxes (year ending June 30, 1919): ‘
INCOMe tax. . ccueomnevincnecrasacennas —eeeuanimanrm——————— None. 6,830.20
Excess-profits tax None. None.
Totul tax. None, 6, 830. 20
NOL 0SS v eercteiiccremrrsrascnanararccaanmonmenacnenaa- 10, 452. 04 64,003, 52

B Sale prico used 17.40 cents less, 25 conts ponalty per arsenic.
® Dec. 11, 1919,
0 Mar. 1, 1024,

Exuisir C
JANUARY 6, 1925.

Mr, L. C. Mansox,
Counsel Senate Commitlee for Investigation,
Bureau of Internal Revenue:
Office report No. 8.

Subject: Copper mine revaluations,

HISTORY OF PROVISIONAL VALUATIONS

The history of the original or “provisional” valuations of copper mines dates
back to 1919, at which time Mr. Daniel C. Roper was Commissioner and Head
of the Income Tax Unit and Dr. Ralph Arnold, head, natural resources sub-
division, shortly thereafter suceeeded by Mr. J. L. Darnell.

Mr. L. C. Graton was induced, by Mr. Roper and Mr. Arnold, to undertake
mines valuation work and on June 12, 1919, became a valuation engineer in
charge of the valuations of copper properties. In July, 1919, Mr. J. C. Dick
became a valuation engineer and was concerned chiefly with the valuations of
lead and silver properties.

There being no established method of valuation or plan of procedure in the
metal mining section of the natural resources.subdivision, Mr. Graton, assisted
by Mr. Dick, proceeded to investigate the requircments of the situation and
to the establishment of a systematic procedure. The present value method
endorsed by the profession, was adopted and a procedure outlined and a proveci
by Mr. Callan. These proposed plans of procedure were incorporated into a
paper, which was presented by Mr. Graton at the Chicago meeting. of
the American Institute of Mining and Metallurgical Engineers ir September,
1919, Attention was given to the study of factors entering into analyticai

92919—~25~-pr 10—4q
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appraisals such as rates of profits, interest rates and operating costs, and the
selling prices of copper and other metals were fixed. Some five (5) months
were spent on these preliminary investigations before individual mine valuations
were taken up.

In ordér to facilitate the determination of 1917 tax liabilities and at the urgent
request of the commissioner, work was begun on individual valuations of copper
properties about the 20th .f November, 1919.  These valuations were hurriedly
made in order that assessments might be made, if possible, by the end of the

ear snd were designated “provisional.” The companies were advised that
vefore final determinations were made, they would be accorded hearings, as
dats for many of them were not in wholly satisfactory condition, Mr, Graton,
having applied such “provisional” valuations to practically all of the important
copper companies, whose cases were then before the bureau, resigned on
January 19, 1920,

In December, 1919, the metals valuation section of the natural resources sub-
division was organized, with some 18 valuation engincers, and Mr. Dick was
appointed chief.  Practically all valuations made by the metals valuation section
up to February 1, 1920, were called “provisional” valuations, and so marked.
At about this date Mr. Dick, chief of the metals valuation section, requested that
valuations in the future should not be called “provisional.” Up to July, 1921,
however, when Mr. A. H. Fay became head of the natural resources subdivision,
the same basis of determining metal prices and discounting interest rates as in
the ‘“provisional’”’ valuations were continued, and an expected selling price for
copper of 16.25 cents per pound was used.

earings with the copper companies began February 6, 1920, before Mr. Darnell
and Mr. Dick, and proceeded until agreements were effected with all of the large
copper producers. In March, 1920, Mr. Darnell resigned and Mr. Dick became
head of the natural resources subdivision,

PROTEST BY LEAD INDUSTRY

In July, 1921, the St. Joseph Lead Co. and the Doe Run Lead Co. submitted
a Yrotest on the exxl);zcted average celling price assigned to leud by the metals
valuation section. Printed briefs were filed f¢ show the inequitable treatment
of the lead and zinc industries in comparison with the cepper and silver industries.

“We respectfully ask that the ‘expected average selling price’ of pig lead
established by the metals valuation section as of March 1, 1913, at 4.35 cents per
pound f. 0. b. St. Louis, and used for computing the Federal taxes of our com-
panies, be increased to 5 cents, which amount we maintain is the minimum to
which we are equitably entitied.

“In the prediction of the ‘expected average selling price’ of lead no less weight
should be given to the past average prices and trend of yearly prices then has
been the case with copper, zine, and silver, and the statistical positions of these
metals as of March 1, 1913, justified the expectation that with lead the future
price would exceed the past average price by a greater ratio than with the other
three metals.

“For veluation purposes the metals valuation seetion has established the
following ‘expeeted average selling prices’ for copper, zine, silver, and lead.

10-year
Average
Expected | March 1,
average 1903, Lo
Mareh 1,
1913
Centr Cenls
[ 01137 111 S PP per pound. . 16. 25 14.912
2i0C. e crcmaananen e ANt m e meeaeunamameneaneacnansaanannan e mnann do.. .. 5,70 5. 672
b | O e acmmemimemeeAameNaeameane e amnnn—.——- per ounee. . 65. 00 57,768
b 7V TN per pound.. 4.35 4,469

“The ratio of the expected average price for copper, of 16.25 cents per pound
to the ten-year average price of copper, 14.912 cents per pound is 108.97 per cent.
Applying this percentage of 108.97 per cent for (upper, to the ten-year average
price for lead of 4.469 cents per pound, would give an expected average price
for lead of 4.87 cents per pound,.

“The comparison of the trends of the yearly prices of lead, copper, zine and
silver shows clearlv that § cents per pound f. o: b. St. Louis, is relatively and
actually a fair prediction, as of the basic date, for the future price of lead.”

rd
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The St. Joseph Lead Co. was informed that errors might have been made in
the determination of copper and silver prices but such an argument would not
be permitted to be the foundation*for other errora.

DEPARTMENT INVESTIGATION

Under Mr., Fay's direction the metals valuation section began a thorough
investigation of the ‘“provisional” valuations.  Data wus gathered and compara-
tive valuations made which showed many errors in the methods of calculating
values and thut they conformed with but few of the requirement of th. regula-
tions.  (Exhibit E, p. 5.) They frequently determine values several hundred
per cent greater than the valaes which are indicated by any one of the compara-
tive methods specified in the regulations. They were apparently not checked
by such comparative methods or if the appraisal values were eompared with
such values, no weight was attached to the values determined by the other
methods, It developed that a large majority of the big copper companics have
reported one value for depletions and a small fraction of that value for capital
stock tax purposes. In certain cases the taxpayver’s own computation of value
was discarded and a much higher value substituted. Inother cases thetaxpayer
repeatedly elaimed one value in excise tax returns and early Income Tax Returns,
and for later vears was allowed to substitute a much greater value, in direct
violation of the regulations. In still other cases, valuations were made upcn
data and assumptions in direct conflict with the published annual reports of the
taxpayers.  Enormous paid-in surpluses were allowed the copper companies at
organization. Valuations submitted to the capital stock tax unit were found
to be far less than the ““provisional” valuations allowed for Income Tax purposes.
Investigation showed that the expected selling price of copper used in the ‘‘pro-
visional” valuations was undoubtedly high and that proper consideration had
not ll)ecn given to the question of interest rates used in discounting to present
worth.

GROSS ERRORB IN VALUATION

“Exclusive of judgment, there are plain mathematical errors in the majority
of the computations of provisional values, principally as follows (Exhibit L,

. 6):

“(1) Increasing the recoverable metal content per ton without increased cost
per ton, adding 50 to 100 per cent to estimated operating profit per ton. If costs
are computed per pound of copper, the added recovery may or may not be in
favor of the taxpayer.

“(2) Using a production cost per pound of copper attained in past operations
mining a high-grade ore, and using the same cost per pound as the expected
future cost with much lower grade ore, adding 25 to 90 per cent to the estimated
operating profit per ton.

“(3) Assuming that the grade of the ore would remain constant when a long
period of operations had shown that the assay value of the ore was constantly
decreasing and might be expected to do so in the future. It is difficult to esti-
mate the pereentage amount of this error, but it is great.

“(4) Assuming large additions to plant capacity with decreased production
costs attending increased capacity, and then assuming an average rate of pro-
duction and an average price for the entire life of the mine. This does not
increase estimated cperating profit, but it does increase present worth of that
profit erroneously, in one case, at least 100 per cent.

“(5) Making no provision for plant replacement when the useful life of the
plant is Jess than the life of the mine.

y “(6) Accepting erroneous estimates of the taxpaver without check or eorree-
ion.

“(7) Allowing depletion deductions for ore of such low value that it was
profituble ounly in war times, and was not included in the valuation. Thus in
ore instance 2 ton of low-profit ore is excluded to ench two tons of high-profit
ore included in the computation of value. The ore excluded must be removed
to permit mining of the commercial ore, and if the price of copper is such that
it can be profitabiy treated, the ore is shipped to the mill instead of to the dump.
Perhaps a profit of 25 eents per ton is made and depletion of 50 cents per ton
allowed for this ore. Trcating this ore has an indirect effect upon the value
of the commereial ore, in that it reduces the plant capacity available for the
commercial ore and reduces the present value of that ore.”
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RECOMMENDATIONB TO THE COMMISRIONER

The metals valuation section, as a result of their investigation of the “provi-
sional” valuation, concluded that the copper industry was receiving preferential
treatment and that a large amount of taxes was heing lost by the Government,
It was developed also that uniform procedure should be adopted for the analyvtical
valuations of mining properties.

On January 7, 1922, a memorandum (Exhibit 1)) was prepared by DMy, J. A,
Grimes, chief of the metal valuation section and forwarded by the b of the
natural resources division, Mr. Fay, to the commissioner, which included certain
recommendations for his consideration. Subsequently other memoranda were
written to him and various charts and tables submitted which placed the entire
subject in comprehensive shupe before the commissioner.

During the carlv summer of 1922, a committee, representing some of the copper
companies waited upon the Secretary of the Treasury and entered a protest
against any revaluation of copper mines for depletion purposes. Subsequent
thereto, on June 30, 1922, a hearing was held before the Commissioner of Internal
Revenue.  Representatives of the large copper producers, including the Michigan
copper companies, Anaconda Copper Co., Phelps-Dodge interest, Chile Copper
Co., and the porphyry copper properties attended this hearing. The verbal
testimony of Mr. Graton was taken and affidavits of Mr, Graton and Mr. Dick
presented and the matter was thoroughly discussed. No conclusions were
reached, but the various representatives of the copper producers were requested
to submit briefs covering their side of the question within 10 dayvs., Comprehen-
sive briefs were filed as requested and have%een duly considered and are on file.

COMMISSIONER'S REVALUATION ORDER

On December 11, 1922, the Commissioner of Internal Revenue, D. H. Blair,
with the approval of the Seeretary of the Treasury, A. W. Mellon, authorized
(Lishibit H) the revaluation of copper and silver mines for the purpose of deter-
mining their tax liability for 1919 and subsequent vears in accordance with the
recommendations of the metals valuation section,

DecemgBer 11, 1922,
MemoranouM For DeErury CoMmmissioNeEr Barson
(Attention Mr. Fay, Head, Natural Resources Division):

Reference is made to the memorandum prepared by Mr. Grimes to the com-
missioner, dated January 7, to Mr. Fay’s memorandum to you, dated February 7,
to your memorandum to Mr. Fay, dated February 16, and to the various memor-
anda regarding the tax liability of copper companies for 1917 and subsequent
years, . . " . -

Full consideration has heen given to the question and it is concluded that for
1919 and subsequent years the valuation of the ore bodies of copper mines should
be revised. The price of approximately 15 cents 2 pound, recommended by the
natural resources division, and the 10 per cent interest rate, are approved for the
purpose of discounting to the present worth. The Income Tax Unit is authorized
and instructed immediately to proceed to the revaluation of the copper and silver
mining companies for the purpose of determining their tax liability for 1919 and
subsequent years in accordance with the recommendation heretofore made by it.

D. H. Buair,
Commissioner of Idernal Revenue,

A. W, MerLox,
Secretary of the Treasury.

Approved.

TOPPER MINES REVALUATION

Pursuant to the above order, the metals valuation section proceeded imme-
diately with the revaluation of copper mines, and have practically completed same
both for invested capital and for depletion. Tabulation (Iixhibit A) herewith
shows the results for the individual companies with recapitulations of group
totals and summary of all groups. .

The methods of valuation previously adopted for the lead, zinc and other
mining industries, and approved by the commissioner on December 11, 1922, for
the revaluation of copper and silver mines give appraised values of from approxi-
mately 100 to 125 ner cent of the cash values indicated by commercial trans-

" actions. .

-
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Inrested capital-~—The total “provisional” values for invested capital at date
of acquisition of 71 copper companies is $645,575,538.  In the cash of 54 com-
panies the “provisional’ values in the amount of $261,485,222 were approved
and remained unchanged.  The remaining 17 companies/having * provisional’”
values for invested capital in the amount of $384,000,316 have been reduced,
through revahiation, to $205,183,050.  The “provisional” values for invested
capital, therefore, are indicated as being 187,19 per cent of the revised values for
cases where revaluation waa possible.

Values for depletion as of March 1, 1913.—The total “provisional” values for
depletion as of basic date of 71 copper companics iy $1,850,970,950, In the caxe
of 24 companies the “provisional” values in the amount of $100,946,163 were
approved and remained unchanged. The remaining 47 companies having ““pro~
vigional”’ values for depletion in the amount of $1,750,024,787 have been redneed
through revaluation to $530,217,803. The “provisional” values for depletion,
therefore, are indicated as being 330.06 per cent of the revised value for cacex
where revaluation was possible,

It is interesting to note this percentage for the various classes of mines, as
follows:

Per cent

Limestone replacements deposits. o oo 101, &7
Massive lenticular deprosits. o o e eeeaoo- 203. 31
Lake Superior copper mines. - .. .. eiiiiniihmnaanenna 204. 55
Contract metamorphic deposits.. . - . oo oo oo 215. 75
Veinmines.... ... _...__._____. e e e mmmm—— 307, 39
Porphyry copper mines . . .. o oo camiiiaaaa- 421, 90
Copper tailings_ - oo ... .o .__. e —— e ————— 3, 445. 09

TOtaRY . o e et accmmcmmemme—mem 330, 06

Values for depletion as of January 1, 1919.—The revised values for depletion
as of March 1, 1913, amounting to $530,217,893 show sustained depletion from
that date to January 1, 1919 of $206,510,489 or 38.95 per cent.

As of January 1, 1919, the provisional values for depletion $1,456,327,002 are
reduced through revision to $323,707,404, a difference in ultimate depletion
deduc ions of $1,132,619,508.

It is the cpinion of the chief of the metals valuation section that the revised
values can be finally established in conference with taxpayers within 15 per cent
of the amount $323,707,404 indicated. Assuming an increase of 15 per cent in
this amount the ultimate figure for revised values for depletion as of January 1,
1919 would be $380,832,240 a reduction in ultimate depletion deductions or in
other words, increase in ultimate taxpayer’s net incomes of $1,075,494,762,
This reduction reflected in taxes at 12‘/%) per cent indicates additional taxes dur-
ing the life of the copper properties of $134,436,845.

An attempt has been made to ascertain the status of these revaluation cases
in the auditing division, but a number of cases could not be located and there
was not time to trace them.  For 1919 taxes the following is a record:

Number of ¢ar¢e

Cases held in metals valuation section. .. .. oe v eeciaeam 9
Cares unable to locate. - et ———— 17
Cases closed for 1919 taNes . . oo n e em e e RS
Cases heing audited . - _ . . e aan e emm—— e 16
Cases anditing completed and A-2 letter sent out. ..o ... 8
Total CRBES. o e e v mmrmccmcmmc e cmmm——————— b —— 71

STATUS OF COPPER REVALUATIONS
(Exhibit J, p. 2)

All of the revalnations for copper mining companies having income in 1919
have been completed with the exception of the March 1, 1913, values of the
Shattuck Arizona Copper Co. The returns of this company are at present in
the office of the Solicitor of Internal Revenue for interpretation of legal contracts
in relation to copper inventories for the vear 1918, and the revaluation can not
be eompleted until the inventory issue of 1918 is decided. A few copper mining
companies have accepted or indicated their intention to accept the revaluation
for 1919 and subsequent years, but others are contesting the authority of the



T -

1628 INVESTIGATION OF BUREAU OF INTERNAL REVENUE

Secretary of the Treasury or the Commissioner of Internal Revenue to authorize
revaluation and urging a review of this issue preferably by the Attorney General,

The following memorandum has been submitted to the Solicitor of Internal
Revenue {Exhibit I):

EnGINEERING Division,
Income Tax Unrr,
November ©8, 1924,
Memorandum to Soriciror oF INTERNAL REVENUE.
In re: Chille Copper Co., Anaconda Copper Co., and copper revaluations in
general. .

Reference is made to the accompanying formal appeal filed by the above-
-named compenies (three paper-bound volumes) in the matter of copper re-
valuation, special reference being made to memorandum of the Secretary of the
Treasury dated December 11, 10922, (Copy attached.)

There ave indications that the bureau's position, as outlined in the above.
mentioned memorandum, and actions &lready taken thereunder, are open to
strong contest by taxpayer. )

The question of the right of the Secretary of the Treasury to reopen valuations
made by his predecessor in office and to make such revaluations retroactive to
January 1, 1019, appear never to have been examined and formally decided by
8 groper legal authority.

n view of the fact that taxpayers, whose values and taxes have been changed
under the above-mentioned memorandum, are voicing almost unanimous ob-
jection thereto, it is requested that written opinion be given on the right to re-
open valuations and that this opinion be. submitted before further time, lahor,
and money are exgended on a matter which promises protracted controversy
and litigatioun for the bureau.

J. G. Brigur,

Deputy Commissioner.

At the present time the 1919 returns of seven copper mining companics are
held in the metals valuation section under instructions from the head of the
engineering division, until such time as an answer to the above memorandum is
received from the Solicitor of Internal Revenue. If the legal issues raised by
the taxpayvers are not conceded or sustained, no difficulty is anticipated by the
metals valuation section in the final settlement of the valuations of the copper
mines within 1CG per cent or 15 per cent of the amounts shown for revaluations
in the tabulations,

Possibly 30 or 40 cases of copper or silver mining companies have been closed
through 1919 without revaluation before instructions were given on December
11, 1922, authorizing revaluation. The total amount of tax involved could not
be estimated by the metals valuation section, but it would not be large. It is
suggested that no returns which have been audited and closed be reopened since
most of them are small companies and have paid a much higher rate than the

largz ones.
SILVER MINES REVALUATIONS

On April 11, 1924, the commissioner, with the approval of the Secretary of the
Treasury, rescinded his order of December 11, 1122, as relating to silver mining
companies (Exhibit N):

[

TrEASURY DEPARTMENT,

Washinglon, April 11, 192},
Memorandum for Mr. BRIGHT

(Attention Mr. Greenidge):

Under date of December 11, 1922, the Secretary of the Treasury approved
an order of the commissioner to revalue copper mining companies for the purpose
of determining their tax liability for 1919 and aubseguent years. In said order
silver mining companies were inadvertently mentioned. In view of the fact that
nurerous hearings were granted to copper mining companies and the silver
mining companies were not notified of such hearings and had no hearing and §
that silver mining was not discussed in the various meetings and it was the in-
tention at the time to revalue only copper mining companies, you will therefore
ignore all reference to silver mining companies to said order.

A . s
D. H. Brair, Commissioner.

Approvad.
A. W. MELLON,
Secretary of the Treasury.
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The metals valuation s-ction had completed about 50 per cent of the silver
revaiuations when the ak..ve order was received. The status of this work is
now being investigated an:l will be made the subject of a later memorandum,.

PROTESTS AND APPEALS BY COPPER COMPANIES

Protests and appeals have been filed with the commissioner by seversl of the
big companies, such as the Anaconda Capj}er Co., Inspiration Copper Co., Chile
Copper Co., and the Phelps-Dodge Co. hese appeals have been submitted to
the Solicitor of Internal Revenue for opinion as to the legalitv of revi.ing valua-
tions once determined and agreed upen. It is understood that if this opinion
is favorable to such revaluation the copper companies will appeal to the Attorney
Genersl for an opinion, and it is possible that the matter may cventually be
placed before the courts for datermination.

Briefly, the taxpayers legal objections are:

(a) As to the power of the Secretary of the Treusury, the commissioner, or
the two of them, to authorize a revaluation and to make a redetermination of
the depletion rate in any case where valuation as of a basic date has been ‘‘deter-
g:ined" a(r’lq a depletion rate established thereon and such action has been once

approved.”

(b) As to whether the Secretary of the Treasury hag either intended to auth-
orize or in any form has authorized the commissioner to make revaluations
and fix a new depletion rate in such cases as the Anaconda, Inspiration, Chile
and other companies, if valuations have heretofore been ‘‘determined” and
“approved” within the meaning of article 207 of regulations, and depletion
rates established on the basis thereof.

1. Value once determined in pursuance to Law of 1918, article 207, in strict con-
formity to rules and regulations, and such rules prohibiting a revaluation, it would
seem clear that the same can not now he legally reexamined.

2. The reenactment of law of 1918 in law of 1921 and insertion of words “or
of misrepresertation or fraud or gross error; of any fact determinable on the basic
date,” furnishes no legal basis for setting aside the valuation of 1920. Modifi-~
cation of article 207 was made after passage of the act of 1921, and subsequent to
the valuation of copper companies.

3. It clearly appears that said reﬁulation was not intended to be retroactive in
its effect. “We do not helieve within his power to Xromulgate retroactive regu-
lations which have the effect to render void an adjudication Iegalg and solemnly
made upon a question theretofore submitted to the Treasury Department for
decision and thereby reopen a matter which has been finally adjudicated. No
law vill be constructed to have retroactive effect unless it clearly appears that
such was the intention from the language of the law itself.”

4. That the points suggested as a reason for revaluing said properties do not
constitute * misrepresentation or fraud or gross errors #s {0 any facts determinable
on the basic date.” “The errors suggested are in reference to matters which were
essentially matters of judgment, upon which any two men, or sets of men, might
differ, the one being in relation to the rate of profit used in computing the present
value, and the other as to the probable selling price of the mineral products inter-
mediate, March 1, 1913, and the final exhaustion of the ore reserves.”” ¢ Before
an error of fact is a gross error it must be such an error as to cause the person
acting upon it to reach a palpabRr wrong result, and but for which a different
decision would have been rendered.”

6. Authority not vested in commissioner to overrule and reverse the decision
of his predecessor.

6. By the doctrine of res judicata, as applied in judicial tribunals and by the
executive departments of the Government, a cause of action between the same
garties or their privies, once finally adjudged and decided. can not, of course,

e again reexamined.

(¢) The reasonableness of the amounts fixed upon revaluation by the unit, if
the law permits any revaluation to be made.

Interest rates.—The question of interest rates for discounting to present value
is one that must be considered for each mine and in the individual protests.

Selling price.—The copper companies contend that the future sales price of
copper of 16.25 cents per pound fixed by Mr. Graton is reasonable and fair, and
that the unit is not justified in adopting an arithmetical average price of copper
for the 10-year peried of 14.92 cents per pound as the expected future selling price
over the life of properties estimated at 20, 30, and 40 years. Mr. Graton arrived
at the average price of 16.25 cents per pound by a price trend method, in which
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arithmetical 10-year avernge prices were plotted for a period of 30 years prior
to 1013, and a trend-curve drawn designed to represent the mean between the
curve nf balanced areas as so plotted and the curve of arithmetica! 10-year average
prices, plotted at the end of 10-year periods. This trend curve was then pro-
jected forward from 1913 at a steadily declining rate of increase for a period of
20 years, up to 1933, and the average level of this projection was 17.4 cents.
This price was modified by deducting 1.15 cents per pound for increased conts,
since the future price was desired as of 1913.

LAWS AND REGULATIONS
{Regulation No. 82, laws of 1916 and 1917, orticie 172}

Page 88 —** Neither must the value determined as of March 1, 1913, be specu-
lative, but must be determined upon the basis of the salable value * * %,
That is, the price at which the naturs] deposits or mineral property as an entirety
in its then condition could have been disposeci of for cash or its equivalent.”

Page 89.—*1n any case in which g corporation usecs for purposes of its income
return an estimate of the value of mines or of mineral lands or properties as of
March 1, 1913, as the basis of computing amounts to be deducted for depletion
or return of capital, this department in passing upon the accuracy and fairness of
such estimate will attach due weight to the market value of the stock of the cor-
poration on March 1, 1913, and also to sworn statements as to the value of capital
stock of the corporation filed at any time thereafter for purposes of the special
excise tax on corporations * * * No fictitious or inflated cost or price will
ll.)e yer'r'n’i’tted to form the basis of any calculation of & depletion deduction

Pages 89-90.—* The value determined and set up as of March 1, 1913, or the
cost of the property if acquired subsequent to that date will be the basis for
determining the depletion deduction for all subsequent years during the owner-
ship under which the value was fixed, and during such ownership there can be no
revaluation for the ﬁurpose of this deduction if it should be found that the esti-
mated quantity of the mineral deposit was understated at the time the value was
tixed or at the time the property was acquired.”

{Regulation No. 45, law of 1918, article 206 (a))

“Where the fair market value of the property at a specific date in lien of the
const thereof is the basis for depletion and depreication deductions, such value
must be determined, subject to approval or revision by the commissioner, by the
owner of the property * * *  The value sought should be that established
assuming a transfer hetween a willing seller and s willing buyer as of that particu-
lar date. The commissioner will lend due weight and consideration to any
and all factors and evidence having a hearing on the market value, such as cost,
actual saleg, and transfers of similar properties, market value of stock or shares,
royalties and rentals, 1 alue fixed by the owner for purpose of the capital-stock
tax, valuation for local or State taxation, partnership accountings, records of
litigation in which the value of the property was in question, the amount at
which the property msy have been inventoried in probate court, disinterested
appraisals by approved methods such as the present. value method and other
factors,” * * =

Article 207.—** No revaluation of a {)ropert_v whose value as of the basic date
has been determined and approved will be allowed during the continuanee of the
ownership under which the value was so determined and approved except in the
case of discovery as defined in Article 219 and 220.”

[Regulations No. 62, law of 1021, article 208 (a); Regulations No. 65, law of 1924, article 206 (a)}
Quoted parts of law of 1918, are the same in laws of 1921 and 1924.

[Regulation No. 62, law of 1821, article 207; Regulation No. 65, law of 1924, article 208)

““No revaluation of a J)roperty whose value as of the basic date has been
determined and approved will be made or allowed during the continuance of
the ownership under whicl: the value was so determined and approved except in
the case of a subsequent discovery as defined in Articles, Regulation 62, 219 and
220, Regulation 65, 220-223, or of misrepresentation or fraud or gross error as
to any facts determinable on the basic date. Revaluation on account of mis-
representation or fraud or such gross error will be made only with the written
approval of the commissioner * ¥ *.”
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[Reguiation 62, law of 1921, section 250 (d)]

e % % orin cases of final settlement of losses and other deductions ten-
tatively allowed by the commissioner pending a determination of the exact
amount deductible, the amount of tax or deficiency in tax due, may be deter-
mined, assessed, and collected at any time; but prior to the assessment thereof
the taxpayer shall be notified and given a period of not less than thirty days in
which to file an appeal and be hesrd as hereinafter provided in this subdivision.”

“PROVIBIONAL’ VALUATIONS AND THE LAWS AND REGULATIONS
[As Interpreted by Income Tax Unit, Exhibit E, pp. 3-5]

The regulations all agree that the March 1, 1913, value sought is the cach
value at which the property would be transferred from a willing seller to a willin
buyer, and that such value must not be speculative; it can not be maintaine
that the “provisional” values represent anything like u salable value as of the
basic date.

The regulations all provide that the values determined by appraiss! shall be
checked by all other available evidence of value before being accepted by the
commissioner.  The “provisional”’ valuations apparently were never checked hy
such comparative methods.

Regulations No. 33 provides against revaluat.on for depletion by the taxpayer,
in case estimated quantity of mineral deposit is understated, No such prohibi-
tion of revaluation is in force against the Governmeat. Regulation No. 45,
article 207, is clearly a mere amplification of the above prohibition against
revaluation by the taxpayer and not applying to the revaluation by the Govern-
ment.

Regulations No. 62 and No. 65, prohibit revaluation by the Government,
unless for misrepresentation or fraud or gross error as to any facts determinable
on the basic date,

As outlined heretofore, the “provisional” vaiuations were erroneous in a great
many respects as to facts, mathematical computations, and judgment, which in
effect produced inflation to the extent of as high as 300 or 400 per cent above
salable values and become *gross errors,”

Memoranda were prepared and placed in the files of the majority of the com-
panies showing that the valuations were only “provisional’’ as, for instance, in
the case of the Miami Copper Ceo., the memorandum signed by Mr. Graton and
approved by Mr. Dick, dated December 4, 1919, was as follows:

“This case has been hurriedly examined with respect to valuation, February,
1908, and March 1, 1913, depletion for 1916 and 1917 and inventories. Fair
market value of ore deposit at time of acquisition in 1908 provisionaily deter-
mined to he * * ¥ Fair market value of ores and plant March 1, 1913 provi-
sionally dctermined to be * * "

Regulation 62, section 250 (d), is specific with respect to the revision of  pro-
visional” depletion deductions allowed and ihe assessment of additional tax,
free from any statute of limitation. The solicitor has ruled that this provision
of the law clearly applies to “provisional” deductions for depletion. (Sol:
LI:20-5-1-13. Apr. 13, 1922; Exhibit G.)

DISCUBSSION OF REVALUATION METHODS

Ax far as possible a uniform procedure has been adopted by the Metals Sec-
tion in revaluing the copper mining companies, as ordered by the commissioner,
The analytical appraisal method has been used with standard price bases, as
approved, for the metal in determining values of the ore reserves and interest
rates for discounting to present worth as approved and viae Hoskold formula
used. Revised values have been determined for invested capital and as of basic
date for computing values of depletion. These values have, where possible, been
checked with values as determined by stock market quotations, sworn state-
ments of values submitted to the capital-stock division, convertible bond issues,
published annual reports, ete., as provided for in the regulations. The * unit
method’”’ has been used, as provided for in the regulations, in determining the
annuga! depletion deductions from income and also in determining the depletion
to be deducted from invested capital.

Future selling price of copper—The metals valuation section, after careful
study and investigation, in arriving at a future selling price for metals, have
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adO{)ted the arithmetical average price method for the 10 years preceding the
basic date, except in the case of metals for which such an average price is not
available or for which the price-trend during the 10-year period is strongly and
consistently up or down.

In their investigation of copper prices, a number of copper price predictions
by prominent engineers were found which would appear to confirm the price
factor for copper computed.

Copper price predictions

Year | diotbon
- ear ction
Name of engineer made (por
pound)
* Centy
Dr. Jamss DOURIAS. . v e cnicimieciomaninctioranenseommaenamnncaana—————————————— 1908 13
ORI 1909 14
F R UFINIBY. ot ecannoamcmasmacaereanensrmnonenusmassnsnnnn 1011 14
Dou, & RICKBUES. o ittt rrecreer s e e 1911 4
Heathe 8tcelo. ... 1013 16
Y. Westervelt 1013 13.8
Mortop Webber 1013 1.2
A. O, Christepeen. .. ..cevvanenn. 1913 14.5
FPUDLON H CHBNO. Lt areen e mm————n—erom—o oot an e o on 1913 13.6
R. W. Raymond (Inaglmtlou) 1913 15
Julfus Warner (East Butte). . ... ...... . 1913 15
Q. Q. Endicott (Calumet & Hecla) 1913 15
W. G, McBride (Old Dominion)............. . 1913 14. 071
Mohawk MININE CO. o ii i ot e e aeaeme e e mmmmsnm s e 1913 14%%
(o131 T2 % H 1T 1T & T O 1913 16

Interest rates for discounting present worth.—The metals valuation scetion have
made a thorough investigation into the question of interest rates employed b’y
mining engineers in determining the present worth of fufure profits.  Hoskold’s
Formuls, which is used in the section, would appear to be preferred by a large
majority of the profession. The expressions of opinion are overwhelmingly in
favor of at least a 10 per cent rate of interest. Valuations for which lower rates
are advocated are chiefly, coal, iron, gold, and porphyry copper mines with the
ore entirely developed. The engineer who would use a lower rate than 10 per
cent for the valuation of a metal mine with no previvus operating record, and no
factors of safety in other parts of the valuation would not be considered to he
competent. :

The metals valuation section have adopted the following basis for applying
interest rates.

“That in the case of valuations of long-life properties, based upon operating
records and uvon fully developed ore reserves, the present minimum risk rates of
6 per cent for lessors, 7 per cent for operating owners, and 8 per cent for lessees
gre reasonable, but that relatively higher risk rates, according to the peculiar
conditions of each case, be used: ,

“In the case of mines in whirh the ore reserves are not fully developed.

“In the case of mines for which the cost of operating must be estimated.

“In the case of mines in which the indicated life is less than ten years.

“In the case of discovery valnes of short-life mines during the war period
whose value is largely dependent upon war eonditions.

“In the case of mines subject to interruptions of operations for any reason.

“In the case of mines or mineral deposits in which the profit to be realized
depends to any extent upon manufacturing or marketing ability or upon ary
factor other than the intrinsic value of the minersal product.

“That a 10 per cent interest rate is the minimum rate at which the expected
profits of untried mines should be discounted to present worth or cash value.”

Rate of depletion procedure—From the revised March 1, 1913, value is deducted,
either the depletion sustained at the new unit rate of depletion or the depletion
allowed as a deduction from income in each year from 1913 to 1918, the larger
emount being deducted in each year. The amount remaining is divided by the
‘founds of recoverable copper remaining, the result giving the unit rate for deple-

ion per pound of recoverable copper used in the determination of depletion to be -
allowed as & deduction from income in 1919 and subsequent taxable years.

-
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The determination of the unit rate of depletion to be used in computing the
depletion of invested capital sustained between date of acquisition and the tax-
able year is made as follows: °

For properties acquired prior to March 1, 1913, the cost as at date of acquisl-
tion is divided by the sum of recoverable pounds of copper as at March 1, 1913,
plus pounds of cop?er produced from date of acquisition to March 1, 19013, For
mines purchased after March 1, 1913, the cost at date of acquisition is divided
by the pounds of recoverable copper at date of acquisition. Additions, either
to investment or ore reserves, at later dates will be reflected in changes in the
rate at which invested capital is depleted.

COMPARATIVE RESULTS IN INDIVIDUAL CASKES

Five individual copper revaluations have been charted to visualize the relations
of the original and revised values and of values shown by other comparative
data, such as stock market quotations, convertible bond issues, etc. Horizontally
the charts show years, vertically values expressed in dollars of the companies’
shares of stock. Wherever and whenever authentic values have been obtainable
such evidences have been plotted on these charts and serve as a check on the
analytical appraisal made both in the ‘provisional” and revised valuations.
Charts for the following companies accompanying this report:

Exbibit Name of company Type of deposit

uiney Mining Co...ooeeonoaninmiacnaimaann, Michigan Copper Co.
nited Verde Extension Copper Co..u.veneuenn. Arlzona Massive Lenticular Deposit.

.} Insplration Cons. Copper Co..
Cerro de Pasco Copper Co....
Chile Copper Co

Arizona Porph Deposit.
South Amer?mmeinmne.
South American Open Pit Mine,

CONCLUSION

The 4uestion of revising the provisional valuations of co ger and silver prop~
erties and of finally determining their tax liabilities should be considered 1n its
entirety, that is, as to the periods before 1919, and after:

First. As to whether additional tax liability shouid be determined based on
the revaluations, for the years previous to 1919. The commissioners authority
does not cover this and doubtless such action would involve sumewhat different
legal aspects and possibly moral questions. Nevertheless, she fact remains that
the copper companies made enormous profits during 1917 and 1918 and paid
very small taxes. With 3 and 4 cents depletion per pound of copper, they would

ay but little tax even in normal years. Some $60,000,000 in additional taxes
rom copper properties is estimated to be involved in this period.

Sccond. As to why the additional tax liahilities for 1919 and subsequent
years, which have been authorized by the commission are not finally determined,
assessed and collected. It might be said here that with the method of computing
the depletion deductions on revaluations as described under previous heading,
the unit will make up for income tax lost previous to 1919, but will not make up
for excess and war profit tax. Additional tax of four or five millions of dollars
annually are involved from the copPer industry alone which in all equity should
be forthcoming, and which in total are estimated to amount to $134,436,845.

Respectfully submitted,

Epwarp T, WrigHT,
Imvestigating Engineer.

L. H. PAREKER,
Chief Engineer.

Approved:
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ArreENDIX 1
JANUARY 21, 1925,
Memorandum to Mr. L. C. Manson, counsel.
Subject: Revaluation of copper mines.

Replying to your memorandum of January 12, 1925, the questions are taken
up in order.

(a) Why were revaluations ordered for 1919 and subsequent years and not for
1917 and 19187

In order to obtain a correct answer to this question, reference should be made
to the commissioner’s office. It is the impression of the metala valuation section
that the period prior to 1919 was not anthorized because it would be difficult to
sugtain the legal right of the commissioner to open cases prior to 1919, these canes
having been closed and the taxes collected and that probably it would be impos-
sible to put through such a program without protracted litigation,

From an economic standpoint it was realized that the copper industry was in
bad shape and that payment of additional.taxes would probably throw several
of the large copper companies into bankruptcy with possibly serious affect on
business generally. The country was in a more or less unstable condition and
financial disaster to one or more large copper companies might have involved the
whole country in a panic. Some copper companies needed financing and could
not have obtained much needed money if large additional back taxes were
assessed by the Government.

(6) Are waivers on file for 1917 and 10187

A partial check-up of the mattcr of waivers of 1017 and 1918 has been made
and is reported in columns marked (b) of Tabulation Exhibit K, accompanying
this memorandum. Mr. Bright, deputy commissioner, advises in a letter on
subject of waivers, dated January 20, 1925, that ‘“‘a complete list will be =ub-
mitted in the near future.”

(¢) When was the work of making revaluations commenced?

Considerable revaluation work was earried on during 1921 and 1922, in con-
neclion with several of the large copper companies cases, in order to ohtain data
on the subject to form a bagis for the recommendations made by the metals
valuation section to the commissioner. Subsequent to the commissioner’s
authorization of December 11, 1922, the work of revaluation has proceeded as
rapidly as cases could be prepared and data obtained. It is estimated that two
men have been at work on these cases since the commissioner’s order for the
greater part of their time. A complete record of the dates on which c¢ases were
completed in the metals valuation scction is shown in column (f) of Tabulation
Exhibit K.

{d) Was it carricdeon by individual cases or as a unit?

Revaluation was carried on by, individual cases under geueral rules of pro-
cedure and method applied to the subject as n unit,

(¢} Did this work proceed without delay in the metals section, or if delays
oceurred, what were the causes of such?

Revaluation work in the metals valuation section proceeded with as little
delay as possible. The proposal to revalue because of the abnormal values
exbressed in the “provisional” valuations originated within this section and
they were more than anxious to complete the work. There are always delays
in handling cases hrought about by lack of information. I am advised that it
would he impossible to name the ressons for delays in specific cases without
naking a very detailed analysis of each case.

(f) When were the firs! five cases completed in the metals section?

In column (f) of tabulation Exhibit K, a record is given for all companies in
which revaluation resulted in reductions of values showing the dates when the
report was completed. For five companies noted on margin as Exhibit B, 1 to
5, of Tabulation K, a detailed analysis of appraisals both “provisional” and
revised has been made in parallel. This has also been exiended to show the
tax paid or computed for the years 1917, 1918, and 1019,

(9) Were such cases immediately passed to audit?

In column (g) of tabulation Exhibit K is & record of the dates the revised
valuation reports were forwarded to audit by the metals valuation section.

(k) To what audit sections were these cases sent and to what auditor were
thea' assigned?

Column (h) discloses the section to which the metals valuation section for-
warded the revaluation report together with the date received by the auditor
and the name of the auditor handling cases,

-
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(i) Has there been any delay in auditing these cases, and if so, what has been
the causes of the delay? .

Speeifie delays in the audit section have been unreported. There would,
however, appear to have heen serious delays between the date forwarded to
audit by the engineering section and the date of receipt by the audit in the
following cases:

Forwarded Reosived

Anaeonds Coppor Co. ...t iair i iiterraecamcamraaaananranan Jan, 1,1924 | June 30, 1024

Champion Coppor Co. .. oo canmciaaeanrenetamacmtssmarsaeanns Mzay 9,1924 | Nov. 28,1924
Chino CopPor C 0. .ot canieacaanis crsccuacanecsastncsaanaannne Bept. 24,1023 | Apr. 106, 1024

Bept, 5,1923 ar, 25, 1034
June 18,1924 | Dec. 15,1924
Jan., 09,1923 | Oct. 14,1924

Minmi Copper Co vevnenevenes

Pittsmont Copper Co...........

U. s, Smomn(z‘& Refining Co...
‘o

Utah Copper Co. e e iecicie s ciiceacancevns July 1,128 | June 1,194
1516 Roysl Copper Co. . .ovecvnrannncneranrssasncasamaronscnumnacennnaoias Apr. 90,1923 | June 26, 102¢

Wolverineg Coppor €0, cnvueveneacamrumsecevessrascsssncvsnasenaasecssvannuas ar. 4,102 | June 30,1024

(j) By whom was the question as to the right of the Secretary to order revalua-
tion raised and when was the question raised?

The taxpayers first protested to the Secretary and the commissioner carly in
the summer of 1922 as to the right of the commissioner to order revaluatious
and protests were filed for all of the large copper companies.  Mr. A. J. Shores,
counsel for Chile, Anaconda and Inspiration, particularly desired a ruling on
this question from the Attorney General. Such proposal caused considerable
anxicty in the Metals Section for the reason that it was felt that attorneys in
the Attorney Geuneral’s Office had not had the experience to advise the Attorney
General in the matter. These protests by the taxpaycers appear to have been
received with sympathy in the Income Tax Unit by the deputy commissioner
and the head of the lngineering Division. These officials finally wrote vae
letter of November 28th, 1924, Exhibit “I,”’ however, the metals Valuation
Section appear to have been pleased that an opinion was requested of the solicitor
rather than from the Attorney Genera), if o gencral recommendation of the legal
status involved was to again be given consideration.

Respectfully submitted.

Fowarp T. Wnianr.

L. H. Parker,
Chief Engincer.

Approved:

o ——————

SxuisiT D

JANUARY 7, 1822,
Memorandum to the CommissioNER, BUREAU OF INTERNAL REVENUE:

The metals valuation seetion of the Income Tax Unit presents for your cone
sideration the following recommendations for the standardization of valuations
by analvtic appraisal methods within the metals valuation section:

(1) That o standard basis for the determination of expected future sales prices
of the common metals be adopted.  The metals veluation section suggests that
the arithmetical average price for the 10 years preceding the basic date be adopted
as the expeeted future sales priee, except in the case of metals for which such an
average price is not available or for which the price trend during the 10-year
period is strongly and consistently up or down,

(2) That in the case of valuations of long-life propertics, based upon operating
records and upon fullv developed ore reserves, the present minimiumn risk rates of
6 per cent for lessors, 7 per cent for operating owners, and 8 per cent for iessces
are reasonable, but that relatively higher risk rates, according to the peculiar
couditions of each case, be used:

(«) In the ease of mines in which the ore reserves are not fully developed.

(b) In the case of mines for which the cost of operating must be estimated.

(¢) In the case of mines in which the indicated life is Icss than 10 years,

(d) In the case of discovery values of short-life mines during the war period
whose value is largely dependent upon war conditions,

(¢) In the case of mines subject to interruptions of operations for any reason,



1636 INVESTIGATION OF BUREAU OF INTERNAL REVENUE

(/) In the case of mines or mineral deposits in which the profit to be realized
depends to any extent upon manufacturing or marketing ability or upon any
factor other than the intrinsic value of the mineral product,

(3) That the basis of all valuations, except short-life discoveries in war times,
be the expected profit as determined by pre-war costs and metal prices, rather
than the expected profit as determined by costs attained and expected future
prices as influenced by war conditions.

(4) That all valuations by analytic appraisal methods, based upon estimates
of any factors such as operating costs, grade of ore, quantity of ore or increased
rates of production, be provisional until actual operations by the taxpayer have
demonstiated the essential accuracy’” of his estimates; in other words, that
information derived from operations subsequent to the required basic date will
be-the test of the accuracy of analytic valuations which must be based upon
estimates,

(5) That in the case of a valuation of any mining or mineral property in which.
the period required for the exhaustion of the ore or mineral exceeds the life of
the plant or equipment utilized in its exploitation, provision shall be made in
the valuation for deduction from the value of operating profit, at the date of
valuation, of the value at that date of the entire amount which is expected to
be returned in depreciation during the exhaustion period.

GENERAL

These improvements of method are suggested after long and careful consider-
ation, and are the result of experience in the determination of the valucs of several
thousand propertics. Data are availuble for'the determination of an equitable
and standard method of valuation if the principles involved mect with your
ap%roval.

he changes in valuation methods outlined above will apply to all classes of
metal-mine valuation. The effect of the changes, however, will be felt chiefly
by the copper and silver mining industries. The valuations in the ecase of the
copper mining industry, in particular, were hurriedly made, upon the order of
$he deputy commissioner, to arrive at some basis for the settlement of 1917
taxes for the copper industry. The usual time available for a single case was
less than one day, while the time required for a thorough .onsideration of any
Iarge case is several weeks. Needless to say, the valuations upon which the
1017 tax lisbility was determined are 1arely in accord with the facts as set forth
in the annual reports of the mining companies. The engincers who made those
valuations recognized that revision would be necessary when time bhecame
available, and called these valuations “provisional.”

The effect upon tax liability for four typical copper mining compauies for the
ear 1918 is determined and tabulated in this memorandum in order that the
mpo;tance of the recommendations, previously suggested, may be fully appre-

ciated.

Five different determinations of tax liability have been made, as follows:

(1) As reported Ly the mining companies.

(2) With the provisional valuations for invested eapital and with the provi-
sional valuations for depletion.

(3) With the invested capital determined uapon the recommended basis and
with the provisional valuation for depletion.

(4) With theinvested capital determined upon the recommended basis and with
an adjusted valuation for depletion in which the expected future sales price of
copper and the risk rates are not changed from the basis upon which the pro-
visional valuations were supposed to be made.

(5) With a complete revision of the methods of valuation to accord -with the
bases recommended in this memorandum. « g

The values determined upon the bases recommended in this memorandum
have been checked with the values as determined by other methods such as are
recognized in Regulations 45, and more especially with those values as deter-
mined by market quotations of the stocks of these companies, and with the
sworn statements of value submitted to the capital stock tax division by the
taxpayers themselves.

riefly, vhis memorandum shows: .

(1) That the valuation methods recommended result in accurate appraisals
for invested capital purposes. In three of the four cases reviewed the invested
capital valuation was confirmed by the par and market values of the stock issued
for the mines. In the other case the value determined by similar methods was
in excess of the par or market value of the stock.
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-~

(2) That the determinations of values for depletion as at March 1, 1913, by
the methods recommended, result in ds liberal or more liberal values than could
be determined by any other method.

Comparisons have been made in cach case with the aggregate value of mine
and plant as reflected by the average stock quotations of 1912, less excess of
current assets over current liabilities and plus indebtedness as at December 31,
1912,  These comparisons show that, in the four cases considered, the value
determined by appraisal are in excess of the values indicated by the average
stoek quotations, and that in two cases the values by appraisal are considerably
;x;’ i:..;('ess of the values reflected by the highest stock quotations prior to Margh 1,

A2 1Y

(3) The Inspiration Consolidated Copper Co. is the only one of the four eom-
panies considered, that has endeavored to report the same values for income
tax and eapital stock tax purposes. Some of the other copper companies are
even now protesting the assessment of additional capital stock tax, upon the
ground that the values determined for income tax purposes are excessive,

(4) None of the four taxpayers for whom summaries appear in this memo-
randum report any cxcess profits or war profits tax in 1918 and in the cases of
one of the taxpayers the use of the provisional basis of valuation would result
in no assessment of war profits or excess profils taxes. These taxpayers are
among those to whom war prices of copper were most beneficial,

The following comparison, in tabulated form, will demonstrate that upon
any basis of determination the copper producing companies should pay war and
excess profits tax for 1918, This comparison is made upon the basis of data
prepared by the United States Geologieal Survey from annual reports of all of
the large copper producers in the United States. The profit, per pound for each
year is computed from the average sales price of copper reported by all of the
copper sales agencies, less costs of production including depreciation, interest
on indebtedness and losses, as stated in the annual reports of the prineipal
mining companies, In the tabulation the period 1909 to 1914, during which the
arithmetical average profit was 4.6 cents per pound of copper, is the “normal
perind;”” and the period 1911 to 1913, during which the arithmetical average
profit was 5.4 cents per pound of copper, is the “ pre-war period.”

The columns of the tabulation show, by years:

(2) The average yearly profit per pound of copper.

(h) The ratio in pereentage of the profit for each year to the aversge profit
of the normal period, both exclusive of depletion.

(¢) The ratio in percentage of the vearly profit to the average profit of the
pre-war period, both exclusive of depletion.

() The ratio in pereentage of the yearly profits to the average prewar profit
with an assumed average depletion deduction of two cents per pound of copper
in both the pre-war period and the taxable year.

Per cent of pre-war
profit

y Profit l;vr cont!’ A
ear per  of normal <
pound profit o o ‘\Z‘f‘c"?;i'_ng
: depletion] averago
! depletion

$0.038 78.26
L0410 13
L0371 8043
L0720 156,52
L0520 113,04

LOnh 184,78 157. 41 191,18
L1410 306,52 261,11 355, 88
L1440 3134 266, 67 364, 70
221.74 188, 89 241,18
L033 LT 61. 11 38. 24
. 034 i 73.91 62. 96 4118

} Average 1911 to 1913 is 100 per cent.
In 1921 nearly all copper mines suspended operations, as they could not produce copper at a profit.

Summaries of the determinations of tax lia.bilifiv wiwn the different bases of
valuation for four typical companies will be found upon the succeeding pages.
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Utah Cop‘per Co.~—Bingham & Garfield Railway Co.~—March 1, 1913, values on
various bases

INVESTIGATION OF BUREAU OF INTERNAL REVENUE

Adjustment of Recommended
Provislonal | factors with- 2’0“’:8 ":'&‘
valuation | out change of l{l-‘;'em
copper price | ouarage price
PO POSBIVEN . . L. irae e ———— 448, 088, 078 448, 048, 075 448, 068, 075
Por cent copper......... 1. 3838 1.348 1.346
Per cent recovery. 80.7 07 87
ounds recoverable coppor per 0N v iaee e e, 22,336 17.13 17,13
P08 POr PONDNA COPPOY... oo conts. . 160,28 16. 25 15,00
Valueperton. ... ...... .. $3.63 $2.00 $2.60
Cost per ton.....ooovoeea... . $1.61 $1. 50 $1, 50
Profit porton... .. ... ..ot . $2.02 31. 40 $1,10
Expected production tons per year............. N 15, 805, 300 11,124,700 11,124, 700
Lifelnyoaes.. ... ... ... e eretmmaeammamn——nn e bl 40 40
Riskrato. ... .. e per cont. 7
Plant deduction. ... ... e $20, 000, 009 $20, 000, 000 $20, 000, 000
Value oforea only Mar. 1, 1013, ... ........ ....... £337, 300, 000 $173, 4561, 153 $144, 433, 480
Depletion rate per pound.. ... ....ooounaa... conts. . 3.303 2, 2750827 1. B04454
Depletlonin Y018, ..o s [ $0,381,003.08 | 84,270, 211.95 $3, 363,317, 27
RPFECT ON TAX LIABILITY
Net income........... $13,730,002. 44 | 315,833, 443. 57 | $16, 740, 338,25
Operating Income 1918 21,721,068, 20 | 21,721, 068, 20 21, 721, HU8, 20
Dopletod costof mine......oo o ooomoonnannnn. 38,110,220.82 [ ovreuraenan 17, 270, 237, 43
Tox lability with:
(1) Provisional invested capitnl—
{m) Totaltax... ... ... . ... 4,250,191.37 1. .
(M) Excess-profitstax. .. ... 3,008, 558,73 |
(¢) Income tax...._....oovuuneon 1,252,032, 44 |, e
(2 Recommended invested enpital--
{ ﬂ; Total tax.. ... ... ... .1 5,004,370, 24 6, R20, 974. 45 7, H74, 460, 52
(h) Excess-profitstax. ... ... .. b 3,065,636, 00 b, 630, 037, 31 0,302, 278,75
(¢) Incomo tax..... et reb nerm—ene 1,13.,743. 15 1, 160,037, 14 1,212, 183,77

t Before deduction of depreciation snd depletion.

Net income reported by company in 1918 .. .. Cvnnncan.. $9, 807, 735, 97
Tax liability reported by company in 1918 ... . ... ..... 1, 142, 664. 71
Comparizon . ith value of mines and plant as determined by different methods
Average stock quotation prior to Mar. &, 1013, .. RO e m e metcans amammemaaneneeannean $75, 000, 000
Highest stock quotation prior to Mar. 1, 1013... .. - 103, 00, 000

Reported for capital-stoc

L203 SE I 3 | o S

27, 835, 992
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Nevada Consolidated Copper Co.—Nevada Northern Railway Co.——March 1, 1513,
valugs on various bascs

Adjustment nf | Recommended
Provislona) | factors without | basis with rop-
valuation change of cop- | per at 10-your
per price average price
Ore reserve. - cceeennnn.. heeantabenmenanavaanan tons. .. 100, 316, 601 98, 636, 706 08, 638, 703
Por ¢ent COPPer_..oeneen... 1.518 163 1. 636
Per cont recovery........... #0 70 70
Pounds recevorable per ton. 23.29 21,61 21,81
Price per pound of copper. ... 16. 25 16. 25 15.00
LMo, dnv yours, ovnennnooon 2 24
Riskranto. ... 7 # 8
Plant deduction ... ...._.._... 13, 000, 000 $10, 000,000 $10, 000, 600
Valuo of ores only, Mar. 1, 1013, ... O, 394,076, 1us $30, UM, 301 20, 140, 384
Depletion rate per pound copper... H....n...““conts.. 3.819 1. H660827 1. 3735513
Depletion, 1018, oo e invrnrerimarirancenuan $2,025,623,70 | $1,422,350.07 $1,052, 237,30
EFFECT ON TAX LIADILITY
NEt IHCOMIO. o e o ee et ettt amaas 1,614,875, 18 3, 118, 148,81 3,488,201, 58
Operating income, 10181, .. 8,374, 412.77 5,374,412.77 5, 374,412.77
Deploted cost of MIN0...vovevencianneeeuenannneann [N NOTIN S N R 4,440, 460.83
Tax Hability with:
(1) Pwvhlmm\ Invested capital-—
(@) "Tote) O, .o e ieeeaaaas IR0, 00410 | eriiciaaaen veve
) Excoss-profits tnx 5] ¢ 11T ORI D, P
(¢} Incometax.......... ' 180, 864\ 19 cevnmuernmaneney
(2) Recommended invested cup!ml—-
(@) POl bHX . et i 180, 554. 18 470, 455. 87 809, 785, 7
) Excess-profitstax, ........ None. 124, 441 M7 232 301, 29
) Jucomoe tng. ..o 180, 564, 10 340,114, 00 377, 484. 41
' Bolum dcductlon of dopldlon and devrwiauon
Net incorne reportod by company, 1018 1, . i cni i caecimcaac e rane s $185, 208, 33
Tax labllity reported by company in 1038............. v ————————a hanneesenermaarane 5,404, 07

Comparison with value of mines end plant as determined by different methods

Averago atock quotestion prior te Mar. 1, 1013
Highest stock quotution Erlor to Mar, l, 1913
Raportod for cnpitnl qtoo tax i.n

‘Tuxpuivur mpﬁrts a ln:m on mlning 0 mtmm, hemuw of the dupreeh\ﬁou und doplcﬂon dvducuon
takon, which is more than bilunced by rallway enrnings.

n |
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Chino Copper Co.—Santa Rita Store Co.—March 1, 1913, values on various bases

Provisional
valuation

Adjustment of
factors without
changing price

Ore reserves. ....coecuenan, emreeenuru—a wemanmann ..tons..
Per cont onpper,.......m...,_
Por cont reCOVOrY ,ccmue oo caaareancunnaan w——
Pounds recoverable copper per ton..... [ -
PFrice per pound of copper
~Value per ton. oonveennin. PSR oo -

Cost per ton.....ceuuienun..

Profit per ton
Expected product!on tons per yem‘.
Lifedn years . _.ooooreine vncnucvninan "
Risk rate

Plant deduction...........

Value of ores Mar, 1, 1813..........
Depletion rate per pound copper. .. 8..
Depletionin 1918......... aneinennamaeuan resmnmnnne

Not IBCOMO..aeermie i ciirictcmreccncanricaanenaanen
Operating income, 1918 1
Depleted cost of mine. ......... eremenane. e a———

EFFECT ON TAX LIABILITY

Tax Hability with:
[4)] Provislonal invested capital—

Total t

(
2 Recommended inveated wpiml-—~

144, 368, 002

. 1564
$2, 387, 905

$4, 243, 440.35
7, 153, 008, 58
1, 85.},986 36

1, 373. 694, 62
085, 180, 66
388, T04. 96

125, 637, 504
1. 678

06,6
20.99
16.25
$3.43
$2,07

$1, 36
3, 140, 900
40

7

40, 000, 000
$43, 864, 383
1. 6645500
81,251, 761

45,379, 083. 35
7, 163, 908, 58

Recommended

basis with cop-
per at 10-year

average price

* 125, 637, 504

$0, 000, 000
$27, 545, 353

1. 0445198
$700, 238

$5, 841, 206, 35

7, 153, (M. 58
8, 832,53, 24

(ng PO BAX . e e 1,558, 012. 85 2,405, 173. 66 2, K75, 404, 61

(b} Excess-profits tax 1,105,497.64 | 2,104, 428 &4 2 473, 643, 24

(€) INCOmo LAY . . i acaaina 364, 4706. 21 390, 744, 82 401, 320, 37
i Belore duductlon of doplutlon and doprecmtion.

Net income reported by company In 1018, e e wrammensammnn $2, 963, 539, 61

Tax liability reported by comyany in 1918 (no exoess-promq 5 3 TR, [, . 352,338,564

Average stock guotation prior to Mar. 1,
Highest stock quotation prior to Mar. 1, 1013
Reported for capitsl stock tax in 1920,

Comparison with calue of mines and plani os de’zrmined by different methods

1, 1013

$27, 000, 000
38, 000, (00
12, 933, 986
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Inspiration Consolidated Copper Co.—March 1, 1913, values on various bases

-

Recornmended
l’r&vls{?nal If‘é’ég‘s‘g‘ﬁ%gg basls Wltullﬁ
valuation copper at 1
change in price conts
Ore reserves —LoN8 . .o cerec e mennmce e 97, 143, 000 80, 643, 000 84, 917, 800
Per cont copper..... 1.08 L8527
Par cont recovery_. ... ooovmneacon. 76 76
Pounds vecoverable per ton........ 23, 232 23.38
Price por pound of copper........ N 16. 26 15,00
Voaluo Der toD. ..o ve vy iia e $4. 10 $3. 50
Cost per ton.... $2. 8 $1.95
Profit perton ... ..oooioniiiiiinann $1.82 $1. 55
Expected production tons por Year. ... cvecevcncenerelamracacnreeian. 3,735,000 5, 475, 000
Life in years...... (PR [ [T, 2 18
Risk rate...... .. pereent. oo .. - 7 10
Plant dedaetion. ... ..o it iiiuainciannarnsiaaaaaan | S, $0, 185, 000 30, 185, 000
Value of ores only, Mar, X, 1003, oo ieaeceann ; $88, 218, 000 $04, 412,518 $30, 032, 845
Add Keystone purehase. .. cooooviiriiiuiioiiniannen i 3, 436, 00 1,392, 895 1, 302, BOS
Total value for depletion wammanl 91, 654, 000 55, 605, 413 40, 425, 740
Depletion rate per pound onts. .\ 3. 75039 2, 2001946 1, 8811604
Depletion 1918 (08 58165} cvveaueariunaeiavansanncun cana  $2,661,312.88 | $1, 625, 400,88 31,320,872, 02
EYFECT ON TAX LIABILITY |
Netincomein M8, ... ..... dmamaemtanarhmannsann T1806,807,021.82 | $7,833,834.60 $8, 120,361, 76
Opernting income L IR L 110, (46, 750. 14 | 10,046, 750, 14 10, 046, 750, 14
Deploted cott O MINO. . oun v oviiinaiinnsneanaan: cmnna 161,000,746 18 | oo e eeennn 14, 489, 148. 33
Tax liability with: |
(1) Provisional invested capital— i
(@) Total tnX. . .oonieccencinacnaaes .0 $876,002 51
(b) Excess-profits tax. . i 279, 552, 72
(O IMCOMO LAY . e aeee.o..at 1797,430.70
(2) Recommended invested capital-— |
(@) Totaltax. ... imaeiaa. 3, 187, 420. 62 4,032,772.74 4,270,287, 13
(b) FExcess-profits tax.... | 2,705,030.20 | 3,525 760. 42 3,702, 101. 15
(c) Incom2tnx......... .- 482, 381. 42 507, 003. 32 514,005, 98
i Tiefore deduction of depletion and depreciation.
? As reported in amended return for 1918, filed June 186, 1920
Net incorne reported in 1918 (original return). ... ... N v-. 85, 578, 310.07
Tax Hability reported in 1918 (originul return).. mvennanean  08D,432,71

Comparison with value of mines only as determined by other methods

Averagoe stock quotation prioy to Mar. 1, 1013 ... .. ... v asaansa e .- $14,000,000
Highest stock quotation prior to Mar, 1, 1013. ... . . 15, 000, 000
Reported to capital stock tax division in 1920..... ..... memm—— PR e mmcanan 60, 136, 767

In order that the approximate cffect of the recommended revision of valuation
methods upon the copper mining industry may be appreciated, the following

summarics and comparisons are made,

Copper production in 1918:
Utah
Chino C(é)pcr Co...
Nevada
Inspiration Consolidated

Total, four companies.. - -

Copper Con e emn
onsolidated Copper Co.... .- oo
opper Co..-..

.-

Pounds

188, 092, 405

75, 635, 641
76, 607, 082
98, 540, 041

438, 875, 149

Total, United States of America smelter production_..._. 1, 908, 500, 600

Thus the four companies under consideration produced 22.996 per cent of the:
‘total production of the United States in 1918. In addition a large amount of

copper is produced by American-owned companies in foreign lands.

The

refined primary copper produced in the United States in 1918 was 2,432,400,000
pounds, approximately all of which came from American-owned mines.

With the four companies considered, comparisuns of tax liability in 1918,
dependent upon methods of valuation alone, are as follows:

Tax reported on original returns (no excess profits tax is reported

by any of the four companies) .
Tax with provisional bases of valuation.
Tax with recommended bases of valuation

$2, 160, 840. 93
6, 690, 632. 49
15, 235, 997. 96
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The value for invested capival and for aepletion, as recommended, arc based
upon the procedure outlined in a preliminary draft of o memorandum to the
commissioner, dated September 12, 1921, and summarized in this memorandum.
That the values established by the procedure recommended are liberal, is demon-
strated by comparisons with the values determined by other methods, such as
stock market quotations, and values reported to the capital stock-tax division,

There can be no question that gross errors have been made in the provisional
valuations of many of the copper mines, and that the bases of valuation for
copper and silver mines will have to he changed if these industries are not to
receive preferential treatment in comparison with other metul mining industries,

There is also no question that in & number of these cases the values of the
mjnes have been misrepresented, cither to the Income~Tax Unit or to the capital
stock-tax division.

If these recommendations for revisions of valuation are approved for all vears
from March 1, 1913, to date, the additional tax indicated from the copé)cr mining
industries alone is in excess of $60,000,000, and if approved for 1918 and sub-
sequent years only, an additional tax in excess of $20,000,000 is indicated. If
the provisional bases of valuation are permitted to govern the determinations
of tax liability in future normal vears the copper companies would pay practi-
cally no income tax. Upon the bases of valuation recommended in this memo-
randum and at an estimated income tax rate of 10 per cent, the tax from the
copper industry in future normal years would amount to approximately $4,000,000.

he metals valuation section respectfully requests decision of the following
questions:

(1) Are the {)mvisional values for depletion subject to revision; and, if so, for
what years will the revised valuations govern the determination of tax linbility?

(%) Are the provisional values for invested capital subject to revision; and,
if ?i{o"‘? what years will the revised valuations govern the determination of tax
iability P

(3) Are the principles of valuation recommended in this memorandum ap-
proved, subject to any limitations imposeid by the answers to the two questions
preceding?

.

Deputy Commissioner.

Examir E

Jurxy 25, 1022,
Memorandum to the commissioner:
Re: Revision of provisional values for depletion snd invested capital.

This memorandum deuls with the subject in the following numbered para-
graphs:

I. History of provisional valuations.

1L The law and regulations with respect to the determination of Mareh 1,
1913, values for depletion. .

III. Discussion of the provisional valuations with respect to the law and
regulations, to show that these valuations are not in accord with methods pro-
vided In the regulations, and that the law permits their revision and assess-
ment of additional tax,

IV. Discussion of the taxpayers’ arguments,

7. Discusglon of the Interest rate used in discounting to present worth.

VI. Discussion of the expected future copper price as at any date.

VII. Summary.

VIII. Charts and tables showing graphically the data in support of the recom-
'x,nei:égl;lons submitted in the memorandum to the commissioner dated January

(a) Interest rates used by authorities on mine valuation in the reduction of
operating profits to u present value.

(b) Chart showing trends ot the average prices of iron, copper, zine. lead,
and silver for 10-year periods, as percentages of the March 1, 1913, ex-
pected future metal prices now used for mine valuation, Authortiy to adjust
these expected prices to an equitable basls has been requested.

(¢) Chart showlng sales prices of copper, costs of production and profits
of the principal copper producers from 1909 to 1920, inclusive. Data from the
United States Geologlcal Survey. Costs include depreclation and interest.

-
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(d) Chart showing index prices of commodities in the United States from
1810 to 1922, with a comparative index of Lake copper prices computed with
a normal or 100 per cent pricet of copper at 10 cents; also showing the effects
of wars, financial panics, currency Inflation, and rapid increases in the rate of
gold production, upon the price trends.

(¢) Chart showing high, low, and average prices of lake copper from 1845
10 1921, incluslve,

(f) Chart showing average prices of copper for periods of 1, 5, 10, 20, 25,
and 30 yvears, and the price trend lines for average period prices,

(g) Chart showing 10-year avernge copper prices from four sources, demon-
strating that there {8 little difference between welghted and arithmetienl
averages, and that the welghted average price 18 lower than the arithmeticnl
a8 at March 1, 1913,

(I) 'Table showing published predictions of engineers as to future copper
p(x)'ic('s, compared with average prices for the preceding year and the preceding
10 vears,

(i) Table showing confidential data as to predictions of copper prices used in
valuntions submitted by the taxpayers or thieir engineers in connection with the
determination of March 1, 1013, values, or values for invested capital at other
dates.

1. HISTORY OF PROVISIONAL VALUATIONS

L. C. Graton took no respousibility for errors made in fact, judgment, or
assumption in any of his valuations,

The valuations made by the metals valuation section up to February 1,
1920, were practically all called “ provisional valuntfons'” At or about this
dnto, J. C. Dick, then chief of the metals valuation section, requested that
valuation meniorandga written in the future should not be called * provisionnl.”
However, the determinations of metal prices and interest rates fo. discounting
to present worth were continued on the same basls as in the provisionsl
valuations, in spite of strong protest from other engineers in the valuation
section. While Mr. Dick and his succegsor, Mr. Powell, were ut the head of
the natural resources subdivision, repeated suggestions were made that the
expected prices of metals be determined In a consistent and equitable manner,
but the snggestions were not entertained,

-Shortly after Mr. A, H. Fay became the head of the natural resources
subdivision, the St. Joseph Lead Co. ralsed a strong protest against the price
of lead used in the valuation of their mines. Printed briefs were flled to
show the inequitable treatment of the lead und zine industries in comparison
with the copper and silver industries, The St. Joseph Lead Co. wax informed
that errors might have heen made in the determipath u of copper and silver
prices, but tiat such an argument would not be permitted to be the foundiution
for other errors. From that time, under Mr. Fay's direction, the metals
valuation section gathered data and made comparative valuations which
were brought to the attention of the commissioner in the memorandum of
January 7, 1922,

The commissioner was asked to permit the revision of copper and silver
valuations to a reasonable basis, consistent with the methods employed in
other valuations, and to eliminate extravagant allowances of pald-in surplus
previously made.

II. THE REGULATIONS WITH RESPECT TO THE DETERMINATION OF VALUES FOR
DEPLETION

[Regulations Neo. 33, articles 171 and 192]

Page 88.—* Neither must the value determined as at March 1, 1913, be
speculative, but must he determined upon the basis of salable value * * =*»

Page 89.—“In any case, in which a corporation uses for purposes of its
income tax returns an estimate of the value of mines or of mineral lands
or properties as at March 1, 1918, as the basls of computing amounts to be
deducted for depletion or return of capital, this department in passing
upon the accuracy and fairness of such estimates will attach due welght to
the market value o¥ the stock of the corporation on March 1, 1913, gnd also
to the sworn statements as to the value of capital stock of the cerboration
filed at any time thereafter,” for capital stock tax purposes.
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“ No fletitious or Inflated cost or prices will be permitted to form the basis
of any calcnlation of a depletion deductlon * % »  Under the heading
“Records to be kept,” the taxpayer iy required to settle up March 1, 1913,
value for depletion on his books und the taxpayer is not allowed to revalue
his property for depletion on account of the discovery of additional orve
bodlfa. No such prohibition of revuluation Is in force against the Govern-
ment.

[Regulations 45 with Treasury Declslons to Decomber 2, 1010, articles 200 and 207}

Article 206 repeats Regulations 33 in stating that “ the value sought should
be that established, assuming u transfer between a willing seller and a
willing buyer as of that particulur date. * * * The commissioner will
lond due welght and consideration to any and all factors and evidence
having a beuring on the market value. such as cost, uctuual sales and transfers of
similar properties, market value of stock or shares, royulties and rentals,
vilue fixed by the owner for purpoxes of the eapltul-stock tax. valuation
for local or State taxatlon, partnershfp accountings, records of Mtlzation
in which the vilue of the property wus In question, the siwount at which
the property may have been inventoried in probuate court, disinterested ap-
pralsals by approved methods, and other factors”

Article 207 states that “there can be no revaluation for the purpose of
this deduction’ (depletion). 'Thig article is clearly a mere ampliiieation of
the similar statement in Regulations 33 which is applicable to the taxpayer,
not to the Imcome Tax Unit.

Later editlons of Regulations 45 aund Iegulations 62 are not materinlly
different, except that revaluation by the Income Tax Unit is prohibited,
unless there has been gross error, misrepresentation or fruud, and even in
such cases written application to, and approval by the commissioner s
vequired before a revaluation is made,

{Regulations 62, page 250, section 200 (d) of the law]

. we e« * {5 cnses of fingl settlement of losses and other deduetions
tentatively allowed by the commissioner pendding a determination of the exaer
agmount deductible, the amount of tax or deficlency in tax due may he
determined, assessed, aud collected at any time * * *=

The solicitor has ruled that this provision of the law clearly applies to pro-
vicsional deductions for depletion. (Sol. :1:I:20-5~1-13. Apr. 13, 1922,

IIT. DISCUSSION OF THE PROVISIONAL VALUATIONR FOR DEPLETION WITH RESPECT
TO THE LAW AND REGULATIONS

The law Itself is apecific with respect to the revision of provisional deplation
deductions allowed and the assessment of additional tax, free 1irom any
statute of Hmitations. Such is the opinfon of the solicttor,

The reguiations all agree that the March 1, 1913, value sought. Is the eash
value at which the property would-be transferred from a willing seller to a
willing buyer,

The regulations nll recognize that the values determined by appraisa!
should be checked by all other available evidence of value before heing ac-
cepted by the commissioner,

The provisional valuations, made chiefly by L. C. Graton, conform to hut
few of the requirements of the regulations. They are redundant with errors
in the methods of calculation of value, even assuming the basis fuctors and
principles of valuation to be correct. They frequently determine values
several hundred per cent greater than the values which are indicated hy any
one of the comparative methods specified in the regulations, They were never
checked by such comparative methods, or if the appraisal values were com-
pared with the values indicated by other methods, no welght was attuached to
the values determined by the other methods. The large majority of the big
copper companies have reported one value for depletion and a small fraction
of that value for capital-stock-tax purposes. In certain cases the tuxpaver's
own computation of value was discarded and a much higher value substituted.
In other cases the taxpayer repeatedly claimed one value In excise tax returns
and eagly income tax returns, and for later years was allowed to substitute
a much grater value, in direct violation of the regulations. In still other
cases valuations were made upon data and assumptions in direet conflict with

-
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the published anuual reports of the taxpayers. Seldom, if ever, had the
annunl reports even been read by L. C. Graton before provislonal values for
depletion were allowed. .

The memorandum to the commissioner dated January 7, 1922, embodies the
guggestions of the metals valuation seetion for the correction of the pro-
vistonal values for depletion and invested capltal, and gives compaurisons of
the provisional and recommended values with values determined by methods
other than appraizal, It is clearly shown that the changes recommended will
still leave the values determined by appraisal at equal or higher levels than
the values determined by any eomparative method.

Groas errors in rvaluation.—Exclusive of judgwment there are plnin mathe-
matical errors in the majority of the computations of provigional values, prin-
cipally as follows:

(1) Increasing the recoverable metal content per ton without increased
cost per ton, adding 50 to 100 per cent to estimated operating profit per
ton. If costs ure computed per pound o copper, the added recovery may or
may not be in favor of the taxpuyer.

(22) Using a production cost per pound of copper attained in past opersntions
mining o high grade ore, and using the same cost per pound us the expected
future cost with much lower grade ove, adding 25 to 90 per cent to the
estimuted operating profit per ton,

(1) Assuming that the grade of the ore would remain constant when s long
period of operatlons had shown that the ussay value of the ore was con-
stantly decreasing and might be expected to do so in the future, Xt is dif-
ficult to extimuate the percentuge umount of this error, but it Is great.

(4) Assuming large additions to plant capacity with decreased production
costs attending lncreased cupacity, and then ussuming an averuge rate of
production und an average price for the entire life of the mine. This does
not Increase estimated operuting profit, but it does lucreuse present worth of
that profit erroneously, in one casge, ut least 100 per cent.

(b)) Making no provision for plant replacement when the useful life of
the plant is less than the life of the mine,

(6) Accepting erroneous estimates of the tuxpayer without check ov cor-
rection,

(7) Allowing depletion deductions {r.~ ore of such low value that it was
profitable only in war times, and was not included in the valuation, Thus,
i one Instance n ton of low-profit ore is excluded to each 2 tons of high-
profit ore included in the computation of value. The ore excluded must be
removed to permit mining of the commerciul ore, and if the price of copper is
such that it can be profitably treated. the ore is shipped to the mill instead of
to the dump.’ Perhaps a profit of 25 cents per ton is muade, and depletion of
50 cents per ton allowed for this ore. Treating this ore has an indirect effect
vpon the value of the commercial ore, in that it reduces the plant capacity
avidiable for the commercial ore and reduces the present volue of that ore.

These are gross errvors in valuation, They are in addition to any errors of
Judgment which appear to have been muade in the determination of copper
price, and, in the cuse of nonoperating mines, of the interest rate used in g
reduction of operating profit to present worth, Any errors in estimating
operating profit appear as even greater evrors in the vahie for depletion, as
the present value of the operating profit is divided into a fixed plant value
and a varinble value for depletion which reflects the full extent of the error.
The inclusion of oune error in a valuation is bad enough, but when several
errors appear in the same valuation, each error muagnifies the result of the
preceding errers. Thus, If three errors of 50 per cent each have been made,
the total error is: 130 by 150 by 150 per cent equals 337.5 per cent, total
error,

As every debatuble point was decided in fuvor of the tuxpayer at the time the
provisional valuations were made, and as there may be many of these puints
In a single valuation, it is not surprising that the provisional valuations are
frequently several hundred per centum in excess of any comparative value.
Such a result should have been expected.

Mr, Graton submitted his first valuation for approval of the commissicner
late in November, 1910, and made 50 or more valuations beiween then and
December 31, 1319, He was urged to do so by ihe commissioner. It was
impossible to collect and assimilate the data necessary for accurate valuation
in such a brief time. That Mr. Graton knew this is a matter of officlal record,



T

1646 INVESTIGATION OF BUREAU OF INTERNAL REVENUE

ar each of the provisional valuations Is called “ provisional,” and it is stated
in the opening paragraph that: * This case has been hurrledly examined.”
The only subsequent review of the provisional valuation permitted by the
bureau was at the request of the taxpayer.

1V. DISCUBSION GF THE TAXPAYERS' ARGUMENTS

One argument advanced by the attorneys for th¢: taxpayers in the conference
on June 30, 1922, was that the copper companies did not pay as great a per-
cenftage of tax as some other groups of taxpayers, because the price o. copper
was fixed by the Government. This is true, but the price’ was fixed at 235
cents per pound of copper and the copper producers asked but 25 cents per
pound. Later upon request of 15 small producers the price was advanced to
26 cents per pound of copper. (See Crowell and Wilson’s How America Went
to War,) This argument does not explain why the average rate of tax paid
in 1917 by the larger producers, making the greater profits, was approximately
22 per cent, while that pald by the smaller pioducers was approximately 39
per cent, It is perhaps a coincidence that the larger producers had thelr tax
Habllity determined upon the basis of provisional valuations by 1. C, Graton
and the smaller producers had thelr tax lability determined upon the basis
of valuations made by other engineers after L. C. Graton resigned.

Another argument advanced was that the provisional valuations were made
final by discussion in conference, receipt of A-2 letters, or refunds, or other
action of the Income Tax Unit. In the majority of cases the A-2 letters
state that the allowance of the depletion deduction i provisional.

The allowance of invested capital and paid-in surplus was not so carefully
guarded in some A-2 letters. This subject can not be discussed in a general
way, but must be dealt with by specific cases., In general, the invested capital
determinations by valuation are not so radically erroneous as the provisional
March 1, 1913, values, but there are some notable exceptions to this statement.

In a few large cases the March 1, 1913, value has been carefully determined
by J. C. Dick, or other engineers, and little or no change in such valuations
could be made, unless the copper price is reduced from 18.25 or 174 to 15
cents per pound, or the discount rate of interest increased in the case of prop-
erties having no prior operating record as at March 1, 1913. The arguments of
a;torneys of the taxpayers were chiefly conflned to the discussion of this type
of case,

The argument that no excess profits were made, which is implied by the fact
that none were or will be paid by some of the large companles, unless valua-
tions are revised, is best combated by an examination of Chart C. This chart
is also the best evidence that, with 3 to 4 cents depletion pcr pound of copper,
there will be little or no tax from the copper industry in normal years.

The statistical data presented hy the attorneys for the taxpayers sare mis-
leading, as they include the war-year prices of copper, with a very great
production at the seme time, No data were presented to show the average
prices per pound recelved for copper up to March 1, 1913,

V. DISCUSSION OF THE INTEREST RATE USED IN DISCOUNTING TO PRESENT WORTH

The interest rates now In use for this purpose do not give unreasonably large
values for long-life mines which had a dividend record prior to the date of
valuation, For short-life mines the rates in use are sometimes too low. Kor
valuations based entirely upon estimates of the cost of production, date of
initial production, rate of production, and other essential factors the rates
are much too low, even when the valuation applies to developed ores only, a8
in the case of invested capital valuations,

The price of a mining stock frequently dcubles between the date a fully
developed mine is acquired and the date it begins to be operated at a profit,
This is due to the elimination of the risk inherent in estimates, As an example,
100,000 shares of unissued stock of the New Cornelia Copper Co. were sold
December 9, 1018, for $3 per share. In 1916 a bond issue of $4,000,000 par
value was floated. The bonds were convertible into stock at $10 per share.
In 1915 the stock wus quoted at $8 to $9.50 per share and in 1921 the low
quotatllgin3 was $12 per share. Little or no additional ore has been developed -
since
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Chart A shows the Interest rates employed by mining engineers in deter-
mining the present worth of future profits. This chart is based upon a perusal
and abstracting of all the references to mine valuation which it has been
possible to ebtain, probably in excess of 90 per cent of all that has heen written
upon the subject in the English lan: age.

The results show 211 expressions of preference for the Hoskold Formula,
which is used by the metals-valuntion section, and but 15 expressions of
preference for the other valusation formula, which s a proper one to use.
Of the 211 Ingtances in which the Hoskold formula is advocnted 79 engineers
would discount at interest rates below 10 per cent, 55 at a 10 per cent rate,
and 77 at a greater rate. The expwession of opinion is overwhelmningly in
favor of at least a 10 per cent rate of interest. The valuations for which
lower rates are advocated are chiefly conl, Iron, gold, and porphyry copper
mines with the ore entirely developed. "There is uo published record of the
use of a lower rate than 10 per cent in metal mine valuation, unless the
ore body valued was entirely developed, or unless a factor of safety sufficient
to make up for the low Interest rate was introduced in some other factor
or factors of the valuation. Such factors of safety arve (1) reducing the
metal price to a minimum instead of an average and (2) increasing expected
costs of production to cover any unforescen contingencies,

The subject of the rate of interest, which is proper for discounging ex-
pected future profits from mining operations 1o n cash value, could be dis-
cussed at any length. but has been limited in this memorandum to n summary
of the results of months of reading and abstracting. The engineer who
would use a lower rate than 10 per cent for the valuation of a metal mine
with no previous operating record, and no factors of sufety in other parts
of the valuation, would not be considered to be competent, unless the mine
was situated in a district where accurate comparative cost data were avail-
able and mining methods standardized, Few engineers would use a rate lower
than 10 per cent under any condition unless adequate factors of safety in
other parts of tlic valuation were sufficient to compensate for the low dis-
count rate,

VI. COPPER PRICES

Copper prices have a trend similar to the price trend for whoelesale com-
modities, The price trend for wholesale commodities in gold-standard coun-
tries is governed by three principal factors affecting currency apprecii.ton
or depreciation :

L War produces a shortauge of commodities and incrensed prices,

2. Currency inflation, frequently iecause of the.war needs of a government,
produces increased prices,

3. A rapid increase in the volume of gold production depreciutes gold
as a standard of value and increases privces.

The opposite causes hiave the opposite effect,

Copper prices in the United States have been practically free of tavitf
walls, and as the United Siates has for many years been the world's chief
jroducer of copper, world-wide economic conditions infiuence the United Stutes
Price of copper independently of other commodities. The more noticeable
departures of the price trend for copper from that for commodities us a whole
are nearly all traceable to imortant foreign wars or their after effects in
competition for armament. Prior to 1880 in most countries, and up to 1890
or 1900 in some countries, bronze was the material of which cannon were
made, After 1890 munitions still consumed an important amount of copper,
naval construction a great amount, and the elecirical ndustry grew in
importance, Notwithstanding these increuses in the uses to which copper was
adapted, the opening of the porphyry copper mines from 1905 to 1913 and
their rapid expansion had created a productive capacity for copper greatly
in excess of the world’s requirements, United States Goologieal Survey,
Mineral resources. 1913, (Pt. I, p. 523), and much greater increzses ip pro-
ductive capacity were projected, especiaily in Chile, Russia, and the Belgian
Congo, There was no reason, then, as at March 1, 1913, to expect an increase
in the price of copper on account of a shortage of supply.

No one could predict an increasing price trend as at March 1, 1013, on
account of future wars. .

92919—25—pr 10——3
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The third cause of increased prices for commodities including copper. s
an inereasing rate of gold production. Gold production was incrensing slowly
both in the United States and in the world as at Marceh 1, 1913,  But little
further incrense was expected, however. 18 the Rand Goldfield hind reached
the height of its production, and it was generally predicted that old mines
would be exhausted more rapidly than new ones could be opencd, and that the
new mines being at greater depths would not he able to mine as high grade
ore as the older mines which were being depleted. In the United States
tnerensed  production bad heen made possible by the discovery of wold
fn Aluska, and the introduction of dredges for working very low grade
gravels which could not be worked by other methods for various reasons,
No “marked fncrease in the gold production of any important gold distriet
in the world was confidently expected in 1913 and it was well known that

within a few years the world’s gold production would cease to increase and |

begin to decline, unless discoverles of new fields of major importance were
made,

The rige in prices of all commodities in the periods 1848 to 1857, nnd 1866
to 1913 is asceribed by economists to the rapid increases in gold production
during these periods,

But there wik no -reason as at 1913 to expect commodity prices in general,
or the prives of copper in pavticular, to increase indefinitely. Al factors,
except the unknown factor of war, indieated a stabilization of prices for
a period, fellowed by declining prices.  Prices had been pracrieally stable
sinee 1910, and continued to he stable nntil after 1915,

A chart is attached to this memorandum' showing the trend of prices for
wholesale commodities in the United States from 1810 to 1920, (Data from
an artiele in the Annalist, April 11, 1921, by Ralph G. Hurlin. statistician
for the Russell Sage Foundation,) On the same chart is shown a comparative
curve of index prices for Luke Copper computed from a price of 15 cents
per pound as the normal price or the 100 per cent index figure. The data for
this curve uare taken from Weed's Copper Haudbook tor the period 1845 to
1012 and from Metals Statisties thereafter. A price of 15 cents is considered
normtl, because this is the wprice for Lake Copper (weighted avernze) from
1845 to IN12, inclusive, ax well as the price for the years 1884 and 10913
when both the copper-price index uand commodity-price index were at the
normat 100 per cent index figure. On the =ume chart are shown gold produc-
tion curves for the world and for the United States, This chari shows two
major price cycles beginning and ending with major wars, The offocts of
currency inflation, financial panies, and rapid inereases of gold production
upon the general price trend are apparent. An inereaxed volume of gold
production has but slight effeet upon prices provided the rate of production is
constant. 'The effect of fureign wars upon the copper prive trend is graphically
shown, Copper prices respond more rapidly and fluctuate more violently
with war and panie conditions than do the prices of commodities as a whaole,

Statisticinns generally recognize that there is little or no difference hetween
weighted average prices and arithmetical average prices over long periods of
time. This has been demonstrated repeatedly tor various commodities, The
metals valuation xection has made comparative price determinations for
copper and iron by both methods. (A weighted average price is found hy mul-
tiplying yearly price hy the yearly production or sales, adding total values s
fletermined for a period, and dividing by total production for the period. An
arithmetical average price is determined hy dividing the sum of the yearly
prices for the period by the number of years in the period.) The United
States Geological Survey publishes weighied average yearly prices for copper
which are usually below the arvithmetical average prices. The weighted
average yearly price of the United States Geological Survey for the period
1003 to 1912 inclusive, is 14.89 cents per pound of copper, and the arithmetical
average price is 14.93 cents. Tor the same period the Engineering and Mining
Journal, arithmetical average price is 14.88 cents per pound of electrolytic
copper. The United States Geological Survey figures are slightly higher than
the Engineering and Mining Journal average, because they include Lake
Topper which selis at a premium of approximately two-tenths of & cent above
the electrolytic copper price. 'The Engineering and Mining Journal price for
Lake Copper during the same period is 1514 cents per pound. For February,
1913, the price of electrolytic copper was 14.97 cents per pound.

-

-

“
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Charts pecompany  this memorandam =howing the average prices of Loke
copper by perfods of a0 year, 3 vears. T years, 10 years. 20 yvears, 20 years,
and 30 vears. A= at 1913, the 10-yeur avernge price of copper il the yearly
avernge are the same, and every other average is lower, The price trends
of the period averages from 1997 to 19105, inclusive, are constant or decreasing,
except Tor the 10 year aversge price curve, which is increasing.,  In faet, since
1, 1o marked inerease or decrsase In the trend of prices Is evident, if all
of the trend lines for pedods of different duration are considered,

Another chart shows tremd of the 10year average prices from four sources.
The Unired States Geological Survey and Engineering and Mining Journal
prices s at Maveh 1. 19130 are admost identical, "The 10-year average price
witk the same i 19068 as o 1913 and had been both higher and lower at
intermediate periods, A T0-vemr avernge price is considered preferable to
shorter periods heenuse  tlucttiations which obscure the gencral trend are
<moothed out and practieatly disappear, but the perlod is not so long that
it fails to keep In touch with the most recent tendencies of price trend.
The metals valuation sect’on has recommended that future prices used for
vaduntion purposes ax at any date. be determined for all common metals
ax o 10-yenr average of prior prices unless the tretd of prices is strongly
and consistently up or down,  In such Instanees price trends must he given
consideration.  As at 1913 no proneuneced trend in metal prices was apparent
or comid he predicted,  Predictions of higher .metal prices arve all hased
upon the trend from 15893 to 1913 or 2ome other date, which ix the increase
from  rock-bottom prices during a disustrous panle, to a vormal condition.
Predictions that further increases would centinue indefinitely were not justi-
fied by any condition existing at that thme, Y

Two tables are attached to thisx memorandun, the tirst of which gives pub-
Jished predictions of copper prices by mining finnnciers and engineers, and the
secomd giving expected future prices used in the valvations of their copper
mines by mining companies in support of values cladmed fer invested capital or
depletion in conmection with tax retwrns,  From an exumination of these tables
it ix appurent that L, C. Graton's prediction of a future price of 16.25 cents to
17.4 cenes per powmd ix not suppocted hy i single other price prediction, A price
of 14 to 15 cents per pound is nlmost universally accepted as *normat” and
even lower prices are enstomarily used in valuations when interest vutes as low
ws those secepted by the Income Tax Unit ave employed in the determination
of present worth or cash value,

L. €. Graton’s prediction of an increasing price trend for copper is not justi--
fidd by cconomice considerations or by the actual price trend for a period of
vears prior to 1914, His statement that an arithmetical average price i3 lower
than 2 weighted average price is contradicted by comparison of determinations
by hoth metheds of yearly and period prices. His price predictions of 16,25
cents per pound to 17,4 cents per pound are not supported by concurrent opinion
or the price predictions of w large number of equally cipalde men.  There is no
baxis of fiet oF reason for such a prediction and it should be cansidered to have
heen a noss error to use such an expected future conper price for the valuation
of copper mines, A price of 13 cents per pound would be more than liberal.

Ten-veur average prices have heen used in the valuation of iron, lead, zine,
and other mines,  Silver and copper alone depart from this practice. The
adoption of any other basis for copper valuation is inequitable to other mining
industries, unless they are given similar price concessions and large refunds
of tuxes,

An incrense of 11; cents per pound profit, using a 16.25 cent copper price, 18
equivalent to a 25 per cent inerease in & valuation if the cost of copper pro-
duction Is 10 cents per pound. A 17.4 cent copper price, with a normal cost of
produetion of 10 cents per pound, is equivalent to a 48 per cent increase in the
vialuntion. In some of the provisional valuations by L. €. Graton, an expected
future price of vopper of 17.4 cents per pound has been used with costs of pro-
duetion attaiped in 1914 and 1915, on the assumption that costs in these years
were 1,13 cemts per pound above normal, This is an erroncous assumption, as
shown upon Chart C, prepared from data published in the Engineering and
Mining Journal and in the chapter on “ Copper ” in Mineral Resources for 1920,
published by the United States Geologieal Survey,

The administration of the Income Tax Law would be almost impossible with
respect to valuation if each expected price at dates from 1830 to 1922 was
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predicted from price tremd curves, No two men would ever agree as to the
trend or to what future period it would be npplicuble,

There s little excuse for estimating the future from trend lines of the past
in the ense of the copper price (which increasex the provisional values), and
not tguring fature trends in the sume manner for other factors, whiech neregse
in direct ratio to the copper price, and which would off-set any incrense in
gross receipts,  Such faetors are (1Y grade of ove, 2y ecost of production, amld
(1) rute of interest for discounting to present worth,

Both from consideration of equity, el admnistration of the kiw, the copper
prive should not be estimated on the trend basts, but upon w basis consistem
with that employed in the valuation of other mines,

VHL SUMMARY

This memornndum contains in heief forg the wrgwments which the metals’
valuntion section advances e sapport of the following conclngions:

1) That the Inw and regulntions permit the revision of provisional or erra-
neotis valuations,

(2) That the provisionsl valuntions were erroneous In o groat many vespeets
Both ns to fact, mathematical computation, and judgment,

(3) That copper and silver prices used in the valuations should be revised
in order that other taxpayery do not bear the buvden of tax which should be
borne by these industeies, or tlut all other metal prices be computed on the
*trend ©° theory and large refunds of taxes made by the ‘'reasury.

(4 That a 10 per cent interest rate is the minimum rate at which the ex.
pected b»mi‘n from untried mines should be discounted te precent worth ov eash
value,

(H) That If a “price-trend ™ method is used, *cost tremds,” “interest-rate
trend,” and other tremds should be considered in the valuations,  Inereasing
prices represent deprecinting money value, and are gecompanied by correspond-
ing increnses in costs of production and inferest rates, Tncreasing prices should
not he considered as any indication of incrensed profits or of incrensed values,
unless the general price trend of commodities and wages is inereasing at a far
less rapld rate,

e e Jeputy COmMmissioner.
Jrry 26, 1o
JrLy 24, 1922,
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Tanry H. - Copper price prodictions

. Engineer. { Engineer-
o, | S | B
] .o ‘rice Mimn ainin
Autharity Yenr redicdon | Journal, | Journal,
10-year current
avernge ! price
Cenita Centa Cenina
Fopucer'ng and Miniog Journal. e . [E5CY] It 11,92 16, 87
T A Rickard......_... ... ... ... .. . ... 1904 14.00 13.04 12.82
Frunk H. Probert.. . ... . .. . .. . ... . ... ... 1907 . 14. 00 15,33 20.00
H.C . Hoover. .. . ... . ... .. 1904 14, 00 1511 12 08
J R. Finlay ...._. J . 1000 Y15, 50 151 12. 908
Dol o e e meeeee e 1911 114,00 14. 39 12.38
Michiganoperators. ... .. ... ... . .. .. . 171 13,50 14.39 12,38
Heath Steele. ... ......... .. _. e e 1913 15,00 15, 06 15,27
Willmm Y. Westervelt.. .. . . ... . . .. 1913 13. 140 15 06 15,27
Morton Weber.... ... .. I . 3 . 14. 0 15. 06 1527
A O Christenson.................. c...... ... . 1913 14, 50 15. 06 16.27
Clinton I, Crane ... .. P J 193 13. 60 15. 06 15. 27
L.OC.Stackey. ... ... ... ... . ... ... (O] 14.00 ). o
J. R. Finlay.... 120 1500
e BPoo 1922 15.00
Perey K. Middleton I 1022 15.00
L. C. Graton * Provisional valnations™.... ... . ... .. [E2) 16,25 s 149
Recommendeqd by metals valuation section as at | %) 15.00 614,91

The weighted aversge sales price of Lake Copper from 1845 €6 1912, inclusive, is 18 221451 conts per pound
(Weeds Copper Handbook. Vol XT (1912-1, p. 1140)

! Ten-year sverage price includes the yvear for which the average 15 given plus nine preceding years
The average is arithmetical.

- Not aver 14 cents,

' Lake Copper which sells at an et erage preminm of 02 to 0.3 cent over electrolytie copper.

¢« Normal.

¢ Mar. 1, 1913,

* For ten-year period ending Feb, 29, 1013

© Average prive for February, 1913,

TanLe L—=Cupfidential data frous cagineers’ peports-- Suhmittied hy tarpajers
i support of valuce cloimed for invested capital*

!
Price prediction cents per |
b pound e ; l(}._\'enr (‘nrir!‘nt
Date average price
Soe e . ctotpoeenteper 1 ocents pe!r
High | Low | Average ; bounds? | pound
1
<eptember K, 18 I “ o ’ 1.4 17.34
April 24,1901 . . 1 N 1 ! 12.4 16. 42
October 21, 1905, .. . ... . . . 15, 12l 13.6 15. 965
August 3, 1905 . . e L. : §5 13, ... 13.6 15. 664
s I T ' 4.4 19. 278
March 20, 1906.. . ... . . . ... L 15 20 . 14.4 17. 860
Wo6-T . .. . . . : . AR 4. 4-15.3 19 1o 20
March 12,1008 . .. i 12 i ' :;2 :3%
o8 } o A I 3.
1911 . o ‘ o 1] 4.4 12. 376
WL . U . S P 44 | 12,376
NG L R | 14.91 | i4. 971
0 . o . .15 14.91 14.971
bo : S : ) 15,19 | 15.253
Do . . .. ... . . 14.971 14.91 | 14.971
WO N 13 153 | 17. 275
WY . ‘ .. 15 5 18, 608
March L 1913, . ... ... .. o L - 14,875 ©15.19 | 15. 253
Do...... L. - . R 1 115,19 | 15.253

NoTte.~Neurly all of the taxpayers represented ut the conference on June 30, 1922, have used a 10-year
average in their estimates of the future copper price as at March 1, 1913, but instead of a 10-year average
price prior to March 1. 1913, they have used the price for the perind 1007 to 1916, inclusive, arriving at a
price of approximately 16.67 cents per pound.  As at March 1, 1913, it is obviously impossible to use actual
copper prices of Inter years as a hasis of price prediction.

1 Ngergvs of engineers and companies left blank in order that confidential information should not be
recorded.

2 The 10-year average price given is for the 10 calendar years including the year of the prediction, except
in case of March 1, 1813, prediction for which the actusl 10 year prior average price is quoted.

s Current price is the price for the preceding month, except in case the day and month of the prediction
i« not given, in which case the current price is for the year of the price prediction.

¢+ Electruiytic price plus premium of 0.28 cent per pound which was received for Lake Copper for the 10~
Year period 1903 to 1912 inclusive.



,,.//7

1658  INVESTIGATION OF BUREAU OF INTERNAL REVENUE

.

ExHinir
Jaseapy 22 1020,
Memorandum to My L, C Manson, counsel,
Im ore: Copper revatuations,

Referving to your jnquiry as to detinitions and instunees of  gross errors
referred to on page 6 of letter dated July 25, 1922 Exhibie * B2

1. Inereasing the recoverable metal content pey ton without increasing the
CORL per ton,

A company having a normad concentrating vecovery of 0 per cent planiilog
to add an ofl tHotation plant which 1t s estimated will inerense the total
recovery of metal to ) per cont. The 90 per cent recovery ks used with
operiging costs of the exiating plant without additional operating cont for
flotation plant being taken inte consideration.  Such operating  conts ave
matevinl, as shown hy the faet that voyaities alone will amount to 8 cents
to 15 cents per ton of nmaterind trented,  Furthermore, the cost of additional
plant war hot taken into conslderation, .

Utah and Minmi valuntions were instances of the ahove,

2. Ushug a production cost per pound of eopper atindned in plent operations,
mining n high geade ore and using the samme eost per potnd as the expected
cost with mnch lower grlde ove,

Past operations on 444 per cent second-class ore, with 0 per cent recovery,
Iater operations on lower grade ore of 3 per eent, giving an 80 per cent recovery
with past operating cost of S48T per ton used in the appragsal.

J \lpd

$4.8
4.5 X 20000=00 X IN==ST pouds metal per ton: ?’81 ‘:-:sm.(m peer protnnd,

1.8
3X2000=60X 80=48 pounds metnd por o ton: 487:"‘%'"'2 1 pound,

Inereasing in coxt per pound, $O,042 per pound,

Chine, Wolverine, and Osceola ave instances of the ahove,

3. Assuming that the grade of the ore would remain constant when a long
period of operations had shown that the assay value of the ore was constantly
decrensing and might e expected to do =0 in the future.

In the Butte district the yield in the Anacondn mine deopped in nine years
from 1185 pounds copper per ton of ore treated to 702 pounds, o reduction
of 40%; per cent. N chart nccompanies this report showing # decline in ores
mined by the Phelps-Dodge Corporation,

Phelps-Dodge Copper Queen mine {5 an instance of the above,

4, Assuming large additions to .plant eapaeity  with  decreased production
conts attending increased capacity and then assuming an average rate of pro-
duction and an average price for the eutire life of the mine,

For instance, u uniform grade and gross procecds per ton assumed, property.,
however, Increasing production at suceessive operating periods through fu-
creased fucilities with corresponding deerease in operating costs,  If computa-
tion is made for ‘'timate value, on the hasis of averages over the entire life
of the property discounted to present worth an entively different and orronsous
result will be obtained than 1t the valuition is made for the snecessive periods
as follows:

‘1 Total Valuotion | Pre
Yems | operating iy ‘.‘M?”" " '”‘"
‘w profit favtore 1 vahw
i e
i |
2()-ycur tife: : !
Wrong tisis PoosL,Ton000 | osooraee b sead, 687
Corgect basis 1 1, 773,000 G, 248021 110, 627

The Inspiration had an evror of this Kind,

OHh. Making no provision for plaut requivement when the weful tite of the
plant is less than the life of the mine.

Reserves assumed TOOMG.00.000 pouneds,

Total assumed, ultimate plant, 30,000,000,

Actual plant en zround, Mareh 1, 1913, 10,000,000,

Allowing double the vate of 1913 capacity the total cost would he 820,000,000,
leaving $30,000,000 which should be dedueted from the present worth of opei-
athig profits,

Inspieation aned Chino e revisiohs somew hm similar to the ahove,
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G Aceepting erroncons esthngtes of the taxpayer without chieck or eorvee-
tion,

The provistonul valuntions ciminined many sueh erveneous statements in
connection with estimutes of reserves and value of ores,

Chino and Kenbicott enres are instances of the nhove,

Respestfally submitied,

Enwauwn . Wawenr,
Tavestivating ugincer,
Approved:
I.. H. PPARKER.
Chicl Engtineer,
FExtmrr «
AYUTTEV K7 F A
Fu re: Assessment where deductions are tentatively alfowed pending a de-
termination of the exact opnount dedactible,
Perery ConmmisstioNer Barsox

The oplnfon of this oftflee has been requested upon the question as to whether
o not the lhaltation, contuined in sectfon 2000 (dy of the revenue aet of 1921,
upon the time when assessments can he nede, applies 1o cases where de-
pletlon deductions arve tentatively allowed, pending o valaaticn of the cor-
rect amount deductible,

Nectfon 250 of the revenue act of 1921 provides in pavt ax follows:;

“ 0y The smount of jncome, excess profits, o war-profits taives due under
anyoreturn matde under this aet for the taxable year 1921~ > * ahall
b determined and assessed by the commisstoner within four years after the
retiteny was filed, nnd the amount of any sach taxes due * * *  ander prior
income, excess profits, or war profits tax aets * *  * sl be determined
and assessed within five years after the vetuern was fited * * * + Propided
further, That in ecases coming within the scope of paragraph (9) of sub-
division (n) of section 214 o ot pavagraph (83 of subalvision ) of
weetion 3, or in cuxes of tinal settlement of loxees amd other deductions
tentatively allowed by the commissioner pending o determination of  the
exact ettt deductible, the amount of tax or deticieney in tax due may be
determined, assessed, and collected at any time: but prior to the asse<ssment
thereot the taxpayer shall he potified and given a period of not less than 30
aays in which to flle an appeal and be heard as herveinafter provided in this
subdivision,”

The proviso above quoted vestricts the eflect of the general provisions fix-
ing the thme when assessments must be made and excepts from the operation of
the general provisions theose cases where deductions are tontatively allowed
pending o determination of the exact anmount deductible.  In section 214 (a)
€10) and section 234 (a) (9} of the revenue net of 1921, and the corresponding
sections and subdivisions of the revenue act of 1918, individunls and corpora-
tiong In computing their net income are allowed a rensonable deduction for the
depletion of oit and gas wells, mines, other natural deposits, and thmber, 'The
amount of the deduction in such cases i necessurily dependent upon the valun-
tion a8 of the basle date of the mineral or timher properties which are being
depleted.  In order to determine the reasonableness of the deduction, data
must be furnisbed to or secured by the burenu to substantiate the valuations
which are the basis of the deductions, This necessarily tnkes time. Where the
deductions ave tentatively allowed, pending a valuation of the properties and
a determination of the exact amount deductible, the enses fall squarely within
the provisions of the provigo and the amount of the tax due may be determined
and assessed at any time,

It is suggested, however, that the valuation of the mineral properties and the
determination of the exaet amount deductible be ascertained as soon as prac-
ticable so that the amount of the tax may be assessed within the time fixed
by the general provisions of section 250 (d) of the revenue act of 1921,

The letter submitted with your memorandum of Inquiry, which the unit pro-
poses to send to tnxpuyers operating properties subject to depletion, has been
constdered.  The letter will serve a very useful purpose In that it will notify
the taxpayer of the tentative allowance of his depletion deduction and will form
a vuluable record of the burenu in case any question subsequently arises as to
the time within which the assessment of the taxes due should have been made.

Cant. A, MApEs,
. Solicitor,
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Exumir I
DEcEMBER 1), 1922,
Memorandum of Deputy Commissioner Batson.
(Attentlon Mr. Fay, head natural resources division.)

Reference is made to the memorandum prepared by Mr. Grimes to the
commissioner, date January 7. to Mr, Fay's memorandum to you., dated
February 7, to your memornndum to Mr, Fay. dated February 16, and to
the varlous memoranda regarding the tax liability of copper companies for
1017 and subsequent years,

Full consideration has been given to the question and it is concluded that
for 1919 and subsequent years the valuation of the ore bodies of copper
mines  should be revised, The price of approximate’y 15 cents @ poundd,
recommended by the natural resources division, and the 10 per cent interest
rate, are nppr(wed for the purpose of discounting to the present worth, The
Income Tax Unit is authorized and instructed tmmedintely to proceed to the
revaluation of the copper and silver mining companies for the purpose
of determining thelr tax lHability for 1919 and subsequent years in accordance
with the recommendations heretofore made by it,

D. H. Bram,
Convmissioner of Internal Revenue,

Approved ;

A. W. MeLLon,
Seeretary of the Treasuri.

LExnierr I,

ExGiNeeriNG Division, Ixcome Tax Usrr,
Novrember 28, 1924%.
Memorandum to Rolicitor of Internal Revenue,
In re: Chile Copper Co., Anaconda Copper (o, uid copper revaluations in
general,

Reference is made to the accompuanying formal appeal filed by the shove-
named companies (three paper bound velumes) in the matter of copper re.
valuation—specinl reference heing mude to memorandum of the Secretary
of th? Treasury dated December 11, 1922, (Copy attached.)

There are indications that the bureau’'s position, uas outlined in the above.
aentioned memorandum and actions already tuken therceunder, are open to
strong coiitest by taxpayers,

The questions of the right of the Secretary of the Treasury to reopen val-
uations made by his predecessor in office and to make such revajuations re-
yroactive to January 1, 1019, appear never to have heen examined and formally
decided by a proper legal authority.

In view of the fact that taxpayers. whose values and taxes have heen
changed under the above-mentioned memorandum are voicing almost unani-
mous‘objection thereto, it is requested that a written opinion be given on the
right to reopen valuations, and that this opinion be submitted hefore further
time, labor, and money are expended on n matter which promises protrected
controversy and litigation for 1he burean,

J. C. BrigHT.
Deputy Commissioner,

Exnmr J
DECEMBER i, 1924,
Memorandum to Mr. L. H. Parker, chief e¢ngineer for Senate Committee Inves-
tigating Bureau of Internal Revenue,
Reference: Your memorandum of November 18, 1924, requesting certuin infor-
mation in regard to the revaluation of copper and silver mining companies.

The information requested in your subheadings (a), (d), and (c¢) will be
found upou photostats accompanying this memorandum, as follows:

(a) Six photostats of tables submitted to the Commissioner of Internal Reve-
nue Ini requesting anthority to revalue the copper-mining industry.,

(b) Six photostats of tables showing the results of couper revaluation.

(¢) Five photostats of charts showing for typlcal companies the appraixed
values for invested capital and as at \Inr(-h 1, 1918, in comparison with otheyr
available evidence as to values of the Snme mmin" properties over a period of
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vears, Similar charts could be prepured for the majority of the other copper-
mining companies and will be furnished to you for any additional companies
you wish to designate. These charts will substantinte by verbal statement that
‘he methods of valuation previously adopted for the lead, zine, fron, and other
mining Industries, and approved by the commissioner on December 11, 1922,
for the revaluation of copper and silver mines, give appraised values of from
approximately 100 to 120 per cent of the cash values indleated by commercial
transactions. The values allowed in revaluation are liberal to the taypayer, not-
withstanding the drastic reductions from the original and provisional valua-
tions, but my experience indicates that the liberality of the allowances is just
sufficient to settle the major portion of the valuations without litigations.

With respect to your fourth question as to the present status of copper
revaluations, you are advised that all of the revaluations for copper mining
companies having income in 1919 have been completed, with the exception of
the March 1, 1913, value of the Shattuck-Arizona Copper Co. The returns of
this company are at present in the office of the Solicitor of Internal Revenue
for interpretation of legal contracts in relation to copper inventories for the
vear 1018, and the revaluation can not be completed until the inventory issue
for 1918 is decided.

A few copper-mining companies have aceepted or indicated thelr intention
to aceept the revatuations for 1919 and subxequent years, but others are cou-
tosting the authority of the Becretary of the Treasury or the Commissioner of
Internul Revenue to authorize revaluntions and urging a review of this fssue,
preferably by the Attorney General. The contention of these tuxpayers is to
the effect that the valuations once used in an audit of a tax return are binding
upon the Covernment for all future years on the legal principle of * res adju-
dfeata.,” This argument was advanced as to the prineipal contention of the
copper-mining companies at open hearings held by the Secretary of the Treax-
ury in June and July, 1922, The Secretury of the Treasury and the Commis-
<ioner of Internal Revenue did not act without Iegal advice in their authoriza-
tion for copper and silver mine revaluations under date of December 11, 19222,

The following memorandum has been submitted to the Solicitor of Intoernal
Revenue:

ENGINEERING Division, IncoMe Tax UxiT,
November 8. 192,
Memorandum to Solicitor of Internal Revenue,
In re: Chile Copper Co.. Anuconda Copper Co. and copper revialuations in
general.

Reference is mude to the accompanying formal appeal tiled hy the above-
named companies (three paper-bound velumes) in the watter of copper revala-
ation, special reference being made to memorandum of the Reeretary of the
Treasury dated December 11, 1922, (Copy attached.)

vhere are indications thuat the bureaws position, as outlined in the above-
mentioned memorandum, and actions already taken thereunder are open to
strong contest by taxpayers.

The questions of the right of thr Secretary of the Treasury to reopen valua-
tions made by his predecessor in office and to muke such revaluations retro-
active to January 1, 1919, appear never to have been examined and formally
decided by a proper legal authority.

In view of the fact that taxpayers, whose values and taxes huve heen changed
under the above-mentioned memorandum, are voicing almost nnanimous ohjee-
tion theteto, it Is requested that written opinion be given on the right to reopen
valuations and that this opinion be submitted before further time, lnbor, and
money are expended on a matter which promises protracted controversy and
litigation for the bureau.

J. C. Briaur,
Lieputy Commissioner.

At the present time the 1919 returns of seven copper mining conrpanies are
held in the metals valuation section under instructions from the head of the
engineering division until such time as an answer to the above mentorandum
is received from the Solicitor of Internal Revenue,

7¢ the legal issues raised by the taxpayers are not conceded or sustined,
no difficulty is anticipated by the metals valuation section in the tnal settle-
ment of the valuation of the copper mines within 10 or 15 per cent of the
amounts shown for revaluations on the photostafs, )

Jouax A oony GRIMES
‘ Chief Metals Vol oter ye Do,



Exnisit K

c Engineering divisior valuation report Audit division .
i Report forwarded ‘ g O .
\] i b —
Name of company Date ; Date Auditor’s | Date Date { Waivers exgﬁrig,
comg)leted | received pame | completed « | A% | Addres o 1 SheEy .
() © Date To whom [6) ¢h) ! () D i )
) (b) , ; | ;
! — |
t i
AnaaonMinmda Copper | Jan. 25,1924 ' Jan. 26,1024 Cous. us. . return, | June 30,1924 | J. B. Koop....| Aug. 14,1924 e 3 .............................................
i i
Champxon Copper May 96,1924 | May 8,1924 Corp audit, ] Nov. 28,1824 | C. L. Reddt:,h.‘ ............... [T Boston, Mass - Mar. 151925 Mar. 15, 1924
Chﬂe Copper Co.._. Nov. 14,1923 . ; Nov. 16,1923 Cons 5 return, | Nov. 21,1823 | H{. Downing.., Jan. 12, 192¢ : Feb. 2l19°4 , 2 :wy\ ork, No........... * June 16,1925
Chiro Co?per Co. | Sept. 18, 1923‘ Sept. 24, 1923 Natura!' te-| Apr. 16,1924 | M. P. Sholnik ' Oct. 20,1824 Nov. 7, 1924 x.---.do..-....- ceeedol L - Yes.
“Q-(1).’ i . s&mnm. sec. ; ! ;
Colusa Parrot Mug. | Mar. 14,1924 | Mar. 14,1924 ____. do.......... Mar. 20,1524 | F.P.Schiosser.’ Jan. 10,1925 ... . ... . e
J1l 0. i ' . ! i
Consoli: Cop- |cccacmnan. .. l ................................. ! Noreport. .| L.S.Barrows.! Sept. 21,1923 __._ _. . ... * \ew York, I Ne.
. Mines Co.! ! : i . N.Y. !
GC Cons. Mines }....._......... e ie aaa FOR S do.. .. do.........do..... ... . ... ,..~.-...do..-...-_-....da.--.... Do.
H i t ; ‘
Copper Range Co...{ Dec. 18,1521 | Dec. 16,1924 (‘ons.(’ return, | Nov. 28,1924 ' C.L.Reddish.'.__. ... ... ... 1 Boston, Mass. Mar. 15,1926 | Mar. 15,1925
. sec. GG, H : . .
East {31:“% Copper ; Dec. 51924 Dec. 6,192% _____ do..........1 Dec. 15,1924 | L. Bleetstein__- Jan. 13,1925 ... . __ ... Butte, Mont._ Apr. 1,1925 ! May 2,1925
ning Co. ! ' ! :
Firstrc{ationai Cop~ |eee o e [ June 10,1922 1. Kaplan._._.. Aug. 15,182 Sept. 71,1422 I MQ! ‘) ork, No......_...'No.
per Co. ! !N .
Buknuac c Cons. 7 SN U (- S Ao ... do.. ... .. do... lllde . ... Apr. ni19m! Do.
0 r Lo, ! ' . . .
Franklin Mining Co.] Oct.  1,1924 - Get. 11924, Cons.  return, | Oct. 1, 1924 A, €. Tilton.. Nov. 121924 Nolax. ... Boston, Mass. No. __.._.__. : Do,
see. (i, : . \
k%nneeott Copper | Dec. 38,1924 . Dec. 81924 ___. do..... .. Dec. 10,194 L Kaplan. ... Jan.  7.1925 e o - o New “: ork, - Mar, 151925 Mar. 15, 1435
Braden Copper Co..; Feb. 25,1424 - Norecord.... No record ceeedo Lo 0. . ... . do .. 0 L. do o - Da.
Magma Copper Co._| July !Q 1924 Julv 19, 1924 1 € ons. "G return, | July 19,132% LW, meler. Oct. 22,1924 ° Neane. - do._ ... ‘' No.
Mason \r alley oo .. I cMay 28,1923 J B. noop_ ... Jul\ 16,1924 Notax... . . _ _.do..... .. _... . * June 10, 1923
Gté,y Eagle Copper Joeeoeennan .. e e L do._........_. do. .. ..,.‘-.._Jlo ............ do.. ... e do. . ... No.
| ' |
\Imm (‘opper Co., | Sept. 5,192 Sept. 51923 Natural re-  Mar. 25,1924 ). P sholnik. : Apr. L1924 Apr. 20.192¢ | . . do ........ Apr. 11,1924 Bo.
“Q-(2) ‘ . sources,sec. v, . i ! .

c991
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Mountain (.opper
Co. (Ltd ).
l\evn%a Cons. Cop—

per
New Cornelia Cop- .
ggr Co.
Ohio Copper Co._....
Pittsmont Copper ,
0.
Quincy Mining Co.
R:g Cons. Copper .

Tennessee Copper
fz Coal Corp

Rel
i.'niteté \erde Cop- .
U:ah f‘oppex Co.,

['tah \!etal & Tun- .
C ne'l; o jal C
entenni opper
}Mng. Co.
lnspu'anon Cons.
Cap.Co.,' Q-(4).”
Isle yal Cop. Co.
Mohawk Mining

Co.

North Butte Mng.
Co.

l'téxh Cons. Mining

0.
Wolverine Copper

Mng.Co.* Q-(3).”
l)wls Daly Copper

md Dominion Co. .. .

Calumet & Helea
Mog. Co.

Ahmeek Mining Co.

Allouez Mining Co..

La Salle Copper Co.

Oseceola Cons. Cap.
Ming. (Co.

\\(hi!e Pine Copper
To.

Dee.
June 18,1924 °
15,1924 |

1, 1924 ¢

Jan.
June 18, 1924
May 2.1923
July 23,1924

Jan. 9,142
Mar. 13, 1924

July 1,192 ;
Oct. 13,1928 .
Oct. 24,1924 |

Apr. 20,1923
Qct. 31,192% !

Sept. 16,1924
7,1925
1,1924
5, 1024

Jan.
Mar.

June

Feb. 13,1924
Nov. 24,1924
Nov. 26,1924

Jet.  1,162%
Jan. 30, 1923

May 29183 l

1 No valuaticn made.

Pee. 11924 Cons{.}retum, Jan. i4,1925 l‘ G J. Grommet ... . ... ... ... ... San F?nmsm.g ..... A, ... Deo.
sec. . i
June 15,1924 . .. do._._....... June 12,1924 ; G.r\\'.(‘oszgh« July 2%,1924 | Aug. 19,1924 \ew}\ork, i No_..._.._... Mar. 15,1926
i in. . K. { .
Jan. 15,1924 Cm;p. audif, sec. Jan. 27,1924 , L.L.Beasley._ Jan. 61925 . .. .. ... C\a{!lzmet. Apr. 1, 1925 No.
24 Mich.
P H U May 10,1923 E A.C.Tiltop... June 9,1933 ) Notax... ... .\ewy‘[ork, No. ... De.
June 18,1924 | Cons. Greturn. . Dec. 15,1024 | L. Bleetstein__ Jan. 13,3925 | ... Buatte,Afont .} Apr. 1.1925 -~ May 2,1625
sec. (x .
May 22,1923 i Natural r(g- P f A. C. Birdsall. Sept. 17,1924 | No tax .- N:_wYYork, Dee. 31,1921 No.
sources, sec. (¢ N Y.
Norotord. .o Cons,Groturn, Claly Z, 19 } C. A Man- Oct. 30,1924 | Nov. 1L 1924 .. _do . . _. No........... July L1935
sec. G. . | ning. ) .
.................. Nov. 24,1922 | W. S Madder. Jan. 29,1924 | Feb. #1924 . _.do..._ ... | _....do-....... No.
Jan. 4,193 | Natural rf-‘ow. 024 | €N Thars ol Boston, Mass .{ Apr. 1,1925 June 14,1925
sourees, sec. (v, - !
Mar. 13,192¢ . __ do_......_.._; Mar. 20,1924 F B Schios- | fdan. 1001925 (... \ew‘_\'ork ..... do....._.. June 16, 1825
{ | NY.
July 1, 19234 .. . do..........{June 11928, C. “ Zlmmer, Sept. 19,1924« Dec. n1424 ... do..... ..INo .......... © Mar. 15,1925
| : {
B " Noreport_...§ W. L. sustin. .t 1921 ... Notax....... S?‘!_[t Lake ‘
: H : ity.
Oet. 1,1924 | Corp.audit, sec V Oet. 17,1924 ()'N':in-.._”.,‘: Oet. 25.192¢° do. ... N
. i ;
Qet. 25,1924 (L do._...o...... Nov. 26,1924 : Ruflner... ...t .. ... . __ [P U
Apr. 20, 19‘.’31 ..... do ... _.... June 26,1924 { Kean _ .. __. i _. . ; Ot 2,1924 . D
Nov. 719241 . _do.___....... Nov.19,1924 | RuTner. .. .. 2. 19“*{ Dec. 23,3824 .. .. .. ... b iiieiea.
t {
Sept. 16,1924 .. _do.... ... .. Jume 30,1824 [ Kean.. . ...l . ... ... - t e .
Jan. 79357 do..... ... Nov. 19,1924 | Ruffner. . _ e ees New York,; Yes No.
Mar. 4,192 | Natursl re-. June 30,1926 .. o ... | Aug 151924 ; Sept. 5 1424 . . .. ... b
i sources. ' i :
June 519247 . _do...... ... .__de.. . _. do. ... Aug. 30,192¢ ; Sept. 91924 .. . SR A e e R
. . ! ¢ '
..................................................................... eeeeieoo ...... Boston, Mass. 3 Dec. 31,1923 ; Ne.
Feh. 15,1 9“4 Cons Cremrn, \owmmetala ' do E“ept. 15,1923 Sept. 13, 1425
Nov. 24.1924 ‘ Corp andit, sec. S SO
Nov. 28,1924 | ____ do.._._.. e
Gei. 11924 | Aol e eanaen
Jan. 30,1924 | Natural ve- ... L L o0 L Iy e
| SOUFCes, Sec
May 29, l%j ..... Ao e e .

HANTATY TVNHHLNTL JO OVIHOH 40 NOLLVHLLSTANI
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Exuipir K—Continued

Engineering division valuation report Audit division *

) Report forwarded— ' ‘ Z

N f com . Z

ame of company Date Date Auditor's Date Date Waivers exm <

eomfleted ¢ received name completed . , Sl¢ Address i LT =

() Date Tewhom | ) (hy i) - ‘ (b) z

@} (b -

— e - e 5 _— - — b

.\I(;:Lc,s. Cons. Mng. sSept. 25,1924 Sept. 30, 1424 Cm;p.audix.se('. =

0. 4 <

Penn Mining Co_... May 10,12 Jupe 6,192 .. ... >
C%laveras Copper Nov. 19,1924 Nov. 19,1924 Cozrp.audit.sec.

0. L. i -

Ellamer Mining Co. Jan. 31,1922 Jan. 31,1922 | Natural re- =

SOUTrCes sec. :

Ar%ma Commercial Apr. 2,1924 Aug. 9,1924 Cgl;p.audit,sec. : E

S ng . i —

Democrata ‘Canania Aug. 2,193 Aug. 2,192 | Natural re- =

Cop. & Sm. Co. sources,sec. G -

# Phelps-Dodge Cor- __.._...o.o .o e New York, ;’ July 1,123 | Jupe 14,1925 &

poration.? i . N.Y. ’ =

}.e\vlv Planet Cop.  Dec. 21924 Feb. 3,192 Ccérp audit,sec. j............... e e et i e [ e mmmeneeoes -~

ng . : ~

Anzona Copper Co. . Apr. 61924 Apr. 221924 Natural res. ... .. __.__. 5 ............. e e =

(Lid.). . audit sec. { i -—

EnglesCopper Mpg. Dec. 10,1924 Dec. 10,1924 C%gp. audit, see. o e e el el z

Islxnd Copper Co. Apr. 10,1923 Apr. 11193 NBL. FESOUFCES |- o oo omee oo e e e e e e =

. sec. H -}

Greaté\atemCop— June 28,1923 June 29,1923 i._._. do........... L U New York, No......... No. Z

per Co. ! N. Y. >

Cerf)o de Pasco Cop. LGOI 3 .................. l .................................................................. do. .- Apr. L 1u2¢ Do. el

Consolidated AfiZ- ........oo....o oo S S S e e =

ona Smejt. Co. ! : N =

Calumet & Arizona , Sept. 17, 1924 Sept. 17,1924 ! Coms. ret., sec. O VRSP R =

Ang. Co. a. =

Z

o)

? Valuation report in procees. =

. -

Y091
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xumir L
NOTES TO ACCOMPANY VALUATION CHARY
Quiney Mining Co,

Dxplmmtlon of the values used on valuation ehart:
. Provisional value per share, $118.52, computed as follows:

Provistonnl valuntlon. .. .. . ol e $6, 510, 988. 00
Plant and equipment. .. _.. ... .. ... . eeeeo-. 4,977, 313,40
Noutmineral propertyo. ... o cceer o0 emeomeas 316, H50. 00
CUrrent A8SOLS. . oo i e e 1, 204, 400, 82
13, 009, 347. 22
Current labilities.... ... . ] e 41, 217. 67
Neb QSROUS. oo oo o e e e e - 18,038,120, 55
Shares outstanding, 110,000, .

Provisional value per sharve, $118.52,
18, Revaluation value per swhuro. Wﬂ 05, mmputod as follows

Revaluation. ... e e et v mmmmem 4,407, 341, 00
Plant and equipment. . e e 4,077,818, 40
Nomminernl property. . . . e e i 316, H50, 00
Current assets. . . el o aee 1,204,490.82
11, 015, 700, 22

Less current Habilities .. .. .. .- .. 21, 217,67

10, 994, 482, 09
Shares outstanding, THN0,
Revaluation per share, $HO.05.
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e e e o oo ey

QUINCY  MINING
CONPUNY

BDOSTON, MAIS.
NEW YORK CITY
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.

Inapimmm C'oppor Co.

’ )
Net worth Shares ' e
Ores only | other thun Total outstand- V"‘lt'l“ et
mines ! i sbare
Acquisition:
Original valuation I{ T §62,615,451 | $1, 778,052 $68, 000,408 | $722, 048 ) $N0.07
ginal veluation.... ... L ALl Bt Sl R, 000 | T 8. 46
L 66,001,451 1.‘.5.9'5' |z, K30, 403 | 13,93
bt s mEmmREL RIESC Comoeens ums
Rovied valuation ... [{ 1RG4 | 1702 | 1.4 0 | e |
i - e e AR RS
! 13, 465, B8 | 1,778,952 l.’. 254, auo TH2, 740 .00
Mar. 1, 1013, ‘V;\tllues and cost of subse- | T . ‘ i R
quent nequisitions: j !
! orl lm?l valuation l{ 1 K8, 248, 000 202,200 | 8, $20, 250 792, 043 12231
glnal valuation............. ... [ 33, 436, 000 . S, 436, 000 49, 797 6. 40
i 01,650,000 | 202,209 m w. 250 12043
teod v 10,015,388 | 20,200 | 16207098 | 72 T aan
Revised valuation.... ... l{ “{,5‘.(’, 3343 ] 20‘ E 7",1_..;}:,’, ;7,”&,‘
l 10,811, 274 t 202, 250 l 17,013, 53 l 762,740 ’ 22,30

1 $600,000 commission to bankers is carrled in mipe cost above. It might he emried a8 net worth Gelier
than mines.

t Inspiration und Live Ouak ores.

3 Keystone ores nequired 1915,
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1670 INVESTICATION OF BUREAU OF INTERNAL REVENUE

Chite Exploration Co. of New Jersey.~—10,000 shares, par value $100 per
ghare; 10 shares sold for cash; 9,000 shares issued for mines and $40,819.73
cash. '

Unile Copper Co. of Maine.—$20 000,000 par value stock; 4,000,000 shares ot
$6 par value; 3,000,000 shares fasued for mines: 1,000,000 shares held in treas-
ury for conversion of $5,000.000 bond issue of Chile Exploration Co.

Chite Copper Co. uf Delaware~—$110,000,000 par value atock, at %205 a share,
or +.400,000 shares ; $95,000,000 par value of gtoek Issued for mines, or 3,800,000
shares; $15000,000 par value of stock held in tremsmry fov conversion of
SIH00.000 par value hond issues.

- ROTRHSEY
s 7= F21. 20 per shire,
380
224,000,000 *
S——— 1t R 1T e (1) (O
3,800

No assets at Mareh 1, 1913, other than options on mines-development expeuse,
ete., except receipts from bond sale balanced by outstanding bond issue.

o Cons CanPeR Covany ~ CitE ExPLORATION Caawy

‘ Cumparative Kolahans of the Mines urar cptian or swned by HMe abue Componrins
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fexHIBIr M

. TREASURY DEPARTMENT,
Washington, FPebruary 28, 192},
CHILE CorPER (Mo,
120 Broadwayp, New York, ¥, Y,

SIRS : An examination of your income and profits tax returns for the years
1918 and 1919 has been made and the result thereof is shown in the attache:d
stutement,

In the event thet the adjustments made are not satisfactory and it is
deslred to perfect the appeal provided for below, it will he necessary that you
execute and forward w th that appeal the attached waiver form.

In accordance with the provigions of section 250 {d) of the revenue act of!
1921, you are granted 30 days within which to flie an appeal and to show
cigse or reason why this tax or deficiency should not bhe paid.  The appeal,
if filed, must be addressed to the Commissioner of Internal Revenue, Washing-
ton, D. C., for the specific attention of IT : NR—HD-2-App,

Treasury Decislon No, 3492, setting forth the privileges of taxpayers in
cuses of appeal, is attached for your information and gu'dance,

Where n taxpayer has been given an opportunity to appeal and has not
done 8o, as set forth above, and an assesgment has been made, or where a tax-
piuyer has appealed and an assessment in accordance with the finnl decislon
on sieh appeal has heen made, no claim in ahatement of the assessment will
he entertained.

This sssessment s in addition to all other outstanding and unpaid asgess-
ments appearing upon the collector’s lists,

Payment should not be made until a bill is received from the Collector of
Internal Revenue for your district, and remittance «honld then be made to him,

Respectfully,
J. G, BriaHy,
Deputy Commissioner.

SXHIBIT N

TREASURY DEPARTMENT,
Washington, April 11, 192},
Memorandum for Mr. Bright.
Attention Mr. Greenldge.

Under date of December 11, 1922, the Secretary of the Treasury approved
an order of the Commissioner to revalue copper mining companies for the
purpose of determining their tax Hability for 1919 and subsequent years. In
«aid order silver mining companles were inndvertently mentioned. In view
of the fact that namerous hearvings were granted to copper mining companies
and the silver mining companies were not notitied of such hearings and had
no hearing, and that silver mining was not discussed in the various meetings,
and it was the intention at the time to revalue only copper inining companies,
vou will therefore ignore all reference to sliver mining companles in sald

order. D. H B
). H. Braig,
Commisgioner.
Approved @
A. W. Mguron,
Secretary of the Treasury
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Exmumg P

JaNvary 24, 1920,
Memorandum to Mr. L. € Mangon, vounsel,
Subject: Copper mines revaluntions,

Referring to the questions brought up in the Senute committee’s hearing yes-
terday, and on which further information is dexived,

(1) Corrcetion of amount of tares extimated ax involved in the revaluation
of copper mines for years 1917 and 1988, 1u my office report No, 8, dated Jan-
anry S 1025, T oused the estinte of the metals valuation section, as submitted
to the commissioner in 1922, of SG0.000,000, 1 have since learned that this esti-
nute included an estimate for 1916 additionnl tax of S50, and also addl-
tional taxes that would he doe from silver mines of approximately $5,000,000.
The amonnt of additional taxes involved in copper mines only for 1917 and 1918
shenld be redueed 1o 830,000,060,

Iy Praofits reported by copper companics for 1815 and 1908 There would
appear 1o be no fmmedinte dutn avatlable as to profits veported by the copper
compauies themselves for vears 1917 and 191K,

The following data, however, s taken from compilation entitted * Taxation
of Copper Mining Companies in 19177 made by the engineering division and
submitted to the commissioner in 1922, These figures involve 53 out of the 71
companies, but include all of the large aud important companies, and are
based on the " provisional ™ valuntions,

Profits, 1917
P'er cont of
grose income

Gross income tor 1917, ) e e L s 26, 604 100, 00
Deductiont other than depicvion. . .. $366, 916, 200
Deduetions fov depletion 0 0 o0 63, 408, 545

Tortal expense . e e BT T G5. 08
Net income or profits indieated . 0 L A4 3 I i) 34,94

Per cont net fncome to torsd expense, G,
Profits, 191x

The tollowing computations are made 1o arrvive at aa estimate for 1918
profits,

From Exhibit B1 1o BA, Analysis of tax computations, the total uet income
of five companies cited for 7 amounts o 851800302, and for 1918, §30,-
STE.08T, or JOST per cont of the BT net inceome

Applying thix percentage of SO87 per cent to 1917 protits, indiented above
STOGTNH0, we have profits for TR estinated as $1A8030,T48,

Extinnaled total profits for both years

1T pratits e e e e e e e e e RN, 051, 850
TO1S profits. o ) . e e e 2 AN B30, T4S
Towal profite. . 0 L oL oL o e BOG9OKZ, 607

GO Porme v 2 lefters. Attached hereto are blanks for A 2 letters, one allow-
fnge 30 days for presenting protest and the othee 60 days,

Respecetfully submitted.

Epwaun T. Wricnr,
Tnrestigating Engineer,

The Cnamman. The committee will adjowrn until to-morrow
morning at 10.30 o'clock.

(Whereupon, at 12.05 o'clock p. m., the committee adjourned until
to-morrow, Saturday. January 24, 1925, at 10.30 o'clock a. )






INVESTIGATION OF THE BUREAU OF INTERNAL
REVENUE

SATURDAY, JANUARY 24, 1625

UNITED STATES SENATE,
SeLecr CoMMITTEE T0 INVESTIGATE THE
Bureau or INTERNAL REVENUE,
Washington, D. C.

The committee met at 10.30 o’clock a. m.. pursuant to adjourn-
ment, of yesterday.

Present: Senators Couzens (presiding). Krnsi, and King.

Present also: Mr. L. C. Manson, of councel for the committee,
ard Mr. Edward T. Wright, investigating engineer for the com-
m.ttee.

Present on behal€ of the Bureau of Initernal Revenue: Mr. C. R,
Nash. assistant to the Commissioner of Internal Revenue; Mr. Nel-
son T. Hartson, solicitor Internal Revenue Bureau; Mr. S. M.
Greenidge, head engineering division, Bureau of Internal Revenue;
and Mr. John Alden Grimes, chief metals valuation seciion, Bureau
of Internal Revenue.

The CaamrMaN. Mr. Nash, can you tell us at this point what the
situation is on these contractual relations?

Mr. Nasg. Mr. Chairman, I had each of the engineers interviewed
who were on that work, and each of these engineers has prepared a
statement. The individual statments of the engineers are quite
lengthy. and there is a great deal of repetition in them. I am having
those 1ndividual statements gone over this morning in order that
they may be condensed into one combined statement. I think it will
probably not encumber the record so much if we put in the combined
statement, rather than the individual statements of the engineers. I
have the engineers’ individual statements here this morning, if you
wish them.

The Craryan. What is embraced in those statements? Do they
have to do with the progress of the work. or is it a statement of what
thev have found?

Mr. Nasu. They discuss the progress of the work and the difficul-
ties that they have encountered and are continually encountering.
Take. for instance, the case of the General Electric Co. There are
in this case, 1 believe, 600 contracts that have to be read., together
with the correspondence relating to the contracts. T talked to Mr.
Koenig this morning, and asked him as to how Jong he thought it
would take to finish the job when it was necessary to go into all
of those contracts, and he estimated it would take about three years.
T have al<o asked My, Greenidge to assign five more engineers to this

167
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work. ‘Thepe are 18 engineers in the amortization section, and there
are now 10 of them assigned to the work of going over these con-
tracts.

The CuanryvaN, You do not mean to say that the recovds are
such condition that vou have to vead all of the 600 contracts with
the General Eleetrie Coooand that there s no suimary of setthe
ment anywhere showing whether theve was any mortization or not !

Mr, Nasu. Mr. Koemg toll mie this morning that it necessitates
reading practivally evervtlimg 1o deterniine the answers to the gues
tions involved. There appears to have been no unifornt syatemn fol
lowed m the keeping of files of these cases, Thea find thew different
in the Navy Department than in the Wi Departinent, In many
of them they have had to aldso go to the Departinent of Jduastice, Tt
has necessitated vunning around town e great deal to follow them,
and on some of them, they do not seeny to lind any definite end,

The Covaesan, Hthat condition existz, it is evident that the
burean did not do ic when they caise to settle these cancellation elaims
miade by the taxpavers, )

Mre. Nasne It s evident that they could not have followed them
up in all eases, certaindy, '

The Coamsax, Tt must be evident that they could not have fol-
lowed them up in many cases, if in any ewses, beeanse they must have
known that that condition existed, if they had done so.

Mr. Nasne Mre, Koenig is in charge of the bivean’s engineers now
on that work. This sort of work has been his funetion in the amort-
ization section heretofore,

The Coairmax, We ean not do anvihing with this job if you con-
template going to any such extremes as would take thice vears,

l\/fr. Nasui. That is why T wanted to talk with Mr, Koenig further.
I only had an opportunity to talk with him for abont 10 minutes
this morning before we came up here.  He is coming to myv office
again this afternoon, and T want to get a clear picture of just what
this job means.

The Couamesax, AN vights we will then let the matter vest antil
vou can report further.

Me, Geeenmoe. Me, Chaivian, in regard to the additionud five
engineers who ave assigmed to this work, they ave eleaning up theiv
work to-day and they expect to be at this work on Mounday morning.

The Costenas. hope the burean does not got the iden that we
want this to any such point of vefinement that it is going to tike any
such long period of time.

My, GreeNmae, Ol no, sir,

The Coanax, 1 hope the hurean is not going to kill the project
by encumbering it with too many details,

Mr, GreeNibae. No,

Mr, Nasu. We do not want to kil it. We want to produce what-
ever information we can, 1 nothing ean be accomplished T want to
be able to tell the committee why. ,

The Cuamyax. You have been at it long enough now to tell the
committee whether it can be produced or not.

Mr. Nasu. The men have told me that they have been at work on
20 cases sinee the [th of December, the date when thev started.
They lind a part of those cases about completed abowt 10 days or two
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weeks ago, when Mr. Thomas asked them to start work on a new
gronp of enses, i

The Cuaeaax. Why were they asked to change from one group
of cases to another? That i itself would indieate that all of the
work on the fiest group had been wasted. _ _

Me. Nasin 1 do not know just what Me, Thomas had in mind, Mr.
Clirman. It seems that a new group of enses was presented (o
My, Thomas, and it was his desive to stavt work on that gronp ad
to discontinne, at least temporavily, the work that had been done on
the first group of cases, ‘

The Corarestan, Ethink that some of Mre. Manson™s engineers amight
get together in conference with the burean oflicials and have an exact
anderstanding of how yvou are going to proceed, when vou ave goiny
to ot throngh, and what we arve going to accomplish by it,

Meo Massox. T ean explain that in detail from those first cuses,

The Coamevas. You ean do that, Mr. Manson. when you get
through with the negotintions with the burean in order to ascertain
what progress could he hoped for in cleaning this up.

Were vou going to proceed with something this morning, Mr.
Manson?

Me, Masson, T have a memorandum heve from M Weight rela-
tive to the amonnt of tax involved for the years 1917 and 1918, 0f the
revised valuation of copper wmines were substituted for the pro-
visional valuations,

This memorandunt is as follows:

JaNaany 24, 1025,
Mermorandum to Me. L, € Munson, Counsel,
Subjeci : Copper Mines [evaluations,

Refereing to the questions brougeht up in the Sennie committee’s hearing
vesterdny, and on which further Infornmtion s desired

(1) Corvection of amount or taxes estinmted as volved in the vevaluantion
of copper mines for years 117 and 1918 Tn my oflice veport No, 8, dated
January 8, 10205, 1 used the esthmnte of the metals vahmtion section, ax sub-
wittesd to the eommisstoner in 1922, of F600000000 1 Junve sinee learned that
thiy estimate ineluded an esthmnte for 1916 additionnt tax of SHOD0, and
also ndditional taxes that would he due from silver wines of approximately
FRO00,000,  ‘Phe amount of wdditional taxes favelved in copper mines only
for 1917 and 198 should he veduced to $0,000,000,

(2) Profits reported by copper comprides for B17 and 1918 There would
uppear to be no immedbte data avadinble s te profits veportesd by the copper
companies themselves for yvears 1917 and 1918,

The following ditta, however, is taken from compilation entitied © Faxntion
of Copper Minkng Compundes in 19157 nucde by the engineering division and
stthmitted to the commissioner in 1220 These thzaves fnselve 53 ont of the
TH eompunies, bat include ol of the large and fmportant companles, and are
based on the * provisionnd " valuntions,

Profits, 913
Percent of
KroNe income

Giross incote for 1917, . . . . L L RE6T, 424, o4 100, 4
Deductions other than depletion Lo B, 916, 200
Peducetions for depletion. 1, 408, I

Total expense 30, 374, 740 @, 08
Net incone or profits indbented_ o . .. SRR § BT B T RER IS

I'er cent net Income to totnl expense, H3.00,
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The Cuairman. Is there any record, or have you come across any
information, as to the amount of taxes that these companies actually
paid during thoge years?

Mr. Manson. I do not think there is any compilation showing what
they actually paid, but I understand their tax is assessod in accord-
ance with the basis that I have just read, for the reason that these
computations are made on the basis of the provisional valuations
which apply to them,

Mr. Wrignrr. Mr. Chairman and Mr. Manson, the tax assessed
amounts to about 18 per cent of that indicated net income for 1917,
zand probably 36 per cent or double that, for 1918, ns near as I can
igure it.

g’I’he Cuamrman. That includes both excess profits tax and-——

Mr. Wricur. Yes, sir. .

Mr. Manson. War profits.

The CHamman, And capital and other taxes.

Mr. Wricnt. Not the capital stock tax, but the income tax, excess-
profits tax, and war-profits tax.

Mr. Manson (veading further from memorandum of Mr. Wright) :

1618 PROFITS

The following computation is made to arrive at an estimate for 1918 profits,

From Exhibit Q1 to Qb, analysis of tax computations, the totul net incomes
of flve companles cited, for 1917, amounts to $51,809,402, and for 1918, $30,-
417,087, or H0.87 per cent of the 1017 net incomes.

Applylng this percentage of 59.87 per cent to 1917 profits indicated above,
$281,051,859, we have profits for 1918 estimated as $138,330.748.

Estimated total profits

1007 et et ————————— e $231, 051, 859
1018 e —————————————— 138, 330, 748
Hotal e e 869, 382, €07

(8) For A-2 letters,

Attached hereto are blanks for A-2 letters; one allowing 30 days for present-
ing protest and the other 60 days.

Respectfully sabmitted.

Epwarp T. WRIGHT,
Investigating Iinginecr.

The Senator also requested a copy of the form of the A-2 letter,
which was furnished herewith.

The Cuamaan. I would like you to read ths. inte the record. Is
it addressed to any particular concern?

My, MansoN. This is just the form. T have a copy of one actually
sent out. It will be over here in z minute.

Mr. Nasu. Here is a copy of one actually used, for the Utab
Copper Co.

The Cuarman. Just read that into the record, please.

Mr. Manson (reading) :

Utah Copper Co., 25 Broad Street, New York, N, ¥Y,.——

The Cuamrman., What is the date of that?
Mr. Maxsox. December 8, 1914 (reading):

' Sirs: An audit of your income tax returns filed for the taxable years 1017
to 1919, Inclusive, has resulted in a tentative determination of a deficiency
in tax amounting to $4,858.403.38. This deficiency is a result of certain adjust-
ments which are shown in the attaghed schedules,
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You are granted 30 days from the date of this letter within which to present
a protest, supported by additional evidence or brlef, against thls determination
of a deficlency. Any additional evidence submitied should he under oath.
Upon request submitted within the period mentioned, you will also be granted
a hearing In the burenue with reference to the matter,

A request for a hearing should contain (¢) the mame and address of the
taxpayer; (b) in the case of a corporation, the name of the State of incorporu-
tion; () a designation by date and symbol of the notice or notices with respect
to which the hearing is desired; (d) a designation of the year or years In-
volved nnd a statement of the amount of tax in dispute for each year: (¢) sn
itemized schedule of the findings of the unit to which the taxpayer takey ex-
ception; and (f) a summary stutement of the grounds upon which the taxpayer
relies in connection with each exception,

It. after constderation of any additfonal evidence submitted and any snrgu-
ments advanced by you, a deflicicucy is finally determined by the bureau to he
due from you, you will, in accordance with the provisions of section 274 of
the Revenue Act of 1924, be advised by reglstered mall of the final determina-
tlon of the commissioner as to the amount of the deflelency, and allowed 60
days from the mailing of the letter in which to file an appeal to the United
States Board of Tax Appenls in the event you do not acquiesce in such final
determination,

If you acquiesce in the determination of a deficlency as disclosed in this letter
and the accompanying statements, you are requested to sign the incliosed agree-
ment consenting to the assessment of such deficlency, and forward It to the
Commissioner of Internal Revenue, Washington, D. C,, for the attention of
. In the event that you acquiesce in a part of the determination, the
ugreement shoull be executed with respect to the items agreed to.

Respectfully,

That letter is signed by J. G. Bright, deputy commissioner.

There is attached to this a schedule showing the adjustments which
have been made in the income as reported.

The Cramrmax. That schedule shows the difference in the provi-
sional and the final valuations?

Mr, MansoN. I have nct read this schedule, but I am more or less
familiar with these schedules. If the income, as reported by the tax-
payer, were based upon the provisional determination, which I as-
gume was the case here, this schedule would show the new valuation
and the effect of the new valuation upon the deductions for depletion,
and the effect of it upon iavested capital, as well as the effect of it
upon the net income. In other words, the whole working out of the
adjustments, either where the deductions are added to or subtracted,
or where the income was added to or subtracted from, or where in-
vested capital was changed, would all be shown in detail in this
;chedélle. In a general way, I think I am about right on that, am

not

Mr. Nasu. The auditors work on the case after receiving the valna-
tions from the engineering division.

The Cnaimrman. Is the reply of the taxpayer attached to those
papers there?

r. Manson. No.

The Caammman. You do not know what the taxpayer said in reply
to that additional sssessment ?

Mr. Manson. In this Utah Copper Company case, I think there
was an appeal, was there not?

Mr, Nasu. I have been told that they have filed a protest, Mr.
Chairman., I do not believe they have had a conference. .

Mr. Grimes, do you know just what the status of that case is?

92019—25—pr 10—7

*
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Mr. Grimes. We have a record in our office of a conference set
for the 28th of January.

The Cuairman. That is a conference in your section before it goes
to the Board of Appeals?

Mr. Grives. A conference is arranged by the audit section that is
handling the case. The engineers are notified of conferences that
involve engineering as well as auditing questions. The question is in
audit, but it is not 1n the engineering division.

Mr. Manson. There would ordinarily be attached to such-a pro-’
test an argument on behalf of the taxpayer, in support of his protest,
with any additional information that be saw fit to supply in support
of his protest.  In som. instances, those protests come n in the form
of printed documents, and sowe of them in the form of typewritten
statements, I have in my possessign at the prsent time several of
those protests, and in the case of the Chile Copper Co., it is u large
printed book.

The Cramyaxn, In this connection, I understood this assessment
letter to include the years 1917 to 1919.

Mr. Ma~son. This does.

The Cuamaran. I understood they were not assessing for 1917 and
1918 in this new valuations plan.

Mr. Maxson. Of course, I have not examined the documents at-
tached to this one, which has been handed to me by the representa-
tives of the bureau. I do not know that the year 1917, as determined
in this document, is based on the new valuation. I assume that it is
not, because the commissicner’s order providing for the new valua-
tion provided that it chould apply to 1919 and subsequent years.
This A-2 letter applies to 1917 to 1919, I take it that that would be
1917, 1918, and 1919.

The Cuammman. I would like to have you look over that record
sometime and let us know whether, in that particular case, the new
valuation wage used for those years, 1917 and 1918. I wish you would
let us have that at the next hearing. _

Mr. Nasu. Mr, Chairman, as I understand it, and what Mr, Man-
son has stated is substantially correct, the new valuations have not
been ordered by the commissioner to apply to the years prior to 1919,
However, other adjustments in the 1917 cases are probably being
made—inventory uestions, or something of that sort.

* The CuairymaN. Does that include the new valuation for 191917

Mr. Nasu. It may or may not, at this time.

The Cuairman, What I have been trying to get at is not such a
case as you have submitted, but a case predicated solely on the ques-
tion of the new valuation. I do not think this answers the question
of the committee. What I want to see is an ascessment letter sent
out primarily on the basis of the new valuation, This seems to be
involved with a lot of other questions.

Mr, Harrsox. Mr. Chairman—— :

Mr. Manson. I doubt very much whether there is such a case.

Mr. Hartson. I was just going to say that.

Mr. Maxnson. I have never seen one. In all of these cases the valu-
ation question will be raised in connection with innumerable other

uestions, the valuation (}uestion being only one of, perhaps, many.
%n the Chile case, which I am more or less familiar with, the protest
of the taxpayer is a book, I would say, an inch thick. X think that

.
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a very small part of that book is taken up with a discussion of the
matter of valuation. Most of it refers to audit questions.

The Cuamryan, A¢ I understand it, then, there is not any way of
getting at the real difference in assessments based on the provisional
valuation and the final valuation?

Mr.. Maxson. Oh, yes; that can be done, and we have attempted
to do it in several cases here. I have presented data in five cases
showing the difference in the tax based upon the provisional valua-
tion and upon the final valuation, :

The Cnameyax. Yes; so far as our committee work is concerned,
that i~ true, but T mean so fav as the bureau itself is concerned, there
is no segregation between that part of the work and the audit or
other controversial questions, 1s there?

Mr. Maxsox. 1 do not know that I exactly understand the Sena-
tor’s question, but 1 will say this. that, of course, the work is carried
on independently. All of the adjustments, the adjustments which
result from, for instance, a revaluation, and adjustments which
result from disallowances or allowances in audit, are finally concen-
trated down into a final adjustinent of net income. That final ad-
justment of net income is reflected in this A-2 letter, which carries
with it a schedule showing all of these adjustments.

When the taxpayer takes exception to that final determination of
the tax, or the proposed final determination of the tax, which is
what is set up in the A-2 letter, he takes exception to everything in
the whole schedule of adjustments which he does not care to accept,
and when we want to know what the effect on the taxpayer is, we
have to compute it. In other words, we can not go to the records and
find a case and pick it out and say, *“ Here is & case where the tax
has been changed so much.” In every one of these instances where
the Senator has asked us to determine the difference, it has been a
matter involving enormous computations.

The CuairMaN. That is just what I wanted to get at. That is
a matter of computation, then?

Mr. Manson. Yes.

The Crairman. Compntations on your own part?

Mr. MansoN. Yes,

The Cuamrmay. And not computations taken from the buresu?

Mr. Maxson. Well, T think we usually have them checked by the
burean auditors. Do we not, Mr. Wright?

Mr. Wrienr. The computations of the tax are made by the auditor
assigned to the case, usually. There are five different men on the
tive different companies in the Income Tax Unit.

Mr. Mansox. You mean that that computation was made for our
benefit ¢

Mr, Wricnr, It was made for our benefit, but it was made by the
unit men,

Mr. Maxson. Yes; we did make them ourselves.

The Cuarrman. As I understand it, you did not take them from
the records.

Mr. Manso~. No.

Mr. Wricnit. No.

Mr. Mansoxn. But the point is that we did not make the computa-
tior. ,
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The CuarrsraN. I understand.

Mr. MangsoN. Yes.

The CHarmMAN. Is there any disposition on the part of the bureau,
so far as you know, Mr. Nash, to reopen these 1917 and 1918 cases
where there is shown an estimated loss of some $50,000,000 in taxes?

Mr. Nasa, Mr. Chairman, the order of the commissioner, ahich
was approved by the Secretary, specifically stated that the revalua-
tion was to be made for the years 1919, 1920, or 1919 and subsequent
years, or something of that sort. ,

The Caarman. 1 understand that; but I am talking abont 1917
end 1918,

Mr. Nasa. That order stands to-day, so far as T know.

The Cuavoman, Then, I would ask the bureau to consider that
and let us know what their viewpoint 1s with rvespect to the valuations
for 1917 and 1918,

Mr. Nasn. I believe the burean will reply to that query, Mr, Chair-
man. I am not in a position to state what the position of the bureau
will be on the subject of your question.

The Cuairman. I understand that; but what 1 want to find out is
if you will get what the position of the bureau is and let us know ¢

My, Nasu. I will be glad to do that.

Mr. Max~soN. I would like to make a query at this point in that
same connection. While this order provides that the revaluation
shall apply to 1919 and subsequent years, I have received some infor-
mation to the effect that where the 1919 or the 1920 tax has actually
been paid by the company before the revaluation was completed the
revaluation is not applied, but the old valuation is permitted to
stand. I do not want to make that as a statement of fact, but I am
merely repeating some information that has come to me. I would
like to get the facts about it.

My, Nasu. Mr, Manson, I do not understand that any exception
is contemplated in the commissioner’s order. Mr. Grimes is inore
familiar with the carrying out of that order than I am, and I would
like to have him state if any exception has been made in any case.

Mr. Grimes. That question was taken up with Mr. Bright, through
Mr. Greenidge. There are, I think, six or eight copper companies
in Michigan which have had their tax returns audited for 1919, to-
gether with their 1918 tax returns, before the commissioner’s order
was issued. While there have been no signed agreements between the
commissioner and the taxpayer, we have instructions from Mr.
Bright, which had my approval and Mr. Greenidge’s approval at
the time, that they would not open returns which had been closed.

Now, for 1919 and subsequent years the Government will not lose
any money on account of that procedure, because we have an opinion
from the solicitor’s office, which we are follewing in the audit in
these cases, to the effect that the depletion sustained or allowed for -
any year prior to the date at which revaluation becomes effective is
deducted from the revised valuation, the remainder of the value
beinf; divided by the remaining number of units of metal. (That
would be a pound of copper in the case of the “opper companies.)
The Government would lose interest on the addivional tax for 1919,
which would be small in the case of 41l of the cogper companies, 1t
did not run into excess-profits tax in 1919, and I think none of the
‘Michigan companies will run into excess-profits tax.




INVESTIGATION OF BUREAU OF INTERNAL REVENUE 1688

So that these 1919 cases which have been closed have been allowed
to stay closed, but the Government is fully protected on these cases,
becanse there are waivers on. file for 1919. In the caso of these com-
panies—that is, the Calumet & Hecla Co. and these companies which
were recently consolidated with the Calumet & Hecla Co.—while we
only requested waivers for the opening of the returns for 1919, the
company voluntarilv furnished waivers on the returns which had
been closed and audi‘ed, so we have waivers for all of these com-

anies,
P The Cuaarrarax. T am not quite sure now that 1 get your view-
point.  As T understand it, vou are not going to open those cases
for 1919¢

My, Grrses. 1t is not the present plan to do so; no, sir.

The Cramman. In that connection I understood you to say that
the Goverament would not lose anything by not bringing them up.

Mr. Grimes, Except the interest on the additional tax fiom the
date that it should have been paid until the date it is actually paid.

The Cuamryan. How are you going to collect the additional tax
for 1919 on the new valuation from these companies if you do not
open them up?

Mr. Grimes. The old value—the provisional value, we will eall
it—would be, we will say, $2,000,000. The new value, we will say,
will be $1,000,000. We wili assume that on the basis of the pro-
visional valuation there would have been a $500,000 depletion sus-
tained for 1913, 1914, and 1915, which was not legally allowable,
on account of & per cent limitation on depletion—5 per cent of the
gross income being allowed by the statute as depletion for those years.

I should correct that and say 5 per cent of the gross value of
the ore at the mine.

For 1916, 1917, and 1918 the depletion allowances were made on
the basis of the provisional valuations.

Now. we will say that the depletion allowances for those years
were also $500,000. The new valuation would be $1,000,000. The
depletion sustained on the basis of the new valuation would be $500,-
000 for 1913, 1914, and 1915 and $500,000 for 1916. 1917, and 1918,
allowed ou the basis of the provisional valuation. which would make
$1,000,000 total depletion allowed for those six years on the basis of
sustained depletion on the new value. or allowed depletion on the
basis of the provisional valuation, whichever was the highest in
any year.

That would be & total of a million dollars, which would be de-
ducted from the new valuation, leaving nothing veturnable through
depletion for future years, although the basis of the new valuations,
if they had been applied to sustained depletion from 1913 to 1918,
the depletion allowance. we will say, would have been half of the
amount of $500,000 depletion allowed for the same years.

Mr. MansoN. If there is any change of the tax rave, however——

Mr. Grimes, A change in the tex rate would affect the result.

Mr, Manson. Yes.

The Crairman, It seems to me that that is obvious, and therefore
the cases should be opened the same as any other case. I would like
to have i juiry ma(ge and a report made to the committee as to
whether they are going to open up those six Michigan Copper Co.
cases because of the varying tax rates.
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Mr. Grimes, T might mention that the diserepancies in those ensey
were not as great as in o majority of the valuntions. They were
made at a later time and were more nearly covvect.  They had some
errors on the fundamental basiz of valuntion, in my opinion, but
those are errory of judgment. But the fundamental errovs of com-
putation which appeared in so many of the first valuations were
almost altogethor eliminated.

The Cuarrman. Were they made by the sume gentleman whe is
now a professor at Harvard University ? :

Mr. Grimer, No, sir,

« 'The Cuameman, They were made by unother engineer?

Mr, Grines, They were made chiefly by engineers now in the en-
plov of the bureau in one eapacity or another, :

here are some ervors in them, But they nre not as serions,

These companies also, T might say, puid considerably higher than
the avernge rate of tax for copper companies for the yewrs 1917 and
1918, and the additional tax, on account of the vevaluing, wouid not
be so great as in other eases,  The invested eapital was also deter-
mined on & very much more conservitive basis than in some of the
other valuntions,

The Cuamman, That demonstrates very clearly that there has
been no equelity of treatment among taxpayors.

Mr. Grimes, No, sir. That is what, in my opinion, was the
fundumental reason for bringing up these copper revaluation ques-
tions—to get taxes as nearly as possible on an equitable basis be-
tween taxpayers in an industry and between different industries.

The Cuamman, Have you anything else on this, Mr. Munson?
Mr. Manson. I think that is all.

Senator Kina, Mr. Grimes, 1 think T would like to ask whether,
in your opinion, taking into account the very large enrnings of some
of the companies, particulavly during the war, when copper was
being sold to our Allies at 30 or 40 cents a pound, and considering
all the facts upon which a fair and just assessment might be made,
a fair tax was paid by these mining companies te the Goverument?

Mr. Guimes. I ean only give vou my opinion on that question,
Senator.

My opinion is that in 1917 and 1918 the mining companies did
ay n fair rate of tax. The law specified a reasonable allowanee
or depletion.  The commissioner has very considerable diserotion
in that matter, and there arve other ways of figuring the depletion
allowance, such as depletion as o percentage of net income, which
the Ameriean Institute of Mining L)n;zinm-rﬂ. the Ameriean Mining
Congress, and a great many of the abler engineers of the bhurean
have thought was the only equitable basis for determining depletion
deductions,

On that basis—the percentage basis-—the depletion deduetiors on
the new or revaluations of the copper industry wounld not be n-
terinlly different from thoso which were allowed on the basis of the

rovistonal valuations, but the provisional valuations on the unit
basis of depletion, now uppmvmi‘ wonld give such excessive deple-

tion deductions in normal years that the copper companies would
‘be almost entirely relieved of any taxation for futnre yeavs, 11 the
properties were sold they would be permitted to write off very large

.
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lossas, under the 1924 revenue act, which they would not be entitled
to, und in many cases the only basis for estimnting the value of a
share of stock of any one of. these companies was to take the March
1, 1913, value and allow for the assots of the company, because the
stock was not quoted on any stock exchange.  On any sales of stock,
or other disposition, under some of the revenue acts, tho March 1,
1913, value would govern as a basis for determining profit and loss
to snecossor interests, and it would be very unreasonable, in my
opinion, to carry those provisional values forward for future years.

However, my personal opinion i« that it was not unreasonablo
to alluw the dnp'lut,mn doductions on the basis of the provisienal
valuations for 1917 and 1918,

Mr. Manson, Was thero any uniformity as botween theni as be-
tween one compruny and another?

Mr. Grimes. Further, on a provisional basis, there s a certuin
amount. of uniformity.

Mr. Manson. Using the revised valuations as a standard, 18 it
not true that those provisional valuntions vavied all the way from
100 per cent up to 1000 per cent!

Mr. Grimes, No, sirg none of them were ay high as 1LO0O per cent.

Mr. Manson, Up to 600 por cent.

Mr. Giames, 1 i‘lilll( from about, we will say, 2 or H0 per cent
as & minimum up to about 300 per cent ax & wmaximum; possibiy 400
per cent in one or two casos; but I am cortain that there were none
of them over 400 per cent, and very few of them over 200 or 250
per cent on the revised valuations.

The Cuamsan. Considering your answer to Senator King's ques-
tion, if you believe that the assessments in 1917 and 1918 were equita-
ble, how do you account for the fact that the computations show
that by the use of those two valuations there is some $50,000,000
due the Government ¢

Mr. Grimes. Tho assessments are not made according to present
regulations, which si)ecify depletion on a unit basis—so much de-
pletion per pound of copper.” We value the mines on the basis of
their expected futuve earnings, and we assume an average rvate of
earning in tho valuation, which we know was incorrect to start
with, t)ecause there is no company that makes exnctly the sameo
amount of profit every year. ¢ can only estimate the earnings
from 2 mine. In some years the mine will run when it is making
no profit in order to keep the organization together. It may even
take n loss. We know that in other years they will make two or
three times the average rate of profit.

The taxpayer on the anit busis of depletion does not get a return
of his entive capital, because in the years in which he is making no
profit, or running at a loss, he writes off depletion, which he can
never get back as a tax deduetion.

The value is based entively on the income, and in any natural
resouree industry the normal condition is either a feast or a fumine,
Thev are cither making a great denl more than the average profit
or they are making almost no profit, struggling to keep in the
business.

The valuation being based upon the expected profit and the de-
pletion deductions being deduetions from weomo, it wonld not seem
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unreasonable to allow depletion deductions as a percentage of net
income, because of the basis ugon which you are determining the
value. For instance, if you had a $100,000,000 expected net income
and you valued that at $30,000,000 in getting é)epletion and de-
preciation, it would not seem unreasonable to allow 30 per cent of
the actual operating profit as a deduction for depletion and de-
preciation.

There is some question as to the legality of that, and it has not
been adopted for that reason. The solicitor’s O{Hee. under Mr,
Wane Johnson, ruled that in the opinion of the solicitor’s office
it “would require legislative action to recognize such a method.
There is considerable difference of opinion on that subject. - Some
of the attorneys in thé solicitor’s oflice and a considerable number
of the attorneys for the taxpuyers hold that there is no legislative
action necessary and that tge commissioner has discretion in the
reasonable ellowance for depletion.

In my opinion that is the proper basis for determining deple-
tion and (gpreciation allowances to natural resources compates,
to determine one deduction for both depletion and depreciation as
a percentage of net income; and holding that opinion, 1 might
state that I do not think the depletion deductions for 1917 and
1918 are unreasonable.

The Cramman., When you took this up with the heads of the
departments and drew their attention to these errors in the provi-
sional valuations, you did not contemplate at that time, as I under-
stand it, any revision of the 1917 and 1918 taxes.

Mr. Grimes. I did not make any such recommendation. I asked
certain questions through Mr. Hamilton, the chief of the metals sec-
tion at that time, and through Mr. Fay, who was head of the natural
resource division. We asked the commissioner what was the basis.
That, I think, will be found incorporated in the memorandum of
January 27, 1922, and we also asked the commissioner to give us
specific instructions as to what we were to do in the correction of
these errors. :

The CuarmaN. Then, I still understand that you do not think
that o reassessment of the 1917 and 1918 taxes is justifiable?

Mr. Grimes. Mr. Hamilton and I recommend that the returns be
opened for all the years, as I recall it, the revaluations to be effec-
tive from 1913 to date.

My, C. P. Smith, who was then ascistant commissioner, as I recall
it, held a sumilar view. The Solicitor of Internal Revenue, Mr. Carl
Mapes, the chairman of the Committee on Appeals and Reviews,
Mr. Johnson—1I think his initials are N. T.—and the deputy com-
missioner, Mr. Batson, held entirely different views. Mr. Fay was
somewhat between the two extremes. Mr. Fay, I believe, thought
that the provisional valuation should govern the audit of 1917 and
1918. I think the commissioner and the secretary decided that some
neutral ground would be the most defensible basis,

I would like to remark at this time, if I may—it is rather ex-
traneous, but there was some question yesterday as to the delay be-
{ween tl..o date that the recommendations were made to the commis-
sioner and the date at which his memorandum ¢ ? December 11, 1922,
was issued. That was a little over eleven montt s.

A}
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The matter was taken up through Mr. C. P. Smith, who was assis-
tant commissioner, and he discussed the matter at some length with
the commissioner, and the sgcretary who referred the matter to
Mr. Beall, T believe, who was the Assistant Secretary of the Treasury.
Mr. Beall was a rather sick man, and hearings were postponed on
-..~ount of his illness once or twice.

Finally hearings were held before Mr. Smith, and within a couple
of months after these hearings, in August, 1922, as I recall it, Mr.
Beall died. Mr. Beall had the entire legal matter under considera-
tion, and Mr. Mellon relied upon Mr. Beall to settle that question.
Undoubtedly, his sickness and death delayed the commissioner’s
(}efismff several months longer than it would ordinarily have been
delayed.

The Cuamman, The situation was important enough, it seems to
me, on account of the statute of limitations running, that the mere
fact that o man was sick should not deluy the Government’s business
to snch an extent as to jeopardize the interests of the Government.

Mr. Grimes. He was a very able man.

The Crammaxn. I am not questioning that. I am talking about
the delay in getting it out, because the matter was important to the
Gevernment, in view of the fact that the statute of limitations was
running.

Mr. Grimes. There would be no jeopardy of the Government’s
interests, because it would be possible, within a few weeks, to assess
the tax for 1917 and 1918 on the basis of disallowing all depletion
deductions, either getting a waiver from the taxpayer, or making an
actual assessment and have him file a claim for abatement.

Senator King. Was that done?

Mr. Grimes. It was not necessary, because the order does not
cover 1917 and 1918, It covered 1919, which gave plenty of time
for the bureau to act in a more deliberate way. But it could have
been done for 1917 and 1918.

Senator King. How do vou deal with a case like this: Take some
mines that T have in mind in Avizona and other places, where they
have operated for many vears. especially in lime formations, where
the deposits are entirely uncertain, and from day to day you open
up, or perhaps from month to month, enormous deposits in little

ockets in the ground. How do you determine the depletion al-
owance thcre. hecause the mine may be more valuable to-morrow
or the next day than it was 10 years ago, notwithstanding the fact
that you have been working it all the time, and taking out ore all
the time? 1t will have a murket value, a salable value, which is
greater. perhaps, after 10 or 15 vears of mining operations, than
at any time during that period. How do you figure that?

Mr. Grises. Senator, that question is rather a difficult one to
answer, because there is no general method.

The method empleved would depend to a great extent upon the
individual case. and the past record of the property, the continuity
of ore deposits, the development of new ore deposits. )

In most mining camps that have been in operation for some time,
such, for instance, as the Bisbee camp in Arizona, it is a practical
certainty, with so much development work you are going to develop

+ £0 many tons of ore.

92019251 10——8
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The mining company owns a certain acresge of ground in which
this formation or ore deposit exists. The entire possibilities of
‘hat prospective ore are not considered, but we have found that in
the more permanent types of ore deposits, such as the Bisbee dis-
trict of Arizona, the Coeur d’Alene region of Idaho, and the Butte
deposits of Montena, if 25 per cent of the ore included in the valua-
tion is developed for mining, about 75 per cent of the total ore
reserve may be partly developed or prospective, and that that much
additional ore would be paid for nctual{)y in a cash transaction.

That is as close as we have been able to determine that, If the
actually developed ore falls below 25 per cent, we use a higher in-
terest rate for (iiscountin to present worth.

If the continuity of tlsfe deposit, or the past history of the Jdis:
trict would léad one to the conclusion that t{xere would be any great
uncertainty as to the development of the future ores, we would also
use a higher interest rate in discounting to present worth,

So we take those uncertainties into account in the discount rate,
and discount the operating profits to present worth: and if the
prospective ores are found to be too %reat in proporiien to the
total, as claimed by the taxpayer, we refuse to vulue a certain por-
tion of the prospective ore, and cut the taxpayer’s estimate of the
ore reserves.

Senator Kixc. You allow as for discovery in a property that has
been operated for years the opening up of a new pocket of ore?

Mr. Grimrs. We have not up to the present year. We have a new
regulation, Regulations 65, which is a much more workable regula-
tion, and I think it is fairer to both the Government and the tax-
payer than the prior regulations. In the new regulations a new ore
body or ore bodies may be valued as discoveries, but in such cases
you deduct the entire estimated cost of the raine workings and the
new plant necessary and new smelters and everything else that is
necessary to work that property as a separate mine, and that w..- . it
the depletion allowance to or below the amount which would haie
been allowed if such ore had been included in the estimate of the
ore reserves at March 1, 1913,

Some sucli action as that was actually nccessary, because in the
mining business it is impossible to define proven tract or lease. The
only definition you can get is the definition of @ mine. In the mining
business, as you know, there are extralateral rights. A mine prop-
erty may be divided into several hundred mining claims, and a
mining claim will have a muximum area of about 20 acres and a
minimum area of a small fraction of an acre.

Senator Kixa, Depending on when the patent was obtained ?

Mr. Grives, Yes,

Senator Kixc. But in those early patents they were all of a 100
or 200 feet claims. Now they are 600,

Mr. Grrses. There are a great many claims located under all the
laws which were not full-sized claims.

Senator Kinag, Yes,

Mr. Grives. Because they were just located to obtain title to a
small fraction of the complete ownership of the entire area.

' It is impossible, in an ore deposit underground. may be thousands
of feet, to tell what claim it is going to outcrop in, particularly as

“~
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the ore deposit is likely to be displaced by faults and intersection of
other veins.

I might say before this new regulation was adopted we had four
cases which would have been absolutely impossible to settle under
our old procedure. I believe we can settle the four of them satis-
factorily to both the taxpayer and the Government now. Three of
them are already settled.

Senator Kine, Well, coming back again to my question, you think
that, taking those copper properties and others that made such
enormous profits during the war, espccially before we went into the
war. when they were charging our allies very large prices for their
products, they paid a reasonable tax to the Government upon their
earnings. That is your view, is it

Mr. Grimes, Yes: in 1918, 1 believe in 1917

Senator Kixa, Take 1915, 1916, 1917, and 1918,

Mro Grives, The tax from 1913 to 1915 was only 1 per cent.
and in 1916 only 2 per cent, and any amount allowed for depletion
would he almost negligible as far as the tax was concerned up to
1916.

The Caamyax. Have you anything further, Mr. Manson?

My, Manson. I want to call Mr. Grimes’s attention to the fact that
Myr. Wright, our engineer, has reported that the revaluation of lime-
stone replacement deposits is 191.87 per cent of the original valua-
tion of those same depnsits, while the revaluation of the vein mines,
taken as a whole, arve 307.39 per cent of the provisional valuations
of those same mines, and the revaluation of the porphyry mines is
421.90 per cent of those snnre mines,

In view of that variation between the revaluations, running from
191 to 397 and then up to 421 per cent, do you believe that any tax
bused upon those original valuations could be equitable as between
the different mines themselves?

Mr. Grimes. There is an adjusting factor in there which Mr.
Wright has not taken into account.

In the case of the porphyry mines, invested capital is much more
conservatively determined than in the case of some of the other
properties, such as the limestone replacement properties, and the vein
mines. 'The determination of invested capital would unbalance to
some extent the appavent discrepancy there on the value for deple-
tion at March 1, 1913, because the lower the invested capital is, the
greater the rate at which you arve taxed, and the higher the March 1
value. the less the tax. ‘

Senator Kixna. You say the lower the invested capital in porphyry
mines/

Mr. Guriywes. Yes, sir.

senator Kixe. IHow do vou make that out?

My, Grines, The invested capital allowances were quite a bit lower,

Senator Kina, Not the actnal invested capital. That may or may
not be. 1 know of porphyry mines where the invested capital was a
great deal more than in the lend or silver mines in that part ot the
State, or within a comparatively small avea of territory.

My, Grrvrs. I am digcussing just the copper mines 2lone.

Take the Anaconda Copper Co. They imd a reorganization in
1910, when it was a going concern.
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The Phelps-Dodge Corporation had a reorganization in 1908 ny a
going concern,

The porphyry copper mines have had no reorganizations since the
original acquisition of their properties, when the valuations of the
pm{wrties were not so well known as now.  1f they had revaluations
within a short time prior to March 1, 1913, when they were going
concerns, the invested capital would have been materiaily increased:
but the invested capital as n whole, in both the porphyry copper
mines and the Michigan copper mines, is very low as compured with
other producing copper companies, which have had reorganizatiohs,
and some of them repeated reorganizaiions.

Senator Kina, Take the Utak('umwr Co. in Utah. Their eapitul
imvestment is very great, They must have some S13.000000 op
$20,000,000 in railroads to take their ore ont, and they hnve enormons
investments for the purpose of removing the overeapping for steam
shovels and for railvond cars, equipment, engines, ete. They als
have some great, mills, perhaps the lnegest mills in the world, "There
are two mills there that handle 45,000 tons n day.  The invested
capital there is enormous, and T was wondering why vou say that
the investod capital there iu loss than in other metalliferons mines,
especially vein mines, '

Mr. Grimes, T will eite vou come specifie instanees, Senator,

The Utah Copper Co. hiad a2 value of approximately $1:3.560,0th)
allowed as the value of their original property swhen wequired. On
revaluation we eut that to $10,000000, as T veeall it.

The Phelps-Dodge Co. -

Senntor Wasa, But that stock sold on the market at ore time at
K187 u <hare,

Mr. Gurses, The first stock guotution available, when there was
only an ore bodyv and %3,000,000 in the treasury or in plant invest-
ments, acquired by a hond issue the stock guotations, as I recall
them. were somewhere sround $60, which is abont six times the value
that we have allowed for invested eapital,

Senator Kina, The first stock quotation, as T remember ite was
3. That was in its earlier days,

The Cranemax, In one ease they ave talking about the ove hody
nnd in the other ease thev ave talking about the conrplete corporation,
Senator, '

Senator Kina, Yes,

AMr. Guistes, The Plelps-Dodge Corporation has a puid-in surplus
of $15,000,000 allowed. s nearly as we conld detevmine it, the in-
vested eapital was about %45,000,000 in 1908 on a valuation checked
by stock quotations. There were very few stock transaetions as a
basis of comparison, but there was an appraisal by De. Janies
Douglas, who was president of the company, and some estate-tax
litigntion in New York, and other evidences of that kind.

The Phelps-Dodge stock is not often quoted on the market, he-
eanse it is a family corporation.  There are half a dozen families
which own $44,000000 out of $45,000,000 of the par value of the
capital stock. There, in the case of the Phelps-Dodge Corporation,
the diserepaney between the provisional and the revised valuations
wis two to one.  In the case of the Utah Copper Co. it was 1314 to
10, In the Anaconda Copper Co., as 1 recall it, there was no change

~
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in invested eapital, except in the case of the Anucondn Copper Co.
itself.  The Anaconda Copper Co, was u subsidiary of the Amalga-
mated Copper Co., und in Hﬂlo this subsidiary of the Amalgamated
Co. took over the assets of the Anml};umutmf Co., which comprised
holdings in a dozen or morve companies in Montana,

'The initial invested capital allowed n valuation for invested capi-
tal of the Anaconda Co. ax a subsidiavy company, which amounted
to about one-third o1 the total assets of the reorgunization as the
holding and operating company, as at 1910,

There are two court decisions on minority interest contestunts in
some of these companies which were taken over by the Anaconda
Co., which decide the cash value of the Anaconda Co’s. stock. Wao
did not think we could get better evidenco or break down these
court decisions, although, in our opinion, the value allowed by the
courts was too high. But we did cut down the invested capital on
account of a disallownnee of a value for the Anacondie Copper
Mining Co., the subsidiary at 1910, and threw the date of that valuu-
tion back to 1805, or some such time, when the valuation waus mate-
vindly lower, and depletion was sustained from 1805 to 1910,

Those are just three illustrations of the different classes, to con-
firm my general statement. which s, an opinion statement, on the
busis of my knowledge of the whole question.

The Cuamarany. Mr. Munson, have you anything fu. Jher?

My, Manson, That is all,

Mr. Nasi. Mr. Chaivman, T have been looking over this A-2 jetter
of the Utah Copper Co., and I find that the 1919 adjustmeni does
include the vevised figures on depletion which would be the result
of this revaluation,

The Cnamman. Just 19197

Mr. Nasin Yes, siee Do you want to put this entire A 2 letter of
the ]l)ltnh Copper Co. in the vecord, or just that part which has been
rend !

The Cuamsran, T think Mr. Manson rend it into the record with.
out the schedule. I do not think the schedule is necessary.

Is that all you have to-day, Mr, Manson?

Mr. MansoN, Yes,

Mr. Hawrson. Mr. Chaitman, the bureau desires to make a state-
ment in regard to the copper situation,

Due to the importance of the subject and also the necessity for
some of us to beeome familiny with it, we having had no knowledge
of it of a personal nature before, we would like to have Monduy to
go over it, so that we may be heard on Tuesday, say. If we get some-
one else to work on it hetween now and Monday, Mr. Nash and
then could be here on Monday, and could give yun the statement
on Tuesday. but it does seem essentinl that we ourselves do some
work on ity and to come up here on Monday would interfere with
our investigntion,  We have had a good many conferences on it
alveady, and we are trying to gain o more complete knowledge than
;\‘c have possessed. T should like to be heard on Tuesday with regard
o it,

The Cuamesan. T think Mr. Manson wants to eatch up on some
work and, if agreeable to the committee, we will adjourn the Income
Tax Unit feature of this investigntion until call. and not take this
up on Monday.
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If agreeable to the other members of the committee, I would like
to take up some prohibition questions on Monday, which we may
have ready at that time. I will confer with Mr. Pyle to-day, and
ﬁe ig he will be ready to proceed with the prohibition feature on

onday.

Sena{or Ernsr. I want to be here when the prohibition matters
are taken up, but if we go ahead with them on Monday, T can not
be here at that time, because the Judiciary Committee meets at
10.30 Monday morning. :

Senator Kine. I wiﬁ leave it to the Chairman. T um ready when-
ever he says. .

Senator ErNst. T suggest that it go over until Tuesday.

The Cramyan, We may not be ready to go ahead on Monday, but
I will take it up with Mr. Pyle. ’

Senator Ernst. When the prohibition matter comes up I would
like to be here.

The Caamman, I will let you know. We have a lot to do, and we
have to work pretty fast for the length of tir : that we have. We
may not be ready by Monday.

(Whereupon, at 11.45 o’clock a. ., the committee adjourned until
Monday, January 27, 1925, at 10.30 o’clock a. m.)



INVESTIGATION OF THE BUREAU OF INTERNAL
REVENUE

TUESDAY, JANUARY 27, 1025

UNITED STATES SENATE,
SELECT COMMITTEE TO INVESTIGATE
THE Bureau or INTERNaL Revenue,
Washington, D, U,

The committee met st 11 o’clock a. m., pursuant to call of the
chairman,

Present: Senators Couzens (presiding), Watson, Ernst, and King.

Present also: Mr. I, C. Manson, of counsel for the committee,
and Mr. Kdward T. Wright, investigating engineer for the com-
mittee.

Present on behalf of the Bureau of Internal Revenue: Mr, C. R.
Nash, assistant to the Commissioner of Internal Revenue; Mr. Nel-
son T. Hartson, solicitor Bureau of Internal Revenue; Mr. James
M. Williamson, attorney, office of solicitor Bureau of Internal Reve-
nue; Mr. S. M. Greenidge, head, engineering division, Bureau of
Internal Reverue; and ﬁer. Emil L. Koenig, appraisal engineer,
Bureau of internal Revenue.

Senator Jrwer. What are we going to take up this morning, Mr.
Chairman?

The Cyameaman. T think Mr. Hartson is going to present some-
thing in connection with the copper question. Is that right, Mr.
Hartson?

Mr. Harrson, Mr. Chairman, the request was made by me on
Saturday to be given the opportunity of making a statement at the
session on Tuesday, and following that request the chairman indi-
cated that we would adjourn subject to call, and that in the interim
prohibition matters would be taken up by the committee. Relying
on the statement that we would be called, Mr. Nash ard I have been
working on a report in the copper cases, but the call did not come
to us until 10 o’clock this morning, and we are not prepared to dis-
cuss copper, although there are some other things tgnt we can take
up, that are pending, and with which we could well occupy the time.

Mr. Nash and Y discussed, for the major portion of yesterday. with
Mr. Graton, whose nume was mentioned at the Saturday session of
the committee, the original or provisional valuations of the copper
properties. Mr, Graton was the engineer in the bureau in 1919
who made those original valuations. He is now, as I told the
committee some days ago, on the engineering faculty at Harvard
University. He went back last night to get certain data which he
himself has in his personal possession, which would throw light
on the reasons and t}le basis for his determinations at that time, as
well as the procedure that he followed in making the valuations.
It is disclosed that in the early days of determining such things,
the individual engineer did the entire work. Mr. Graton, I think
almost without assistance of any other engineers, valued the copper
properties at that time. .
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We agreed with Mr., Graton tentatively, and subject, of course,
to the approval of the chairman of the committes, to have him comoe
here on Thursday morning and explain to the committee what he
did, and to enlighten those who are interested as to just what took
olace.  Mr, Graton, of course, is really not the burean’s witness,
The bureau, as you know, changed his valuations in 1922, but left
them as final valuations, so far as the tax years of 1917 and 1918
were concerned; so that my only thought in having Mr. Graton
here—and I think the chairman would probably want to call him,
anrw‘ayu—-is to have him lay before the committee the basis for his
valuations, and, in fairness to him, I think he should be given thut
opportunity, because his valuations have been criticized very
severely. .

The Coramman, I am just wondering, Mr. Hartson, whether that
is not going backwards and will be a consumption of the time of the
committee. I have no particular objection to his coming here, but
1 do not see, if we are on the fundamentals of the two valuations,
just what is to be gained by having him here and tell us how he
urrived at those veluations whea both the bureau and the committee
agree that they were not proper valuations.

Mr, Hawrson. I think, Mr. Chairman, it is material to have Mr,
Graton heard on this matter for this reason: Criticism has been
made, and no doubt will be made, that the commissioner and the
secretary did not go back and change everything that Mr, Graton
did. We were asked by the chairman what our policy was to be
with regard to a change in the valuations of the copper properties
as they affected the tax years 1917 and 1918, Our answer at that
time was that decision had been made by the commissioner in 1922
by a memorandum approved by the Secretary, dated December 11
of that year, to revalue the copper properties and make such revalua-
tions effective for 1919 and the subsequent years.

Now, the query immediately arises, why was it not made eftec-
tive for 1917 and for all the tax vears if they were to be made for
1919 and later years? ‘

The Cuamaran, Can Graton advise us a¢ to that?

Mr. Harrsox, I think Mr. Graton can give the committee the
basis for his valuations, which was one of the reasons for the de-
cision of the commissioner and Setretary to leave 1917 and 1918 as
they were.

’lyhe Cuamman, I want to say that so far as the committee is
concerned, we have no objection to My, Graton appeaving here, but
the solicitor himself has said that he would not be the witness of the
bureau. If the bureau wants to put him on, we certainly would
have no objection. .

Senator Erxst. In view of the statement of Mr. Hartson, X think
it would be best to have him. ‘ ' .

Mr. Ma~son. I think it would be material for the committee to
know whether the bureau stands upon the valuations made by Mr.
Grimes or the valuations made by Mr. Graton as the proper valua-
tions of the copper properties. We have not criticized, and do not
intend to criticize, ns far as counsel are concerned, the valuations
iriide by Mr. Grimes.

The Cramman, Then, with that understanding, Mr. Graton will
come on Thursday morning?

Mr. Harrsox. On Thursday morning,
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FRIDAY, JANUARY 30, 1928

Ustren STATES SENATE,
Strect CoMMITTEE TO INVESTIGATE THE
Bureav or INtERNAL REVENUDE,
Washington, D. C.

The committee met at 10.30 o’clock a. m., pursuant to adjournment
of Wednesday, January 28, 1925,

Present: Senators Couzens (presiding), Watson, Jones of New
Mexico, and King.

Present also: i’lr. L. C. Manson, of counsel for the committee;
Mr. L. H. Puarker, chief engineer for the committee; and Mur.
Edward T. Wright, investigating engineer for the committee,

Present on behalf of the Bureau: Mr. A. W. Gregg, special as-
sistant to the Secretary of the Treasury; Mr. C. R. Nash, assistant
to the Cownmissioner of Internal Revenue; Mr. Nelson T, Ifartson,
Solicitor Bureau of internal Revenue:; and Mr. S. M. Greenidge,
head engineering division, Bureau of Internal Revenue.

The Cuamaan. Mr. Hartson, do you desire to put Mr. Graton
on the stand the first thing this morning?

Mr. Harrson. Yes, sir.

TESTIMONY OF MR. L. C. GRATON, MINING GEOLOGIST, HAR-
VARD UNIVERSITY, CAMBRIDGE, MASS.

('The witness was duly sworn by the Chairman.)

The Cuairsan. State your name and your occupation, please,
for the record.

Mr. Graron. My name is L., C. Graton. I am a mining geologist.

My, Harrson. My, Graton, where did you get your education as
a mining geologist? .

Mr. Graron. At Cornell and McGill Universities.

Mr. Harrson. Will you tell the committee the course of training
that yeu took and the degrees that you received ? '

Mr. Graton. I took a four-year program, specializing in chemis-
try and geology at Cornell, receiving a degiee of bachelor of science.
Mr. Harrson. What experience bave. you received since you re-
ceived your degree at Cornell?

Mr. Graron. After leaving Cornell with the batchelor degree, I
went two years to McGill, where I taught chemistry, but studied
further wining engineering. Then I returned for a special year

1686
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of graduate study st Cornell, and ae the end of that year I entered
the United States Geological Survey.

Mr. Harrson. In what capacity ¢

Mr. Graron. I started in as field assistant, and wound up as
geologist in charge of copper resources. :

Mr. Harrson. What duties did you perform while with the Geo-
logical Survey and where did those duties take you?

Mr. Graron. My duties were of two kinds; first, investigation of
the geology of mining districts in the western part of this country,
chiefly, and, second, T was given charge of the work in copper ve-
sources, under the Division of Mineral Resources in *he Geological
Survey, which took me to all the producing districts of importance
in the United States.

Mr. Harrson., What was the nature of your duties when assigned
to that work for the United States Geological Survey?

Mr. Graron. Our work consisted of & general inquiry into the
status and conditions of the copper producing industry. We were
charged with the collection and the compilation of all of the statis-
tics of the industry, an analysis of the conditions that affected pro-
duction, and exaumination inte matters of the cost of producticn,
persistence of ore with depth, the effects of the grade of ore on the

rosperity of the industryv, and conditions affecting selling price;
in fact, all the fundamental factors that have to do with the copper
industry.

Mr. Harrson. You were with the Geological Survey for how
long?

Mr, Graton. About six years.

Mr. Harrson. And what did you do when you left the Geologieal

Survey ?
- Mr, Grarox, T hecame seeretary of the newly organized Copper
Producers’ Association of New York. The title was secretary, and
the duties were those of manager of the organization.  Very <hortly
after that I wans appointed on the Harvard Mining School staff to
teach mining geology,

Mr. Harrsox. You said, “ Very shortly after that.” ITow long
a period ?

Mr. Gurarox. A few months after. T carried on the two connec-
tions ‘until the outbreak of the Fauropean war, when the Copper
Producers’ Association was dissolved. In the meantime T had
moved to Cambridge and had taken up more and more the work at
Harvard.

The Cuateman, What were your activities as secretary of the
Copper Producers’ Association? :

l&r. Graton. The Copper Producers’ Association virtually con-
tinued the kind of wor{c that T had been doing in the Geological
Survey in a somewhat more intimate and detailed way. They were
able to go into details to a greater extent than the Government felt
able to do. Tt was a general information bureau, in which the same
fundamental conditions as applied to the Government work ob-
tained, namely, the individual companies reported all of their data,
and the data of each were to be nssembled into totals, which only
were available to the members. The individual statistics and in-
dividual facts were never revealed to the committee or to any
member.

“
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The Cuarman. Did the statistics that you received relate to the
cost of production in the mines?

Mr, (gm'nm. No, sir; not te cost of production.

The Cuamman. Just tell us what the data were that you
sccumnlated for the producers?

Mr. Graton, The essential statistics were statistics of production,
consumption, export, destinations of the consumption, geographi-
cally and by kinds of uses, clectrically, for casting purposes, for
railronds, and for automobile consumption, etc.

The Cuamman. ‘Then, each of those reports that you reccived
from an individual copper company related to the amount of ton-
nage they produced, the particulur industry it went to, and 1 assume
the price it was sold at.

Mr. Graron. No.

The Cuairmax. Just the two former?

Mr. Graton. Well, 1 have tried to tell in general terms what the
statistics covered.,

The Cramryman. Yes; I understand, but you previously said that
this information was only available in the aggregate.

Mr. Graton. That is right, sir.

The Crameman, To the individual members of the association?

Mr. GiraoN. Yes, sir.

The Cixammaan. You yourself had access

Mr. Graron. To all of the Jetails: yes, sir.

The Cuamyax (continuing). To all of the details?

Mr. GratoN. Yes, sir.

The Cunamman. In other words, that is comparable to a bank
examiner employed by o clearing house of a city, who investigates
all the loans and all of the financial conditions of the member banks,
and is assumed only to pass ont that information in the aggregate,
But there is a source wllmre that detailed information may be ob-
tained if the employees of the particular agency are disposed to
give it out. Is not that correct?

Mr. Graton. I am not familiar with the benking business,
Senator.

The Crammmax. But, as a matter of fact, you did have all of the
detailed information, which was highly confidential?

Mr, Graton. Yes, sir.

Mr. HarrsoN. When you went to Harvard to go on the faculty,
what were your duties there?

Mr. Grarox. I took over, gradually at first, and within a couple
of years entirely, the instruction in mining geology.

Mr. Hanrson, Were you on the faculty at Harvard when the war
broke out?

Mr. Graton. Yes, sir.

Mr. Harrson. What war service did you render, if any?

Mr. Graron. The first thing I did was to enter the Reserve Offi-
cers’ Training Corps, and I was assigned to instruction in military
mapping, in consequence of my expericnce in mapping work in the
Geological Survey. While I was engaged in that work the mem-
bers of the War Industries Board, who had to do with supplying the
Government with copper, found that the industry was pot suffi-
ciently centralized in its organization to function most efficiently,
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and therefore suggested the organization of u committee, to be made
up of the important producing units, the important producing com-
panies, whicﬁ would function with the War Industries Board for
the supply of copper. That committee was organized and went into
existence; it went to work, and it soon became evident, that some one
independent of the producing interests would be desirable, both from
the point of view of the copper companies and that of the War
Industries Board; so both sides came to me and asked me to take
over the management of that committee, which I did. T continued
with that work until several months after the armistice, when ail
of the adjustments that were involved in the war contracts were
settled up.

Mr. Harrson. For how long a period of time did you serve in
that wuy? '

Mr. {xraToN. Just one year.

Mr. Harrson. Just a year?

Mr. Graron. Yes, sir.

Mr. Harrson. That service terminated in May. 19194

Mr. Graton. In April, 1919,

The Cuamman. Excuse me. Mr., Hartson, but 1 min interested in
the matier of that producers’ associantion. What rercentage of
copper production of the country was represented in that producers’
association?

Mr, Graron. Do yvou refer to the first association that T men-
tioned, sir! ‘

The Cumamstan. I do not recall that you mentioned more than
one producers’ association.

- Mr. Graron, Well, the War Indastries Committee was a pro-
ducer’ committee.

The Cramman. Yes. : .

Mr, Gra1oN. But you refer to the first one?

The Caamman. Yes, sir.

Mr. GraroN. That was a voluntary association that covered sul-
sstantially the entire copper-producing industry of the United

tates.

‘T'he CriatemanN. Where was it located ?

Mr. GraroNn. In New York City.

16 Cuameman, How long did you say it was in existence hefore
it disbanded ?

Mur. Graton. From the beginning of 1909, or thereabouts—I think
it was February 1 that I began work—until the outbreak of the
European war. About the Ist of August, 1914, it was voted to
suspend all statistics. Business, of course, was demoralized in all
the markets of the world about the beginning of 1915, and the
association was dissolved.

The Caarman. All right, Mr. Hartson.

Mr. Hakrson. What did you do then, Mr. Graton, after you left
the war industries work in April, 1919¢

Mr. Graton. I returned to Harvard, sir, to take up my work.

Mr. Hartson. Did you thereafter become associated with the
wark of the Bureau of Internal Revenue?

Mr. Graton. Yes, sir.
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Mr. Harrson, Will you tell the committee the circumstances under
which you took up your work with the bureau{

Mr. GraTon, Dr. Ralph Arnold, who had long been a friend and
collengue of mine, and with whom I had been associated for a num-
ber of years in the geological survey, had been, during 1919, and I do
not know how much earlier, in charge of the work in the Revenue
Burenu relating to mineral vesources, his particular specialty being
oil. 'The same week that I returned to Cambridge from: the ter-
mination of my work in New York for the copper comunittee I
received a telegram from Arnold asking if I would undertake the
valuation of the copper mines of the country in the Revenue Bureau
for the purpose of determining taxation.

As I remember it, the telegram indicated that Commissioner Roper,
with whom Arnold had talked, was anxious that I undertake the
work. . That is the first 1 ¢ver heard of Commissioner Roper. I
replied that I was not interested in the matter. I had already ended
my regular program of work for the war. and I was glad to be home
to take up the threads again.

After a number of telegrams, at a rapid-fire rate, within the course
of a couple of days. between, first, Mr. Arnold and myself and then
Commissioner Roper also, T finaliy went to Washington, at their
argent reguest, and with a good deal of reluctance, expecting abso-
lutely to decline or refuse to undertake the work. I went simply
hecatise it did not seem courteous to do otherwise.

I was m t by Doctor Arnold, who took me to the commissioner,
wlio was very anxious thut 1 undertake the work. From there ]
went to Mr, Callan: at least, the commissioner sent me to Mr. Callan,
who was asststant to the commissioner. and in charge of the revenue
work of the Income Tax Unit, who likewise et forth at lengrh the
difficalties of the job, and told me what he had learned as to my
peculiar fitness to handle it and papressed upon me my duty to the
Governiment and to the industry demanded that T undertake the
work.

Mr. Harrsox. My, Graton, if T may interrupt vou at that point,
during those conferences that yvon held with Commissioner Roper
and My, Callan, was it made plain to vou the exact nature of the
work that you were to engage on if vou came into the burcau?

Me. Grarox. In general terins, yes. sir; in specific term, no.

Mr, Hawvrsox, What was the general nature of the duties that yvou
were asked to perform in the bureau: what was the task thut they
put upon vou to do?

Mr. Grarox. The task was to value the copper mines. That is, in
briefest terms, the job that [ was given to do.

Mr. Haxrsox, In other words, it was made plain to vou, then,
that if you came into the bureau it would be for the purpose of valu-
mg the copper properties?

Mr. Grarox, That was it ves, sir. .

The Ciammax, As of any particular date, or was it the value at
the moment ?

Mr. Grarox. No; at whatever dates would be concerned with the
application of the tax laws. The dote of most general application
was March 1, 1913, but there were valuations required as of earlier
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dates in cortain instances, and numerous valuations of a later date,
but the grest nnumber were for 1913,

At the end of that series of conferences here T had weakened te
the exteat of promising Mr. Roper that 1 would congider the matter
carefully; T would ascertain wrmther it would bo possible, without
serious prejudice to my own position and to the welfave of the work
with which I was charged at Harvard, to again seek leave for a con-
siderable prriod, and T wonld let him know.

I returned to Cumbridge, and it was properly seen-to by all of
them, by the commissioner, his assistant, and by Doctor Arnold, that
I was not permitted to forget what they tried to impress upon me
as to my duty. .

Two or three weeks after that I capitulated further to the extent
of coming aguin to Washington and talking with slr. Roper, Mr,
Callan, and Doctor Arnold again, as well as some others who were
then in the burean, and at that time. which 1 think was about the
beginning of May, 1 finally consented to undertake the work,

1 came down here as soon as 1 could ¢lean up my own affnirs, alout
the middle of June, 1819,

Mr. Hanrrson, What duties did yeu immedintely engage upon
when you came into the bureau!? ~

Mr. Gratown. 1 found, somewhat to my surprise, and a good deal
to my disappointment. that there was no method or procedure es-
tablished by which mines could be valued. A procedure had heen
established by which oil wells could be valued.

The Cinarman. Is not that fairly well set out in the aflidavit that
you made in the Chile Copper Co. case: T menn that statement as
to the condition of the work in the burean?

Mr. GraTton. I think it probably iss yes, siv,

The Cuamman. I am referring to the affidavit that you minde,

M. (iraron. Yes, sir.

The Citamman, For the Chile Copper Co,

Mr. Graron. That was made for the Anaconda Co. and made at
their request, and then incorporated. 1 believe, in the brief that they
presented after they purchased the Chile Copper Co.

The Ciairaran, At whose request was it {that yvoun made this afli-
davit for the Annconda Co., and afterwards incorporated in the
beief in the Chile Copper Co, ense?

Mr. Giraron. It was at the request of the Anaconda Co,

The Ciamyan, Were you in the employ of the Anaconda Copper
Co. at that time?

Mr., Guraron. No. sir,

The Chamaan. Did you receive a fee for your serviees in that
connection 4

Mr. Graron, Yes, sir.

The Cramman. If not inconsistent, will you tell us what fee vou
Jreceived for making that aftidavit?

My, Guaron. 1 veceived $100 a day.

The Ciraeaan. How many days were yvou engaged in making that
aflidavit?

Mr. Graton. I left Colorado and returned to work in Michigan
and I charged them for 12 days-—$1.200,
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The Ciamman. Then, did the Chile Copper Co. pay anything for
reproducing it or did that come jn as a part of the assets of the Chile
Copper Co. when the Anncondda Copper Co. purchased it ?

Mr. Graton. L told you all the money that I rveceived, siv. 1 did
not know that the affiduvit was to be incorporated; I did not know
how it was to be used, except that it was to be sent to the Revenue
Bureau in connection with the testimony that 1 gave at o hearing
in June, 1922,

My, Hawrson. Arve you throngh, Mr. Chairman?

The Chnairaran. Yes,

My Harrson. Do T understand you to say, Mr., Graton, that the
fee that you testify you received was for the muking of the afliduvit,
or was it for your expenses that you were put to by reason of the
time it took to prepare the aflidavit for themd

Mre. Guraron. I was working in Colorado at the time at $1560 a
day, on mining work, which had nothing to do with taxation. 1
had to leave that work, and when Me. Evans, of the Anwconda Co,,
asked me about compensation 1 told hine that if they would pay
me wy extra expenses of teavel T would be satisfied, and My, Evans
siid he felt it was entively unfair to take me away from my earn-
ing work; so 1 chavged them a fee of $100 o day instead of $150,

My, Hawrson. During the period of time that you wers engagred ¢

My, Grarton. During the time that 1 lost from other earnings. In
other words, T lost $600 by coming Lnst.

My, Hawrson, This athdavit was made in 1922, was it not? It
is dated July 3, 1922,

My, Graron. Yes: that is vight.

The Cuamaan, That was after you had completed provisional
valuntion of the copper properties?

My, Graron. Yes, sir,

The Cnanoran, And included in that provisional valuation, of
course, was the valuation of the Anacondn and Chile Copper Co,
properties?

My, Grarox. T oassisted in the valuntion of the Ansconda and was
chietly responsible Tor the provisional valuation, which 1 left in the
burean, und I was entively responsible for the valuntion assigned to
the Chile Copper Co., as left in the bureau at the time 1 left the
Government service. The interest of the Anaconda Co. in the Chile

Yo, in 1922, so far as 1 know, did not exist,  Certainly, the purchase
of the Chile Co. by the Mnaconda Co. was not i my knowledge at
the time. My mpression is it was made after that,

Senator Kixe, Prior to your eneployment in the buveau, had von
been in the employ of the Anaconda Co. or the Chile Co. or of any
of the persons who were the principal stockholders or directors of
cither of those companies?

The Coamsiax, 1 might say to the Senator that before he came
in the witness testified that he was seevetary of the Copper Pro-
ducers’ Association, in which all copper companies were mterested,
in vears previously,

Senator Kiva, [ see,

Mr. Guaron. 1 had also done a very iavge mmount of geologicnd
work for nhont 20 of the lavger companies,

Senator Kina, Including the Anacondn Co.?
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Mr. Graron. Tncluding the Anaconda Co.

Senator Kixa, And the Utah Copper Co.?

Mr. Graron. In connection with a scientific investigation, which
was. as a matter of fact, interrupted by the war, but for which those
companies furnished the necessary financial support, on the under-
standing that T was to receive no compensation. I did receive travel-
ing expenses for all of the field work, and I did later receive $4,000.
which is all that I have ever profited from about six solid years of
intensive work. :

M Mansox. That is, while you were employed as secretary of the
Copper Producers’ Association?

Mr. Graron. That began during that time; yes, sir.

Senator Kixe. Of rourse, vou received pay as secretary !

Mr. GraroN, Yes, sir. 1 had $6,000 a year as secretary,

The Crammyan. Were you under compensation at Harvard during
the time that you were secretary of the Copper Producers’ Associa-
tion*

Mr. Graton. Yes, sir.

The Cramman, And also while you were in the War Industries
Boarad?

Mr. Grarox. No. sir,

Mr. Harrson. Mr. Graton, you had gotten to the point of telling
the committee about the duties that you were immediately engaged
upon when vou went into the Bureau of Internal Revenue. I
would like to have you continue from that pomnt and give the coni-
mittee an understanding of what the conditions were with regard
to the valuation work thai had already been dove. if any, and what
it beeame necessary for vou te do, and what vou actually did de,

Mr. Grarox., Well, as T said, T found that there was no egeneral
procedure established for mine vahution. 1 think a few iron mines
and some lead and zine mines of rather small importance and short
life. that came into existence mushroomlike in consequence of high
war prives, had been assigued specific valuations by an engineer who
had been in the bureau ahead of Doctor Arnold. but those were valu-
ations which T never saw and with which T was never concerned. so
far as I could ascertain were taken as they came, one company after
another, and settled in what seemed, I suppose, a fair way to deal
with each particular company: but, so far as I could gather——and I
senrched the records for general instruction and guidance pretty
carefully-—there had been no general policy or no general procedure
established.

The valuation of the copper mines. of course, was a very important
matter, and I felt that it would be quite unwise to begin uponr any
without having a very definite basis and standard established by
which to value them all,

Furthermore, I realized that there was no one then in the burcaun
who had any capability whatever to pass upon this question, and I
felt that it was absolutely vital, from the standpoint of fairness and

finality, and, as a matter of fact, in self-protection, that the commis- |

sioner and My, Callan should know exactly the basis on which the
valpiations would be made, and should have apportunity not only to
pass their own judgment upon that basis, and, it they deemed wise,
subject the proposed basis to any expert and professional counsel
or jury that they might want to engage.

-
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So my first effort, really, after an initial survey of the general situ-
ation, was to set about the formulation of a general procedure for
valuation. )

Mr. Harrsox. Had there been any of that work done. Mr. Graton,
by anybody in the buresu prior to your coming into the bureaut

Mr. Grarox, There had been no work of that kind, so far as 1
know. done with respect to copper by anvone who could claim gualifi-
cation for the work. The revenue agents had. in many instances,
nnde comments on valuations submitted by the taxpayers and in
some instances had substituted so-called valuations of their own,
which bore all the marks of amateurism, and which showed con-
clusively that they were made by people who did not understand at
all what a copper mine is or how its value is measured.  With that
exception, sir, there was no procedure established, and nothing had
been done.

Mr. Hanrsox, What was the status of the tax liabilities of the
various copper companies when you came into the bureau with
regard to the determinatior of any additional assessment that might
be determined to be due from those copper companies? I am speak-
ing in general terms now,

Mr, Graron. In general T was not concerned whatever with the
tax, Tt was outside my province to compute tax. 1 kept away from
it for varions reasons, partly because it was outside my province,
partly because T did not claim any familiarity whatever with the
machinery of the specific tax-computation operation, involving moye
or less complieated schemes of the various brackets of surtaxes, and
so forth, and for as weighty a reason as anv, beeause T did not want
to have any bins whatever upon my actions. L did not want to feel,
after having reuched what seemed to me a sound and proper valua-
tion, that if that valuation were to survive the Governient would
get more taxes or the Government. wonld fose taxes.

My, Harrson. Now, Mr. Graton, I think my question—1 kmow my
guestien did not bring out what I had in mind.  Up to the time that
vou came into the burean did the taxes of the various copper com-
panies rest solely on the valuations of the copper properties made by
the companies themselves!?

Senator Kixa, Would not his answer—if T may be pardoned for
interrupting—that he found these amateurish assessments or valua-
tions which had heen placed upon =ome of the properties by ngents
give a partial answer to that question?

Mr., Harsox. It is quite possible, Senator, that, although the
agents reported their own opimion as to valustions, those opinions
never had been carried into the computations of the additional tax
which might be due and that therefore no additional tax had been
pssessed, even though these agents had reported.

Mr. Grarvox. 1 can speak about that only in general terms {from a
more or less inctdental lot of impressions that 1 got from contact
with others in the burean.

I think vour statement is essentially correct, sir, that the com-
panies had paid for prior years—certainly for 1916 and certainly for
1917, and 1 suppose certainly for 1918—at that timne, in Jane, 1919,
had gmid tax based on their own computations of valne, and I wonld
be of the opinion that, in the wain, no further tax had been paid by
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them up to the time of my work and that, in the main, no further
levies had been made, although T think it is probably true—1 think
it 15 true—that in certain instances the revenue agents who had
examined the returns had computed o new statement of tax on the
basis of the valuations which seemed to them appropriate.

The Crammax. When you started in to value the Aanaconda
Copper Co.’s properties, for example, did you have at hand the
valuation put on by the company itself?

Mr. Graron. Oh, yes, sir. :

The Crairman. Is that true of all the companies that you valued?

Mr. Graron. That is true of substantially all; ves, sir. There
were certain instances in which the data furnished Ly the company
up to that time were very incomplete indeed. TFor the most part
those were small companies. Tn general, the data afforded by the
companies was fairly complete.

The Cuarkman. 1 do not want to get ahead of the solicitor, but
I was just wondering if you couid state generally whether there
was much difference between the valuations as claimned by the com-
panies in their tax returns and the valuations that you placed on the
properties.

Mr. Graron. There was a difference; which ranged from slight to
considerable.

Senator King. Higher or lower? :

Mr. Grarox. Both ways, sir.  On the day that I left the bureau
I transmitted a memorandum to Mr. Callan, outlining as fully as
seemed appropriate and necessary what I had done, and I have a
copy of tﬁat, which T will be glad to submit if vou think it proper,
in which I summarized my findings in very general terms, about,
as I recall. to this effect, that the valuations placed v the companies
themselves on their properties were in the majority of instances of
the same general order of magnitude as the valuations to which my
findings led, and that, in general, the companies’ own valuations
were not very far from the vajuations ot which I arrived. T pointed
out that in a few instances ¥ had raised the valuations and in a
majority of instances I had reduced the valuations. T was surprised
to find how much I had reduced the valuations in some cases cited
as typical by Mr. Grimes. ,

he Cramraran. At this point I would like to ack who marked
these valuations “ provisional ”?

Mr. Graron. T did. sir.

The Cuantsran. Did vou mark all of them * provisional ™7

Mr. Hanrsox. Senator. if I may interrupt here, if the Senator
has no objection. I would like to bring the witness to that point a
little later on. It is coming out in an orderly way, and T think we
can get the picture before the committee a little hetter if we go
shead as we are and not. gret aliead of our story.

‘The Coamwan, The Chair has no objection.

Mr. Hawrsox, Me. Graton- -—

Mr. Grarox, If yvou do not mind. T should like to complete my
answer to the other question, which was this——-

My IHaerson, Yes,

Mr, Grarox. Mr. Grimes set forth in a memorandum of 1922,
which the Revenue Bureau has been kind enough to let me see just

-
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now, a comparative statement relating to four companies that he
has selected as typical, and his conclusion is that the tax reported
on the original returns by the four companies was $2,160,000 and
the tax with the provisional basis of valuation, which I gather from
the preceding tabulations is the tax for those four companies, was
computed on the basis of the provisional valuations which I made,
£6.690,000, something over three times as great.

As I say, T was surprised that my valuation resulted in such an
increase in tax. As a matter of fact, I never figured through in any
instance the tax of any single company. I did not know what its
effect would be. .

The Cramrman. What are those companies that he is referring to
there !

Mr. TLartson. These are the Utah Copper Co., the Chino Copper
Co., the Nevada Consolidated Copper Co., and the Inspiration Con-
solidated Co.

Senator Kine. That would be the aggregate to be paid under your
assessmient of those four companies?

Me, Gearon. s I gather here, that is the comparative statenient
of the total tax of those four companies in 1918, as computed,
first, by the companies themselves, au(‘. secondly, on the basis of m
valuations. Just what basis Mr. (Grimes has for selecting those parti-
cular four companies, I do not know; further than that they are
fairly tvpical, I have, at the moment, no wa, of judging.

Senator Kixa, Well, if I may be permitted, if Mr. Grimes’ state-
ment with respect to these four companies is correct, and those four
are tyvpieal of the others, then your statement to me a moment ago
thut the valnations which yvou placed upon the mines were sub-
stantinlly the veluaiions placed upon them Ly the mine owners,
wonld not be reconciluble, beeause this provisional valuation which
you have placed upon these four companies increased the tax from
$2.000.000 plus, to $6,000.000 plus, so you must have placed the
valuation for taxes much different frem the valuation of the com-
panies.

Mr. GinaroN, Lower than theirs: yes. sir.  In general, that was
the trend. without any doubt. My valuations in general were lower
than the companies’ valuations. T would like to tell vou what
changes I made from those which the companies, as a rule. fellowed,
which resulted in my valuations being lower than their own.

Mre. Hagrson, Do vou knoew swhether your valuations generally
resulted in an additional tax or not!

Mr. Graron. 1 do not know, siv,

Mr, Hawrson, You did not follow through to find out what the
effect of the valuations was!?

Mr. Gasron, No.

My, Thaereox. You have now gotten to the point. Mr. Graton,
where vou were determining the general plan which would be con-
sistently followed as a method of valuing copper company proper-
ties’ 1 would like to have vou go on from that point and tell the
committee what vou did, indicating whether vou had any assistance
in this work.

Mr, Grarox, The thing to which T really gave attention was the
completion of o program which Doctar Arnold had set, but which
he dropped, namely. the formation of a teehnical stafl in the bureau,
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with competent engineers, to take care of the other related products--
pold, silver, lead, zine, conl, ete. With frequent conferences with
Mr. Callan, I started to help to do that. In fact, Mr. Callan and 1
went to New York to consult with Mr. Pope Yeatman, who had been
in charge of the nonferrous metals work in the War Industries
Board and had made a very preat success and had impressed every-
one with his ability and his judicia! qualities, his lifetime experience
with it being well known, of course. We had hopes of persuading
Mr. Yeatman to come and take charge of the entive mining-valuation
program, and I would presume, with this approval, he would tuke
care of the specific valuation with respect to copper. Two outstand-
ing members of the Geological Survey. specifically familiar with
individual specialties—Mr. Siebenthal with lead and zine, and Mr)
Harder with iron—were virtually engaged. The Civil Service Com-
mission had been called upon for their transfer, and all the pre-
liminaries undertaken, when, for some reason which 1 never under-
stood, that was called off. The consequence was that 1 was left
virtnally alone in that work for some time, sticking, as 1 did. to
copper only.

Some time later, J. C. Dick, a mining engineer from Utah. whom
I had known for many vears previously. learned that men were
needed, and came and offered his services to Mr. Callan,  He was
sent over to me, and I welconed Dick with a good deal of satisfac-
tion, and we went to work. 1 suggested that he tako over gold and
silver, which he did, and in the course of my own work on copper
valuation, which eventually became pretty pressing, so that I was
working day and night, and hardly keeping even, even then. 1 sug-
gested that Dick take over some of the important valuations,

The Cramyax. Some of the mmportant copper valuntions?

Mr. Graton. Copper valuations, yes, purtlv as an independent
check, and parily to get the jobs out without my breaking down, as
I was reaily working too hard, and Dick, as a matter of fuet, did
submit three valuations. which were either his work wholly. or a
combination of his work and miue. but they went in over his signa-
ture. perhaps with my initials added.

Mr. Maxnson, Do you recall what companies those were?

Mro Gearox, Those were the. Utah Copper Co.. which is one of
those ineluded in the four that T have wentioned. which Mr. Grimes
selected—-the Phelps-Dodge--1 think unot all the holdings of the
Phelps-Dadge. because 1 believe 1 had part in the valuation of one
of them, the Copper Queen, and the third company that Dick hand-
fed was the Calumet, Arvizona, as well as the Bisbee. Arizonu.

In the conrse of time I had formulated what secrued to be a cound
and reasonable and applicable method of mine valuation. In the
course of that formalation 1 had been in frequent conference with
Mr. Callan. with the commissioner. and with Dr, T. 8. Adams, who
acted as a sort of technical adviser to the burean—technical in the
sense of his being an expert in taxation but not an expert in engi-
neering. That procedure was put in the shape of an ordecly nieno-
randum, which I submitted in writing to My, Callan, to the commis-
sioner, to his assistant, to the head of the technical sections, and
asked each one of them to criticize it fully and drastically, and to
stubmit it to anyone or any group of persons or engincering or ex-
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perts whom they felt qualitied to pass upon its validity, and, eventu-
ally. if enough of it remained after such treatment, to return it to me
with all the changes indicated which they thought necessary. As
a matter of fact, it went to each of the men 1 have specitically men-
tioned and, so far as L know, they did not think it necessary to sub-
mit it o anvone outside the bureau; but whether they did or not 1
do not know. At any rate, it was returned to me with a few sug-
gested changes, which were mainly or terminology. and which, and
which concerned very largely the introductory section, which was a
statenient of general policy. i

In short, the program was returned substantially as 1 had sub-
mitted it. with permission to present that as a formal paper before
the annual meeting of the American Institute of Mining Engineers
at Chicago in 1919, where T hoped it would have the effect of doing
two things: Ifirst, show industry in general and the mining industry
in particulur that the burean was making an earnest effort to do its
heavy job in a businesslike and fair way, because Mr. Roper’s atti-
tude was very straightforward indeed; and. second, to secure, so far
as possible, an attitude of cooperation on the ]imrt of mining com-
panies whose officers und engineers would attead that meeting at the
time when the confevence regarding the specific settlement of taxes
were to be had.

I gave that paper—it aroused a great deal of discus~ion—and after-
wards the commissioner gave me his express approval for its publi-
cation in the transactions of the mining institute, which had asked
me if they could publish it.

So far as I know the principles involved in that programn have
not been assailed by anyone competent to be entitled to an opinion
apor mine valnation; and, furthermore, those principles are justified
by the practice of ail reputable mine engineers and mine valuers,
and those States which have undertaken to volue the mines in a
scientific and equitable way have emploved engmeers to do that val.
nation who subseribe wholeheartedly to the prineiples T used and who
have, in effect, ured those same principles and methods in arviving
at the valuations for the States. The same principles, o faras [ ean
gather, ave now being used by Mr, Grimes and bis associnies, and the
principles themselves, so far as T can see, are unaxsailable from any
standpoiut.

The Crarryan, Does the solicitor mind if T ask a question at this
puint?

Mz Hakrsox. Not at all, Senator.

The Cuamman. 1 have heard a great deal about this principle,
and I read in your affidavit that:

It was evident thut there was only one sound geaeral method of mibne
valuation applicuble, namely, the present value methed, which is the one
method of mine valuation described in all standard textbooks on mining and
tollowed in professional practice genernlly,

That is, in substance, saving that water is water: but do not the
factors entering into those valuations determine the value of the
method or the influence that the method has upon the results?

Mr. Graros. Yes. sir; very much.

The Unawman. This statement does not mean anvthing wunless
vou determine the factors, does it?
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Mr. Grarow, It means a good deal, =iv, to one who has the back-
ground that existed at that particular time, as 1 did, which was this:
This method to: which 1 l'(:%(‘l‘ had been used by the preat mmjority
of companies in setting up their own value us of 1913, The use of
that method had been very severely critictied in the bureau by
members of the organization, most of whom had left the ovganiza-
tion by the time I entered it. 'This method, which 1 insist is the
only method of valuing a mine, just as weighing a picce of beet-
steak is the only way of finding how much it weighs, was under
very great suspicion when I entered the bureau.

The Cuannan. ¥or what reason?

Mr. Graron. IFor the reason that it resulted in valuations that
looked high to people who did not know anything about what a-
mine should be worth, and for that reason alone.

Mr. Mansox. In that connection you have used the expression,
“What a mine should be worth.” ‘Were you trying to arrive at
what the mine should be worth or at the market value of the mine?

Mr. Grarox, T do net recognize any distinction, sir, '

Mr. MansoN. That is all.

Senator Kina, Well, there is, is there not?

Mz, Grarox. I do not recognize any, Senator.

Senator Kixa. But there is, as a matter of fact?

Mr. Graron. Perhaps you can show me, but I do not recognize
any. I really do not.

Senator Kine. Do you say that the market quotations of mining
properties are always coincident with what you say is the real value!

Mr. GratoN. No; market quotations of shares of the company, 1
think, have been shown in so many instances to be um‘elia{)lu and
incomplete indexes of the value of the property which the tax law
said must be determined.

Myr. Manson. Did not the tax law say “ market value?”

Mr. Graron. It said the fair market value of the propertys ves,
It did not suy anything about the shares of the stock og the company.

The Cuamrnan. Would the fair market value of a piece of prop-
erty be determined by the fair market value of a piece of property of
like nature contiguous to it?

Mr. Graron. 1 am afraid T do not quite understand the question,

The Cuamman. Would the sale of a piece of property next to the
property which you are valning, they both bemg under the same
rreneral conditions, be a basis of arriving at the value of the property
that you had under consideration?

Mr. Graron. No, sir. The situation in mining property is very
different from that existing in connection with oil wells,  Mines are
so unlike that yvou can no more arrive at commensurate values by
comparisons than you can say that you will pay $15 a weck to one
boy, and therefore you will pay $15 a week to his brother, Their
ablities, their capacities, may be very different, indeed.

The CiraiemaN. There are no exact conditions existing as between
these two mines?

Mr. Graton. No; I will not say that, but the number of counditions
of fandamental importance that vary is so great.

The Cuamaan. Then, you evidently did not understand mny ques-
tion. I said two pieces of property identically alike, and next to

.
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each other or contiguous to each other. Would the sale of one be
the basis for the value of the other?

Mr. Graron. I they are alike, then, obviously, the sale of one
would be, at the appropriate date; and ought to be, and could not
help but be, an index of the value of the other. DBut to take a spe-
cific illustration, the Miami Co. and the Inspiration Co. mine adja-
cent are a part of a single geological ore body. That ove body is
as nearly uniform as almost any kind of ore body that one can imag-
ine. 'The valuer of those two mines, arrived at by any reliuble method
and by the use of any reasonable factors in that method, are bound
to show a very great diflerence. Kor one reason, the portions of
the ove bodies which the two mines have are unequal. In the second
place, the Miami end of the ore body is of somewhat richer grade
than the Inspiration end. The method of mining adopted by one
is & different method than that adopted by the other, and, in conse-
quence, different expendituves for eapital and different costs for
operation result in a ditference in the judgment of the management
in the first place.

The Cramman. In connection with vour statement, did the
method of producing the ore enter iuto the question of valuation?
If a given mine had an improved method, & more up-to-date method
than another mine, would you give it a higher or a lower valuation?

Senator Kine, Assuming the same richness in the ore bodies?

The (‘mamyax. Nog 1 do not want to melude that assumption, I
want that out of the question, because he says there are no two
exactly alike. e refers to the method of producing as a factor,
and I want to know what that factor did in determining the value
of the property.

Mr, Graron, That factor is inevitably of consequence.

The Cuamyax., Which way, though—of consequence, which
way ! ‘

Mr. Gryrox, In the logical wayv, namely, better management yields
greater value, and the reason that that is true is this, that hetter
manazement is reflected in a past history of greater profit; lower
costs, therefore greater profits,

The Cuamxaas, That is just what T tried to prove in another
hearing. that the more etlicient and the more competent the man-
agemeni the less the tax, although the more able they are to pay;
and the loss eflicient the less cempetent. the more the tax, because
of the lesser value of the property.

My, Grarox, To some extent 1 think you arve right, but I think
there are clements in there in your present statement which you
have overlooked, sir.

The Cuatrman., Well, speaking generally.

Mr. Grarox., You say the more competent the management the
less the tax. That certainly is not true in general. The more com-
petent the management the greater the profit, and the greater the
meoine, and therefore the more the tax,

The Crakstax. Mayvbe I did not state that correctly, T should
have said value, perhaps.

Mr, Grarox, The more competent. the management, other things
being cqual, the higher the value, not because there is any necessity
of applying the human factor of judgment in the management, but
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heenuse the better management is veflocted in terms of history, in
terms of avithmetie, recorded in the reports, the outcome of the
cmn{mny, and submitted in connection with the compuny’s data to
the Revenue Bufeau.

Mr. Manson, Following out that, the more efficient the manage-
ment, the greater would be the deduction for depletion per ton of
ored

Mr. Graren. Per unit; yes, sir.

Mr. Manson. The same thing would be true in respect to the
adequacy or inadequacy of capital? :

I\?r. Gg;mmw. That is quite true,

Mr. Manson. Yes. In other words, the mine that is adequately
capitalized and has adequate equipment would receive a greater de-
duction per unit of ore mined than a mine that was inadequately
capitalized ?

Mr. Graton. That certainly is true, and those same factors govern
absolutely in the valuation of mining properties for absolute sale,
quite independent of taxation purposes.

Senator JonNes of New Mexico. How did you fix the value of a
mine, then, that is not being operated at all and where you did not
know how it is going to be operated, whether efliciently or not, or
whether undercapitalized, or what? :

Mr. Graron. 1 will undertake te answer that question to the best
of my ability, if you wish; but 1 pointed out that in general, that
question did not confront us because we were valuing mines that
were already operating.

Senator Warson. Well, this is hypothetical, Professor.

Mr. Graron. Aud mines that were making a profit and therefore
subject to taxation, you see.

In general, sir, the procedure for such a case involves, instead of
the use of records of past operations and findings, the best estimate
that can be made as a substitute. Such development as has been
done up to that time 15 appraised as to its probable outcome when
further pursued. The costs are estimated on the basis of what sub-
stantially similar operations arve doing elsewhere, and, to some
extent, judgment is endeavored to be reached by carveful appraisers
as o wfxat the particular management that has been chosen, if the
wanagement has aiready been chosen, would be likely to do on the
basis of what that management has done in its previous capacities,
If a brand new lot of people are at the helin, the entire enterprise is
looked upon as far more questionable as te outcome,

All of those estimates are then discounted for a factor of safety
by the use of a very high profit-risk rate of return, in some cases
reaching to 50 per cent, and perhaps, under very exceptional cases
of risky nature at every angle, even greater than that, which means
that you are almost demanding that your money be brought back
to you as fast as you let go of it.

Senator Jowes of New Mexico. What T am getting at is this:
Would a piece of propertfl have a greater market value with respect
to one person than it would with respect to another?

Mr. Graron, If I understand you correctly, this is your question:
Would a given property have a greater value to one person

Senator Jones of New Mexico. No; I mean a greater market value.
Market value is what we are talking about,

.
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Senator King. In the hands of one person than in the hands of
another

Senator Jones of New Mexico. Yes.

Mr. Graton. I think it probably would. 1 am sure of this, that
for the majority of successful and profit-making mines, those mines
are worth more to people who own them and have been making them
snceessful, than they are likely to be to anybody elsc.

Senator Jongs of New Mexico. That was not my question,

Mr. Graron. Then, I did not understand the question, sir.

Senator Jones of New Mexico. “ Market value,” legally speaking,
is understood to be a fixed thing, and I want to know if, in the ap-

lication of this term “ market value ” as used in the statute, you gave
it a different meaning, depending upon the person who had control
of the groperty?

Mr. Graton. No, sir.

Senator Joxes of New Mexico. Then, my question is: Has a piece
of property a greater market value in the hands of one person than it
has in the hands of another?

Mr. Graton. The market value?

Senator Jones of New Mexico. T um not speaking of values. Tam
speaking of market value.

Mr. GraTon. Again, I say I do not recegnize any distinction be-
tween value and market value.

Mr, Maxson. In making these valuations you did not recognize any
distinction between the utility value of the property to the owners
and the market value of the property us a merchantable thing?

Mr. Graron. I do not recognize any such distinction. No: I do
not believe there is any such distinctien. If sirloin steak is worth
30 cents as the market value, then it is worth 30 cents a pound. Its
value is worth 30 cents, and you can not reach any other fignre than
30 cents for it.

The Ciamman, The purchaser of that steak may be able to get
more out of it than sonie other pirchuser might be able to get out of
it, because of a greeater ability to cook: but T say vour own state-
ment indicates that you have given a greater value to properties be-
cause ol the management, which, in substanee. is what Senator Jones
includes in his question—because of the individual owning it. than
vou give to some other property beeause another individual owned
it, and that individual was not =0 competent to manage it as the other
individual was.

Mr. Grarox. T do not want to be thought to say that my coneiu-
sions as to value were determined in any respeet by the particular
importance and character of those who owned the property.

The Crammax. No: I undevstand that, and I think the com-
mittee nnderstood that.

Mr. Grarox. But only by the results which. under the existing
management, the property had been able to reach,

Senator Kixa, In determining the value, vou did not assume con-
tinuity of ownership in the respective individnals or corporations,
did vou?

M. Grarox. T was valuing when the ownership was fixed. Now.
if they decide to sell it, and some other ownership comes in later,
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then a new value might conceivably be established in this other man-
agement, this new management, which may exceed or fail to veach
the vesults of the former management.

Senator Warson, Let mae ask vou this question. Tt s hvpothetienl
altogether, and therefore academic.  Suppose John D, Rockefeller
owns a piece of property in New York City, and sappose Bill Smith
owns one just hike it, adjacent to it. Does the fact that John D.
Rockefeller owns that picee of property enhance its value above the
one that Bill smith owns right by it, and which is just like it?

Mr. Grarox. I would be welined to say offhand, no.

Senator WarwoN, The psychological effect ?

Mr. Graron. No.

Senator Warsox. The fact that Mr. Rockefeller saw fit to invest
in it would not give it a value in the estimate of the public over and
above what Smith might have paid?

Mr. Grarvox. If people in general are willing to say that because
Rockefeller owns tlllis property, we are willing to pay him a higher
rental for it than we are willing to pay to Mr. Smith, and so long as
his ownership continues, we will pay a higher rental than the income
par of that &n‘upurty asually is, that is all. 1 am getting outside of
my own field now.

Senator Warson. 1 know. 4

Mr. Grarox. And T do not want to try to answer questions along
lines that I do not understand.

Senator Warson. This is all very interesting as an academic dis-
cussion. I do not think it has anything to do with the case particu-
larly, because we ave trying to develop your idea as between real
value and market value.

Mr. Gurarox. Well; T will venture outside of mining to draw an
analogy. which, perhaps, may explain what I am trying to say.

Suppose the Pennsylvania Railroad and the Podunk Railroad
have the same number of miles of track and reach the same cities;
they have a lot of things in common; the Pennsylvania Railroad is
managed by the Pennsylvania Railroad, with a fine history of ac-
complishment, and the Podunk Railroad is continuully running into
the ground for one reason or another which comes down to mun-
agement. Now, are you going to value these two railroads on the
same basis? Can you imagine for a moment that the market of those
two railroads is ideutienl?  Cun you for one instant omit that effect of
management, which is reflected in earning power? Tt can not be
done, and it can not be done for @ mine any more than it can be for
anything else,

Senator Wazson. I think you are entirely right.

The Cuammax. Take twe motor plants of the same size of build-
ing and the same equipment and the same original investmaent. In
the one case it is in the hands of Heury Ford and in the other case it
is in the hands of Mr. Hartson. Certainly the public would more
readily buy the plant that was in the hands of Ilenry Ford than it
would buy the plant that was in the hands of Mr. Hartson, would
it not ?

Mr. Gratox. I think it would; yes.
~ The Cuamman. Because of its past earning power.
~ Mr. Gratox. Yes,
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The Cunamrman. And the demonstrable ability of its owners to
make the plant worth while?

Senator Warsox. Certaply.

Mr. Maxsoxn, Would not that be trae only in the case that they
were buying an interest which anticipated the continuance of Mr.
Ford’s management, or were buying an interest which, we will say,
anticipated the discontinuance of some other management ¢

Mr. Grarox, Of course, when we talk about Rockefeller and Fovd
we are taking outstanding ligures,

Senator Warson. The mere fact that Henvy Ford would buy the
property would be evidence to a lot of people that it would be a
good money-making proposition or else he would not have anything
to do with 1t, and that would have a bearing on the matter of market
value.

The Cuamrmaxn. There is no question about that.

Mr. Grarox. As a matter of fact, it is not a diflicult matter to
secure good management of a mining property. It is not a difficult
matter,

Senator Joxes of New Mexico, Let us take the illustration a little
turther. We will say that you value the whole of the Ford prop-
erty at a given sum. I do not know anything about the sutomobile
business. If I were to be the purchaser, would that market value as
used in this statute be greater or less?

Mr. Graron, T will show vou exactly what the market value
would be, Senator. It would be the price that you could offer Mr.
Ford that would induce him to part with that property, and that is
the only thing. "The definition of **market value,” the only one I
know of, is the price at which & willing and able seller and a willing
and able buyer will agree on, and the property will change hands for
that consideration.

Senator Joxes of New Mexico. Yes.

My, Maxsox. If vou were valuing the plant alone, disassociated
from the selling organization and disussociated from the manufac-
turing organization, would vouw pay moere for the plant than yon
could reproduoce the plant for?

Mr, Grarox, T guess vou are getring out of my field again. 1 am
afraid I ean not talk infetligently abont the automobile manufactur-
ime husiness beeause T do not understand it,

Mr, Mansox, Well, in anv business, 1f the sale contempiated a
change of management. would you pay any wore for the business
than you would be able to reprodnee it for?

Mr. Gearox, 1 think T should answer no to that, but T am not
quite sure that T anderstand your question,

Mre. Mancox, Then, this is true. is it not, that in placing the
value upon these mines in accordance with the metl.od that you used,
a portion of the value that vou place upon them was the value
that was inherent in the organization, in the possession of the capital,
and in the possession of the plant: in other words, in the going
husiness?

Mr. Grarox. Yes, sir: the mines were valued us a going business.
There is no doubt abont that, and whatever they possessed in the
way of management or capital was vefleeted in their past record of
earning power, and that is the only thing to which we gave con-
sideration.
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Mr. Manson. And that is reflected in those valuations!?

Mr. Graton. Absolutely it is, through earning power; yes, sir.

Mr. Harrson, Mr. Chairman, I do not want to seem to cut this
off, becaunse 1t 5 very interesting, and it is a subjeet about which the
committes has had a good deal »f concern, and T think it. has been
very profitabla; hut if there is no objection on the part of the com-
mittee, I wonld like to have Mr. Graton get buck again on his story
as to what happened when he was in the burean and what he did
when employed by the burean.

The Cuamman. You may proceed along those lines.

Mr. Grarox. I fear, perhaps, I talk pretty cmphatically some-
times, but I assure you that I am quite willing to—-

Senator Jonrs of New Mexico. Well, that is not offensive to us,

Mr. Graron. I have no objection .whatever; in fact, T should be
very glad to have you interrupt me whenever 1 raise a question. which
you would like me to illuminate further. .

Senator JoNks of New Mexico. Some of us talk rather emphati-
cally too, and I hope you will aceept that in the same spirit that we
accept your emphasis.

Mr. Graton. Surely. T have told you that I set up the outline of
a method, and, as you pointed out, Mr. Chairman, that method did
not meuan much until tile specific taxes to enter into it were deter-
mined. It was the settlimg upon the vital factors which this method
demanded in order to reach a result, and the factors that were fair,
that were sound, that were determined by and in accordance with the
existing practice, and that would inevitably govern if the thing that
the Government hypothetically contemplated actually came to pass;
namely, if, all of a sudden, the largest number of the profit-making
copper companies of the country were obliged to sell their properties,
or at least had their properties bid for, because what the law did
was virtually this: In the revenue law for 1918, for the first time,
the mines, and specifically the copper mines, of the country, were
confronte { legislatively with this situation, that they were put in
the positic:. of considering bids for the sale of their property, and
vou might say that the Government came to them and said in 1918,
“You must imagine that on March 1, 1913 ”—for most of the com-
panies, beeause that was the date at whieh they had to value - You
must. imagine that on Mareh 1, 1913, you are confronted with a man
who was muking bids for yvour property, and you must decide at what
value, or at what size bid would actually and honestly hiave pur-
chased that property from you.”

Now, 1 was put in the position of veferee. T was put in the posi-
tion of determining whether successive bids, presumably starting low
and running up the line, would have been in 1913 suflicient to cause
the then owners to sell that property, they knowing what its value
was, and they being naturally unwilling to part with it for less than
its value.

The Cramyax. Just what influence did the earnings from March
1, 1913, have upen that determination made in 19197

Mr. Graron. From 1913 onwards?

The Cuairman. Yes. What I am trying to get at is this: You
‘are imagining back to March 1, 1913?

Mr. Guaton. Yes, siv,

Rt
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The Cnamman. I was wondering how diffieult it is to imagine
back to that date.

Me, Graron. It is very difficult, indeed, sir.

The Cuamman. Without considering the experience that you have
had from that date on until 1919,

Mr. Gravon. 1t is very difficult, indeed, siv. 1 do not mean to
mply in what I am going to say that 1 succeeded in erasing from
my mind the impressions 01 six years. I could not do it: but, as
a mtter of fact, I endeavored as sincevely as 1 possibly could to take
the records which were made year by year and stop with 1913, and,
in general, when those records existed, that is where T stopped.
Valuation after valuation is made on the basis of cost ending with
the year 1913, one after another, by far the great majority.

r. Maxson. How about the price?

Mr. Grarox. If yvou do not mind, T would like to come to prices
in 4 more or less collertive way at another time.

The Cuararan, Just proceed in your own way, then.

My, Grarox. In securing the criticism of the burean as to what 1
was doing in this sccond step, namely, the establishing of specific
factors to fit into the general principles, I pursued a somewhat
different method {rom that which T pursued to secure the eriticism
and general approval of the miethod itself, because these factors began
to translate themselves, not into general things but into specifie tax
cases, specifie valnations. and thervefore I submitted a number of val-
uations, more at the beginning of my actual valuation work or my
treatment of specific companies,

I submitted those definite valuations, with the computations by
which they were reached and the reasons for the use of the specifie
factors, to my superiors in the burean, pointing out exactly what
the significance of that act was, namely, that this was the way of
advertising to all concerns the particular way in which T preposed to
use the method of particular factors for general range of factor
values which seemed to me wise and appropriate and fair to use,
Those valuations were returned to we with the specitic approval of
My, Callan.

Now, I presume you would be interested m knowing what those
tictors woere, .

The Cranoiax. T eertainly wonld: yes,

My, Guarox, And the reaxons for their selection,

The Ciragman. Yes,

My, Guarox. T omight preface what T have to say on that by this
statement: 1 went to the Revenue Burean with a good deal of re-
lietanee, partly becanse it interfered with my regular work, in
which T was greatly absorbed. and partly because it meant a very
serions suerifice of income after a similar sacrifice of income in the
war work, but most of ail 1 felt that when T vot into that Kind of a
position, there was no knowing when T owonld be free from it,
and without maaning any offense whatever, T foresee sooner or Iater
just this kind of an ingquiry. Thevefore. every step I took as if
seme antagonistic observer were at my elbow all the thoe, T was
on the defensive at every corner.

The Crismevan, The antagonistic observer at that time. T euesy,
wae the sihver mines, was it not /
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Mr. Graron. No; not as far as I know.

The CHamrmaN. I understood that they were the first ones that
criticized conclpsions reached on these valuations.

Mr. MansoN. Lead,

The CuarmaN. Lead, was i*?

Mr. Graton. I do not know, sir.

The CramrmaN. You had s considerable imagination when vou
anti;zipated five or six years in advance an inquiry into it, had you
not

Mr. GratoN. No, no; 1 do not believe I did, sir. That is another
thring that you can judge from past history pretty well.

I left, as I told you, on the day that I retired from the bureau,
u memorandum, of which I kept a carbon copy, and this is the
original carbon [exhibiting paper]: That was addressed to Mr.
Callan, through Mr. Darnell, who was head of the natural resources
subdivision in which I worked, dated Jdanuary 9, 1920. This is
pretty lengthy. I am not going to take time to read it all, by any
means. I should be glad to give you a copy of it.

The Cnamyan, Are you not getting ahead of your story, or does
that deal with the factors which you determined upon at the time?

Mr. Graron. This comes to the factors; yes, sir.

The Cramkvan. But that was written afterwards,

Mr. Graron. This is a record of what I did. If you wish to go
into the specific cases that I presented in 1919——

The Cuamymax. No. I understood you were leading up to the
fact that you arrived at certain factors and submitted them to your
superior officers, und I thought you were going to tell us how you
arrived at those factors from what those factors were.

Myr. Graron. This tells how

The Cuamyan. That is a résumé of all of your work in the
bureau, is it?

Mr. GratoN. Yes, sir; but it relates specifically—for instance,
after a general statement, it comes to the method which I have out-
lined, and which I need not repeat. Then we come to tonnage, which
is a specific thing; grade and recovery of ore,

The CuamnaN. I wonder if you could give us out of that the
factors that you used.

« Mr. Grarox, These ave the factors, sir. That is what I am talk-
irg about, selling price, cost of production——

The Cuoamyan. Are those the only factors?

Mr. Graron. These are the factors, the tonnage of ore, recovery,
grade of ore.

Senator Joxks of New Mexico. That is not a very lenghty paper.
I think we might well have that in the record.

Mr. Grarox. I intended to submit that in full, but at this timne
I thought I would not take your time to dg more than hit th. out-
standing headline points.

Mr. Harrson. Mr. Graton you have said that the memoranlum
bore date of January 9, 1920,

Mr, Graton. January 19, 19202

Mr. Harrsox. Yes; I want to correct that for the record. 1 think
‘vou gave it as January 9,

Mr. Graton. Noj January 19, 1920, is correct.

Al
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The Cuaneman. That was the time you left the bureau?

Mr. Grarox. Yes, sir.

The Cuaikman. Then, you were with the bureau about seven
months on this revaluation work?

Mr. Grarox. Yes; from June until January.

The Cramman. You will leave this statement tor the record?

Mr. Graton. Yes,

The Cnamman. You may proceed with it.

Mr. Graron. T think this will touch upon a number of questions
that have been asked, and which 1 have implied that I should like
to handle more or less colleetively.

Mr. Maxnsox. Mre. Hartson, do you expect to finish with this wit-
ness to-day?

Mr. Hawrsox. Noj I do not. Not the way it is going now, be-
cause I think Mr. Graton will want to go into his valuations in some
detail, and no doubt questions will arise that will demand his ex-
planation, end time will be consumed. I doubt very much whether
we can finish to-day.

Mr. Maxson. The reason 1 ask that is I was wondering whether
I would have an opportunity to examine this document before he
leaves the stand; that is all.

Mr. Graron._.I will be glad to leave a complete copy of this.
Shall I put this in? :

Mr. Hartson. I should like to offer it in the record now, Mr.
Chairman,

The Cramyrax., Wait until he gets through with his story, please.

Mr. Graron. As I say, I shall select from this, as 1 have already
indicated to you, what seem to me to be the essentials,

In bringing to a close to-day my work in connection with the valuation of
copper mines, 1 think It desirable to leave on record In the department the
general methods and conceptions by which my fizures for values und depletion
deductions hoave been reached. * * =

In each c¢ase I have handled I have submitted, and filed with the other
papers of the case, a * provisional ” recommendntion setting forth in general
only the briefest statement of fair market value on the reqitired date of
valuation and provisional depletion for 1917. 1 have also filed similarly,
under Inter date, a second provisionnl! memorandum showing in detail how
ench step has heen arrived at, and also embodying any correcticns that might
have been discovered in the earlier statement. A

The reasons why these recommendations have been calied “: ovistonal
are set forth below,

And I take up that thing, which may be summavrized thus in three
headings. The first of these reasons is that the work was done
hastily. If you wish me to tell you why, I will go into that.

Mr, Mansox, How long did you spend making the actual valua-
tions of all the copper mines, that is, after you had arrived at your
mwethod ?

Mr. Gratox. About two months,

Mr. Manson. How many did you value?

Mr. GratoN. I valued 60 cases.

The Caamyan. How much help did you have in doing that?

Mr. Graton. The help ranged from practically nothinf at the
start; gradually—and very soon I persuaded Mr. Dick to help me,
and about a week after I began the actual valuations assistance be-
gan to be availabie from the civil-service list; so that for perhaps
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three-fourths of the time there was available, T think, four--surely
four, possibly more, but I think only four—assistants, Hacket, Cam-
mins, Gaumer,.and Donahue.

The CuHamman. Did that include the stenographic and clerical
help, too?

Mr. Graton. Noj; those were engineers, and they were all real
assistants. -

Mr. Hanrson. They were working on copper valuations, were
theyt ,

Mr. Graton. Yes; they were working on copper valuations.

‘Mr. Harmson. And were immediately under your direction?

Mr. Graton. Yes.

Mr. IarrsoN, They followed the formula which you have identi-
fied heret? '

Mr. GraTon. Yes, sir.

Mr. HarrsoN. And they used the factors which you gave them?

Mr. Graron. Yes, in general, They used their judgment to some
extent, and, in general, discussed the situation Widl me fully bofore
final value or provisional depletion was arrived at.

Mr, Hanrson, One other point, Mr. Graton, At the time that you
were working on these valuations in connection with these other
engineers that you have mentioned, were you holding conferences
with taxpaycerg, or were yvon arriving at those valuations with the
data which were then in the files and records of the bureau?

Mvr. Grarvon, In general, conferences were not held. Tn a few in-
stances specific taxpayers applied “or conferences, and cither through
Mr. Callan or My, Dau'nell they were referred to me and 1 gnined
some additional data from them, but, in general, the valuations were
made upon the basis of the records then available in the bhurean.

The Cunamman. Referring to these taxpayers that you conferred
with, did you discuss the matter of factors with them at all?

Mr. Graron. Yes, sir. ‘

The Crramsan, In other worde, the producers helped you to ar-
rive at the factors used, by discussion? '

Mr. Graton. T do not think I should like to say ves to that. No,
sirs not at all.

The Cuamyan. You think they had no influence in arriving at
the factors? '

Mur. Graron. T think they had only this influence, that they made
clearer some of the records which they had filed, and which they
Iater made still clearer in formal conferences, '

Mr. Harrsox. Conducted by your successors after vou left the
buresu?

Mr. Gratox, Well, yess by my successors, and by my superiors
chiefly—those who were my superiors were those who later tool their
places. ,

Mr. Harrsox. You were proceeding to tell, My, Graton the veasons
why vou marked these valuations “ provisional.”

Mi. Guraron, Yes; the first one was the limitation of time that
wits imposed upon my work, and I sisnmarize that by saying:

The requisite initial data and the approprinte proccdure however, are

contained In the veport on ench vahition, so that should any errors he found
herenfter they muy be readily corrected without any ancertainty.

Al
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The second thing was that not every step in the selection of factors
had been approved at the time the valuations were called for.
The results may, in consequence, be something short of lden), though I he-

Heve no far-renching errors of principle or method are Involved In them, except
such as are detalled hevelnafier,

1 shall tuke that up in due time:

Furthermore, the data submitted by the mining compunles In regard to valu-
atton and depletion ranged from excellent to very bad, but o a Inrgo proportion
of ensexs falled to give all the information needed, beenuse either of Incomplete-
pess or of Jack of clearness or Jnek of satisfactory evideuce or explanation in
support of the statements and elahns advaneed,

As to their failure to give all the information needed, T have indi-
cated the principal reason for that deficiency, which was pretty clear
and natural enough, and I sunnnarize that by saying:

Although in the mejority of cases the vitel information war avallable more
or less directly, most of the valuations would gain in reliability if further
information were secured from the taxpayers. Many of the spectfic gaps that
rhould be filed are indicated In the individual valoation records,

My records were filled with suggestion that “the taxpayer should
be asked for this to substantiate thus and so,”

In consequence of these three foregolng sets of conditions especially——viz,
(a) haste, (b)) immature condition and premature application of the burcau's
program, and (o) deflelencies in the data furnished by the texpayers—the valu-
ations and depletion deductions I have set up must be required as subject to
revision and have therefore in all instances heen designated as provisional.
This does not mean that I have any doubt as to the essentlal soundness of
the methods I have pursued, but only that the detailed figures used in the
computations may in mapy Instances be eapnble of improvement. Nelther
doen it mean that most of the results are far from the truth, Ax explained
heraiftor, T have eadenvored to follow such a policy of conservatism that,
should any of my valuations be changed because of the substitution of more
reltuble data, the changes are Hkely in nearly every Instance to be in favor of
the taxpayer, Thix, of course, only Inereases the moral obligntion on the
bureau to secure the true facts and use them,

The Cuamyan. T was wondering how you arrived at the con-
clusion that any revision might he in favor of the taxpayer, when
you said that you did not follow the vaiues through to the guestion
of taxes.

Mr. Gurarox. 1t is obvious enough, that a low valuation is ngainst
the taxpayer, and a high valuation is in his favor, and T stopped
there, sir.

The Cuameman. Proceed.

Mr. Grarox. Now, T amr going to sny what, perhaps, T ought not
to say, and yet I do not feel inelined to do otherwise,

I was greatly impressed duving my connection with the work with
the fair-mindedness of Mr. Roper. T felt all the time that if Mr,
Roper could multiply himself sufliciently to guide each fundamental
step that was taken in the Revenue Burean they would have pro-
ceeded in a pretty satisfactory way. Ile could not do that; he had
to depend upon men in his organization, and some of those men, I
felt, were voncerned chiefly in getting all the tax they could.  There-
fore T felt pretty definitely between two fires during all of my work.
One was the five that the copper companies would divect upon me
in consequence of my valuantions, which were lower than theirs, in

92NH--25 Py 10 10
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general, "Mr. Grime’s sample, as he puts it, shows that T made such
valuations as to indicate more than threefold the tax.

The Crairman. While you are dealing with that, just what criti-
cism has Mr. Grimes to make of your valuations? I understand he
has made a criticism of them.

Mr. Grarox. He has made a criticism. I share your wonder as to
why he did it. I can see what his reasons aim at, but 1 can not, for
the life of me, see where he gets any justification for such statements
as he makes. ,

The Ciamrman. Apparently, his eriticism and statement justify a
revaluation.

My, Graron. T am sorry, indeed, that he is not here. Mr. Grimes
and I are good friends of lony standing. I knew him when he was
geologist of the Anaconda Copper Co. I wonder why he is not still.

The Crrairman. I think I can analyze that for you.

Mr. GraroN. I beg your nardon.

The Cramman, I think perhaps I could answer that if 1 were on
the witness stand.

Mr. Granron. Well, T mean to say he is a geologist: he is inter-
ested in geology, and they are doing high-grade geological work out
there. I suppose he was persuaded to come here in the same fashion
as I. 1 do not know anything about it.

Mr. Manson, I think Mr. Grimes ought to be here during the tes-
timony of this wituess.

The CHAIRMAN. You may proceed.

Mr. Graron. I was going to say that I knew T would be under five
from the copper companies, and I felt that I was under fire from cer-
tain of the officers above me in the bureau, and I tried and did steer
a straight course absolutely through the middle of what seemed to
me just right. That may explain more of the ways in which 1 have
worded what I then had to say.

Method:
I just wish to say a word about that:

Tn all instances except where actual sale had been made of the property for
cash or 1t8 readily determinable equivalent the fair market value of copper
minlng property at a given date has heen deterinined by means of the so-enlled
present value method.

* T have a lot of authorities heve of formidable standing in support
of that, but, as far as I can gather, that method, in its general con-
ception, 1s not in question here, 1t is the method which Mr. Grimes
adopts and follows and gives support to in his criticisms on the
spectfiec things that I did, and in the proposal to revalue that he has
made, ‘

The Cuamyan. e only differs with vou on the factors?

Mr, Graton. Yes.

The Criamyax. And not the method.

Mr. Graron, We now come to tonnage, which is the first of the
speeific factors to be entered into,

The tonnage fignres reporied by the taxpayer have in general been used in
my computations, I do not mean to imply that 1 sheuld have accepted any
cluim, however exteavagant, set up by the taxpayer, but rather that my ace-
‘quaintance with practieally ail the districte and properties concerned, dating

back before income-tax valuations were required, lead me to believe that the
tonnages elaimed by the taxpayer are not unreasonable,  Yet, of course, I can
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not pretend to know the exact detatls of every property valued aud it wfght
theretore be assumed that excessive valuations have stipped through, The
situation s such, however, as to automatieally guard ugainst such a lkelthood,
for If teo large o tonnnge ix elnimed, the life of the mine Is corvespondingly
lessened, and this, resulting in a Jarger perlod of compound discount, xo re
duces the relative preseitt value as to serfously lower the depletion fuctor.

Then. T give an explanation as to how that would be. For in-
stance, 1f o taxpayer claimed tous much, he, as a matter of fact,
would lose at every stage. e would lose in his annual deductions
for depletion, and he would lose in failing eventually to get all the
depletion he elaimed, beeause his mine would be exhausted before
the time would come to use that depletion.

The Cuamman., Might he not speculate, thongh, on a reduction
in the tax, and therefore take immediate advantage of it, and not
wait for the uitimate exhaustion of the mine?

Mr. Graron. No; the reduction in tax would not be to his henefit.

The Cuamyan. But the taxes would be less affected by the de-
pletion if the taxes were lower,

Mr. Graton. I do not see that he could have any advantage in
any way.

The Cnamnan, Well, if he figures on an excessive tonnage he
places an excessive value on it, and you have previcusly stated that
the higher the value, the more benefit to the taxpayer, and the lower
the value the less benefit to the taxpayer.

Mr. Graron. There is one way in which what you say would be
true, namely, that an added tonnage might give one an advantage,
and that would be when the gross value-—I do not mean the gross—
the full value is contracted with the annual depletion deduction.
When the full value has to be determined for purposes of invested
capital, then he would have a direct and immediate advantage if
his values were inflated, and whevever the value involved was con-
cerned in the determination of invested capital, T cut deep into
tonnages, wherever I did not know that the tonnages were abso-
iutely substantinated and proper. T sct that forth here in general.

Senator Jones of New Mexico. During the period with which you
were dealing, the inclination of the taxpayer was to inflate tonnage,
was ot ? 1

My, Grarox. No. Evervone of any sense whatever in the wining
industry knew exactly what inflation of tonnage would do. it
would work against him,

The Cuamarax. I ocan not agree with that at all. beeause it is
human nature to get while the getting is good, and if they conld
wot benefit from high values at the time, they were not going to
spectdate on the future,

Myr. Grarox. Not at all, sir. They got low values at that time,
It they made their tonnage high. they paid a big tax vight then,
vhen they knew the tax was high. The only possible henefit they
could have would be a highly speculative benelit vears heunee, and
nobody was willing te gamble on a speculative fifty-cont piece ten
or twenty years ahead, as against a very gennine five-dollar hill to-
day and next year,

Senator Joxes of New Mexico. Then, the depletion allowance
was of more importance to them than the excess profits tax,

.
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Mr. Granton. Well, in general, or in the great majority of cases
that I valued, the value of the property was not concerned in the
invested capital. The invested capital was reached by bookkeeping
methods. It was in the hands of the auditors, and only under cer-
tain circumstances was the value of the property, the market value
of the property— '

Senator JonNks of New Mexico. That is perhaps true of the
market vaiue.

Mr. Granron. Yes. The property value in general was not con-
cerned in invested capital. The invested capital was determined
by an accumulation of entries in the books, and. ns a matter of fact,
the great majority of miuning companies, so far as 1 can gather,
puid excess profits tax and war profits tax on the basis of an .
vested capital that was below the market value of the vroperty.

Senator Jonks of New Mexico. If purchased prior to 1913¢

Mr. Graron. Yes; away below the market value of the property
as valued on March 1, 1913,

Senator Joxes of New Mexico. Yes,

Mr. Grarox. That was the only time T had any valuation to make.

Senator Joxgs of New Mexico. The value as of March, 1913, was
to he determined by purchases before that time?

Mr. Grartox. Only for depletion, not for invested capital.

Senator Joxes of New Mexico. Is that true?

Mr. Maxson. That is right. Now, if you cut the tonnage, would
not that result in increasing the depletion wnit?

Mr. Grarox. If I cut the tonnage; ves, siv. If I cut the tonnage
it would increase the depletion wnit. and I only cut the tonnage
when 1 felt sure the tonnage was too high. It is perfectly possible
to get me “ coming and going.” if you wish to, siv. If T say in one
case it is too high and I cut it. you ean say., * Why did yon ent it?”
If in another case 1 said, * It seemed too low and I raised it.”" yvou
could say, “ Why did you raise it?” s n matter of fact. 1 exericsed
my best honest judgment in cases where invested capital was con-
cerned, and therefore the total value of the property was specifically
at issue, and in connection with the tax T was essentially conservative
in the matter of tonnage, and that is all. T can explaip it no more
fairly or fully than that; T mean in general terms,

« So much for tonnage. There is a good deal more heve, and there
are specifie illustrations. T have taken tho Chile Exploration Co.——

Senator Jones of New Mexico. That raises, to my mind, a very im-
portant question.  We take one valuation at a given time for one pur-
pose and a different valuation at the same time for another purpose,

Mr. Grarox. Yes, sir.

Mr. Grece, Senator, if 1 may answer that, of course the valies are
not at the same time. Where it is necessary to value for invested
apital the value is not as of March 1, 1913, Mr. Graton «aid that in
the matter of tonnage the advantage to the taxpayer was different in
computing capital from what it was in computing the depletion
allowance, The high tonnage wmight give him a higler original
valuation for invested capital as of, sav, 1906, the date the property
was paid in for stock; so you might, for that purpose, want a high
‘tonnage : but for depletion purposes. if set as the value of March 1,
1913, the more units that you have to spread that valuation over the

~
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Jess the depletion deduction in any year, beginning in the excess-
profits year, and for any vear thereafter. ,

Senator Joxes of New Mexico. Yes; I can understand that. Now,
for the purpose of ascertaining capital gains we use a different stand-
ard if the property was bought prior to March 1, 1913. '

The Cramysx. In that case that is where they want the very high
valuation,

Senator Joxes of New Mexico. Yes; and T am wondering whether
we should not arrive at values in & uniform way.

Mr. Gratox. That, of course, is apart from my specific interests,

Senator Joxes of New Mexico, Yes; we are considering the whole
subject here,

Mr. Grarox. T was doing what the Iaw imposed st the time.

The Cirairyman. Proceed. Mr. Graton,

Mr. Grarox., Under *Grade and recovery,” those are, perhaps.
technical terms.  The grade of the orve is the copper content of the
ore as it exists,

The Cramyax, Is that a factor in the method?

Mr. Graton. Yes: a very definite one.

The Cramman. In the method?

M. Graton. Yes. It can not be avoided, by any means?

The Cuairman. I had an impression that the factors might be
general, and not so specific as the grades.

Mr. GraToN. WelF, they have to be very specific indeed, just as a
grade of wheat, or a grade of anything else, affects the—-

The Cuairyran. Yes; but how did you arrive at those factors
before you started your investigation, hecause you could not tell the
grades that were going to come out of your m.ne at the time that
you arrived at vour factors?

Mr. GraToN. Perhaps I have not made it clear that the factors to
he used in this method had to be taken from two sources. One source
had to arise in the property being valued. That showed the grade,
the recovery, and the life, also.

Another lot of factors, of which the chief were the discount rates
and the selling price, did not arise from the individual property, but
were general factors to be determined by the best judgments and the
best indications that could be deduced.

The Cairyax. You are not getting at the point that I have been
trying to get through my head all morning, as to how you arrived
at the factors for general application, and not have in mind the
factors that dealt with the individual property. That is what I
wanted to bring out before. Then, there are factors which might be
used without ever investigating the property or considering the
individual property, are there?

Mr. GraTon. Selling price; yes, sir. Selling price is absolutely
independent of the property.

The Cramrman. The discount factor, also?

Mr. Gratox. No, sir; the discount factor is to some extent deter-
mined by the property.

The CrairmaN. Would not the discount factor have some connec-
tion with the industry as a whole?

Mr. Graton. Yes; very much.

The CuairmaN. Then it would not have to deal with the specific
property?
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.Mr. GraroN. You can not generally apply a discount factor to a
given property without knowing the details of that property.

The Cuamrman. Yes; but you can also take——

Mr. Graron. But you can assign to that individual property a
discount factor that you have concluded fairly applies to a_given
group or a given subdivision of the total industry into the unit that
this property indicated it to belong in.

The Crammaxn. Just how did you arrive at your discount factor
and your price factor before you started your investigation?

Mr. Graton. Do you want me to skip these other things, grade,
life, and cost of production ?

Mr. Hartsox. Do those factors that you speak of have to do with
Mr. Grimes’ criticism ¢ :

Mr. GraTon. Yes. .

The Cramryan, We will wait, then.

Mr. Graron. “In the case of all the principal companies, the grade
of ores which they have been mining is a matter of common
knowledge, and in the case of many has long been reflected in their
annual reports.”

I am very glad, indeed, that I have put in that reference to annual
reports in 1919, because Mr. Grimes, for some reasen or other, says
that I never saw the annual reports of these companies in many
cases. I do not know how he found that out, but I was intimately
familiar with the annual reports of these companies long beifore I
came to Washington for this purpose.

Mr. MansoN. Did you assume that the grade of ore was going to
cont%nue to be what tKe indications showed the ore then being mined
was

Mr. Graton. This will tell that, and perhaps this will be a little
more specific and a more readable answer:

As a rule the grade of ore given by the companies in their depletion ques-
tlonnaires has been accepted after having been found to harmonize with
existing records. proper account having been taken of the normal tendency
toward decline in richness,

In the paper that I have mentioned, I have set forth at length the
general tendency of a decline in grade with depth and with increased
scale of operations, citing specific instances, and showing what effect
hat has upon the value of the property.

Mr. Manson. That is a factor necessary to be considered, is it?

Mr. GraToN. Absolutelyy yes, sir.

Mr. HartsoN. The paper that you refer to is the one that you
received Commissioner Roper’s approval of before reading it at the
meeting of the Mining Institute in Chicago?

Mr. Graron. That is right.

Mr. Manson. If, in any particular instances, it has since been
found that that factor has not been considered, you would not con-
sider those valuations as sound, would you?

Mr. Graton. If that had not been considered, and its inclusion
would affect the results, I think then I would say that those results
were inaccurate; ves, sir.

Mr. Manson. What I mean to imply by my question is this: if
you assume a given grade of ore and have not taken the general
tendency of the ore to reduce in grade as mining operations continue,

-
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you would have ignored one of the essential factors necessary to be
considered

Mr. Graton. Yes, sir.

Mr. Mansox. In order td arrive at a proper valuation?

Mr. Gratox. Yes, sir; I would. But I did not ignore any so
essential a factor, I can assure you, any more than I would ignore
the fact, if they were going to sell their copper, that it would cost
something to sell it; and in each case when I pass judgment on the

rade of ore, the inevitable question was consi(fsrcd. 1 say “inevita-
le.” It is inevitable in the average case. There are numerous
properties in which history shows that it does not apply yet.

I‘gere I speeitically take up a case which shows a falling off from
2 per cent to 1 per cent, and I show what the effect of that change in
grade may be upon the value and the effects were taken into account
and reflected in the valuations that T made.

Senator JoNes of New Mexico. Do I understand that it is n gen-
eral assnmption that the further you go into a mine the less valuable
the ore is?

Mr. Gratox. There are two factors, sir.  One is this, that in cop-
per mines in particular, perhaps more than in the mines of any other
metals, there is a ten(iem*y toward an accnmulation of richer ore
reasonably near the surface, through what we call the enrichment of
the geological process, which has really added to the copper which
was already there in the primary deposit some more copper derived
from the part of the deposit which was above the surface. Some

roperties are valuable only in that enriched portion. The part

low it has not been enriched, and is of too low a grade to be
treated under any present or immediately entertainable conditions
of production cost and selling price.

Senator Jones of New Mexico. Is that true of lode mines?

Mr. GraroN. That is true of many lode mines, yes, sir; but not
so generally true as it is of the lower grade, large scale, so-called
disseminated or porphyry mines, like the Utah, Nevada, China, In-
spiration, and so on.

Senator Joxes of New Mexico. Then would you assume, with
these mines having been worked for many years, they had probably
taken off the rich ore?

My, Graton. Many of them have taken off the rich ore. Many of
them have taken ofl that zone of enrichment many years ago, and
have since been working in the underlying primary ore, which de-
creases in grade, if at all, very much more slowly.

Senator Joxes of New Mexico. Then the records of profits in the
past may not be an indication of a given value?

Mr. GratoN. That is quite right. Then the records of profits in
the past, when that past extended sufficiently far back to point out
a different condition of operation, either are excluded or are ad-
justed to the costs per ton divided by the then existing grade of ore,
instead of by the richer grade of ore that had been mined in those
back years when the actual costs were achieved.

Mr, MaxsonN. And the cost, of course, would necessarily increase
with the decrease in the quality of the ore?

Mr. GratoN. The cost per pound; yes, sir.

Mr. MansoN. Yes.
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Mr. Graton. For instance, I was reading yesterday in the report
of the Geological Survey, written many ycars ago, when dealing
with the State of Montana, that the Anaconda and St. Lawrence
mines, which are now parts of the Anaconda Co., were then sending
to the smelter 24 per cent copper ore, something that is now almost
unheard of, in richness, and were sending to the concentrating mills,
if you please, 300 tons of ore u da?r, running ten per cent copper.
Even that, by present standards, is bonanza ore at the present time.
All of that was gone and done for many years ago.

The Cuamman. What 1s the percentage they now usually get
into the concentrating plants? ,

Mr. Guaron. Two, two and a hall, and some three per cent ore.
The grade of ore in Butte, as I remember it, averages somewhere in
the neighborhood of three and a quarter per cent. That is the aver-
agedp;mde. There may be a lot of lower grade, and some higher
rrade.

g Senator Jones of New Mexico. How long are we going to continue
to-day? It is nearly 1 o’clock.

The Crammax. We will stop at once, if you desire.

Senator Joxks of New Mexico. That being the case, I think I
would like to stop now.

The Cuameman. All right.

Mr. Manson. I would suggest that Mr. Grimes be present to-
morrow. :

Mr. Graron. I should like to have Mr. Grimes present.

The Cuamman. Then we will adjourn here until to-morrow
morning at 10.30 o’clock, at which time we will resume the hearings
in this room.

(Whereupon, at 12.50 o’clock p. m., the committee adjourned until
to-morrow, Saturday, January 31, 1925, at 10.30 o’clock a. m.)
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UNITED STATES SENATE,
SeLecT COMMITTEE 10 INVESTIGATE
Trne Bureavu or INTERNAL REVENUE,
Washington, D. C.

The committee met at 10.30 o’clock a. m., pursuant to adjonrnment
of yesterday. .

resent : Senators Couzens (presiding) and Watson,

Present also: Mr. L. C. Manson, of counsel for the committee;
My, L. H. Parker, chief engineer for the committee ; and Mr. Edward
T. Wright, investigating engineer for the committee.

Present on behalf of the Bureau of Internal Revenue: Mr. A. W.
Gregg, special assistant to the Secretary of the Treasury; Mr. C. R.
Nash, assistant to the Commissioner of Internal Revenue; Mr. Nelson
T. Hartson, Solicitor Bureau of Internal Revenue; Mr. S. M. Green-
idge, head engineering division, Bureau of Internal Revenue: and
Mr. J. E. Grimes, chief of the metals valuation section, Bureau of
Internal Revenue.

The CrairmMaN. Senator King’s absence to-day is due to the fact
that he is sick. Are you ready to proceed, Mr. G";-aton?

Mr. Graton. Yes, genator.

TESTIMONY OF MR, L. C. GRATON, MINING GEOLCGIST, HAR-
VARD UNIVERSITY, CAMBRIDGE, MASS.—Resumed

M. Graton. At the end of the session on yesterday I was answer-
ing a question of Senator Jones as to the tendency toward decline ig
richness of ores with the lapse of years as time goes on. I had said
that proper account had been taken of the normal tendency toward
decline in richness in my memorandum, which I left at the time of
leaving the bureau, and I should like to read very briefly from this
paper to which I have referred, which was prepared earlier in my
stay in the bureau on that subject.

ly set forth an example in which the grade of ore, in the course of
time, changes from 2 per cent to 1 per cent, with an average of 1.33
for the entire tonnage.

The CrairMan. Of a particular mine or of all mines?

Mr. Graron. This is 2 hypothetical mine, but it is based, in large
measure, on a given example, a specific example.

If we assume that the richer ore is mined first and the lowest grade ofy ore
mined last, which is ordlpnarily what happens, the indicated present value

changes from 15.84, based on the average of 1.33 per cent, to 19.77, an increase
in value of 25 per cent, approximately.
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Those are merely arbitrary units to measure this change in grade.

Mr. Manson. At this point, let me ask you, Mr. Graton: If it has
developed, in any of these appraisals made by you of mines, in
which the quality of the ore was decreasing, vou did not consider
decrease in value of ore, that, of course, would rvesult in a serious
error in your results, would it not?

The Cuamman. If T remember correetly, the witness answered
that yesterday, that it would, and he had taken into account in all
of these mines a reduction in ore values as time went on.

Mr. Gratox. T um not sure that I answered to that effeet abont
that question. Another question that Mr. Manson asked I did an-
swer in that respoecet.

I think, sir, if T understand vour question correctly, I would an-
swer yes to that, that if I failed to_take into account a decline n
richness, I would have made an error.

I have set forth here at length, and T will not take the time to
read even an outline of it, the factors or the costs, several in num-
ber, which operate o give that general tendency, namely that:

A great deposit, such as those which most of the profit-making mines are
working does decrease in grade as years go on. As a iule, the valuations
have been made on the average grade, where the development is complete,
and where the development is not complete the estimates as to future de-
velopments have been weighted in order to accord with the historical setting
of past years as to decline in grade or change in grade in that particular
property.

I want to emphasize again, though, where, as in the majority of
instances, I think, the average rate for the life has been used, the
use of the average lowers the actual present value, from what it
should ideally be. In the case that T have indicated, a rather fair
sample, it seems to me, it lowers it by as much as 25 per cent. So
there is that factor of safety that applies to the valuations that have
been made on the basis of average grade of ore.

Mr. Mansox. Do you mean where you base a valuation on the
average grade of ore, as shown by the history of the mine-—

Mr. Graton. No; as shown by the development of resources.

Mr. Manson. Oh!

Mr. GratoN (reading):

A similar state of affairs applies with respect to recovery or the efficiency of
the metallurgzical operations to which the ore is subjocted.

That, perhaps, is a little out of its setting after what I have just
read. It continued, in good sense, T believe, with the portion that
is quoted.

We now come to life:

The life of a property, being determined by the total tonnage present and
the rate of extraction, can be computed directly when these two factors are
known. DBut since the almost invariable history of successful copper mines is
that their rate of output steadily increases, the true life will be shorter than
that indicated by the rate of production which obtained in, say, 1913. As a
rule, the life computed by the companies has heen found reasonable and has
been accepted ; but in a few jnstances. where the 1913 rate of production was
assumed by the company to govern thereafter, though subsequent events have
shown that the output has actually increased (as could have been predicted),
I have shortened the life to sccord with the evident truth. In all cases where
I bave shortened the life, additional deduction from the indicated value of

the property has been .nade to cover the increased plant required for the
greater output capacity. Without doubt, many, probably most of the estimates
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of life which have been used in my valuations are longer than the actual lives
will prove to be, and in numerous instances in which I have made no change,
the life should probably be shortened now, and a higher valuation and deple-
tion deduction arrived at, In the case of companies that have developed
tremendous reserves of ore, which, even at an assumed increasing rate of
exhaustion, will last for wany years, I have folluwed the customary practice
of regarding as unavailable such ore as will not have been mined in a period
of iife that will 'afford, when reduced to present value, about 83 per cent of
what the value would be if the life of the mine were perpetual,  Speciticolly,
in the ense of diseounting on # 7 per cont and 4 per cent basts (which wonld
apply to a very long-life mine of this kind), the avaflable life would in this
way be about 37 years, and s}l ore that would remain unwined at the end of
that period Is regarded as nonexistent and is assigned no value.  This seewms
proper, for no one ean safely prediet so far ahead swhat the demand, the cost
of produciion, or the selling price for copper will be, and it {s therefore impos-
sible to asslgn a trustworthy value te ore available at so remote o time.

Cost of production: This item, so egsential in arriving at mine values, bas
glven more trouble than probably any other. The reason is that muany com-
panies have set up, in their own valuation computations, production costs
which I have been unable to confirm by their records of past performsences,
and the basis for which they bave not sufficiently explained. Judged by the
general reliabflity of the other data the comprunies have used, thelr figures
of costs are probably accurate.

1 should like to modify that statement by saying that their figures
of cost are probably correct, in general. I have no doubt that some
of the figures are incorrect, though I do not know. at this moment,
at any rate, what particular ones.

In fact, I have no doubt that their costs are better justified than the higher
costs which, in many instances, I have used. In a considerable number of
cases, I can see and understand the mannper in which the companies’ cost
figures were probably reached. But in all cases of doubt I have resorted to
the following uniform procedure to arrive at a figure to be used for cost of
production: The average of yearly costs for the five-year pre-war period,
13091913, inclusive, or for such part of that period as production was going
on, is uscd for the foundation; wholly exceptional conditions, which could
not fairly be regarded as representative of the normal ups and downs of a
typical five-year period of operation have beer modified or excluded. These
costs, computed per pound of copper produced, represent the entire produc-
tion expense; that are therefore reduced by the value of the gold and silver
produced wlong with the copper. ‘l'o the net cost per pound thus obtalned, an
arbitrary addition of 115 cents has been made, as explained under seiling
price, to cover the expected average increased cost of production for the perfod
subsequent to 1913.

This final result, i, e. pre-war cost plusg 1.15 cents, has been used as the cost
of production in the majority of my valuation computations. Sunch cost
figures are likely to be unfair to the companies for several reasons: (a) Dud
to lack of time, I reached an sverage cost by taking the arithmetical average
of yearly cost fizures instead of o welghted average obtained by multiplying
yearly ccst by yearly production—

I will omit how I get the weighted average. That is obvious
enough:

Since costs are generally high in years o¢f low production, and vice versa,
the arithmetical average I used is likely to be higher than the weighted
average, which is the true average cost; (b) no adeguate recognition is
given in the method feliowed, of the fact that many of the younger properties
had by ne means settled down to their normal stride at the beginning of the
period used in computing their averaze costs, nor of the increase in efficiency
and consequent tendency toward ‘owered costs exhibited by many of the
older compunies; (¢) the method makes little allowance for the reduction
in costs, already clearly estimable, by 1913 by the improved metallurgical
methods, such as the slmost revolutionary process of flotation, just then com-
ing into general use and whose economies have been felt, if at all, in the
years 1909-1913, for which the average costs were computed.
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These three that I have mentioned were not taken account of in
my costs,

In short, X belleve that many of the costs I have used are too high. I have
used them only because it seemed desirable, in making these provisional valua-
tions, to err, If at all, on the slde of conservatism. In every case where I have
ralsed the cost set up by the company In its valuation, the company should he
afforded opportanity to explain the cost it has used, and if the explanation s
sufficlent and satlsfactory, that cost should be used in the burcau's valuntion,

The Cramrwan. Let me ask you at this point what would be your
recommendation where you overestimated the value of the property?

Mr. Graton. T have covered just now where I overestimated it.
You mean where I underestimated it?

The Cuanivman. Yes; I hould have said where you underesti-,
mated it. .

Mr. Graton. I feel very clearly that the same statement shonld
apply, that if I have underestimated it, the company should be uf-
forded an opportunity to explain what the situation 1s, and the costs
should be corrected by the bureau,

The Cuairyman. Yesterday you laid emphasis on the four com-
panies whose valuations you had raised, and you read from the
memorandum that Mr. Grimes addressed to the bureau in January,
1922, ard 1 want to now read into the record a memorandum that 1s
the result of an explanation which was made last year of these copper
companies. It says:

Referring to testimony given by Mr. Graton yesterday, in which he referred
to comparisons of tax lability in 1918, with the four companics cited by Mr.
Grimes In his wemorandwm of January 7, 1922, page 10, I have obtained from
the metals valuation scetion, n check-up of the valuations claimed by the tax-
payers in 49 of the 71 copper companies, which had provisional valuations for
depletion computed. These figures represent substantially all the companles
whose values for depletion have been revised.

The values, claimed by the taxpayer, for depletion have been taken from
sworn statements on Form AMMS and amount to $1,515,813,848 for the 40
companies considered. The values for the same companies as established by
Mr. Graton amount to $1,461,087,200. This would indicate that the “provi-
sional " values were reduced $53,844,648 below those clalmmed by the taxpayer.

Senator Ernst. By whom is that signed?

The Criargmax, T¥1is is signed by Edward T. Wright, investigat-
ing engineer for the committee. ‘

“You may proceed with your statement, Mr. Graton, unless yon
want to comment on that memorandum.

Mr. Graron. I should like to make one comment,

The Crairyvan, Very well.

Mr. Graton. That is, that you will recall that I said, in referring
to the four companies which Mr. Grimes had selected as typical, that
I was surprised to find so great a disparity between the companies’
valuations and mine. I have indicated here at the upper end of this
memorandum, written at the time, when matters were fresh in my
mind, a statement to the effect that I had never made such totals at
all, but my general impression was that my valuations were not very
far away from those w’;lich the copper companies had made.

The Cuamyan, If it is more convenient, we will wait until you
reach that peint in your stutement.

Mr. Graron. All right. We now come to selling price:

This being a subfect to which I have bean giving much attention and study
during the last 14 years, I belleve ny estimate of the future selling price of
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copper results from a wider range of inguiry and restd on a greater number
of influenclng factors than eny other prediction of the sort I have geen. The
nitimate data involved in my conclusion are shown in the diagram attached
hereto. .

The estimuted selling price used by most of the compaunfes 1s 16.67 plus
CONtH———

Roughly, 1624 cents. X

Thig is the average recept for the 10.yeur period 1907T-1916, inclusive, by
what was the largest American selling ageney, and it is the figure ut which
many cempanies sold o large quantity of copper to the Government just prior
to our entry into the war, when the prevatling market price was gbhout 30
cents.  But this arbitvary figure seems to me as having lule necessary rela-
t'on to the price of copper for the perfod from 1913 onward.

I might say at this point that I felt that there was one of the few
places where the copper cmnllmnios, perhaps, endeavored to take ad-
vantage of the situation. They had very generously, and, in my
opinion, with a very fine display of spirit, which, as a matter of fact,
served as an index to eventual mobillized industry behind the Gov-
ernment before we declared war, offered to sell a lot of copper which
the Secretary of War and the Secretary of the Navy wanted to the
Government, at some 13 cents under the price that was then, pre-
vailing, with a very strong market. so that they conld have obtained
that price without any difliculty.

In settling on a price at which to sell that copper to the Govern-
ment, they arrived, more or less arbitrarily, at this particular figure,
They took the average 10-year period of receipts for the United
Metals Selling Co. up to that time. Finding it away below the then
existing market, they said, * We will sell the copper to yvou at that
figrure.”

The Coamemax., What was the United Metals Selling C'o.?

Mve. Graron. That was at that time the largest selling organiza-
tion, or at least it had been during that 10-year period, and it was
Inter affiliated with the Apaconda Co. T do not mean later; it was
already by that time afliliated with the Anaconda. but it had been
independent and then it became aflilinted.

The Cranvax. Do yvou know who organized that selling com-
pany?

Mr. Grarox. I think Rockefeller and interests behind the Ameri-
can Brass. 1 do not happen to recall at the moment the principah
Perhaps it was Coe. 1 do not vecall what became of the American
Brass Co. By » Rockefeller,” J mean William Rockefeller, not John
D. Rockefeller. Then there was another big interest. whose name
has escaped me for the moment also.

Mr. Grimes, who was the president of the Osceoln and the Tama-
rack, and all of those when they had the big <uit with the Calumet
& Heela?

M. Guives. T do not recall.

Mr. Graron. It was a diverse group of copper producing and
consuming interests that organized the company in the first place.

The Craraax, In other words, it wuas producers creating a
market for their production. laioly?

Mr. Gearox, Welll it was a necessary machine to handle the very
simple process of copper selling.  The process of copper selling i« °
0 stmple. ax compared to the selling nil merchandise like shoes or
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automobiles, or anything like that, that the entire commission i3
ordinarily 1 per cent; the entire gross cost for selling is 1 per cent.

The Cuagman. You may proceed with your statement.

Mr. Graton. 1 do not see, as a matter of fact, how the copper
companies could justify, in reality, the use of that particular {)o,g
figure as the price of copper from 1913 on. 1 do not see that it has
any relation to the situation, The fact that it approximates fairly
closely the price which I reached after very careful study, extend-
ing over a very long period, long before this matter was on the
books or the statutes at all—the fuct that their price of 1624 cents
closely approximates mine may serve as some justification for their
use of it.

The Cuamman. In other words, it was that particular price that
the zinc industry complained of, the fixing of that 1624 cents for
copper ¢

§ r. Graron. I do not know of that. 1 never heard of that.

Mr. MansoN. What was the price you used ?

Mr. Graron. The price I used was 17.4 cents, subject to the equiva-
lent of a reduction of 1.15 cents.

My, Maxson, Is that the same 115 cents that you used as a fac-
tor of safety?

Mr. Guaron. Absolutely.

Mr. Maxsox. In increasing the cost?

My, Graros. Yes, siv: it is the same thing,  You can call 1t 1617
at pre-war cost, or 17.4 at inereased cost.

gh‘. Maxson., Then, you raised the cost of production 1.15 cents
as & factor of safety and then added it to the expected selling price?

Mr. Gearox. No, siry 1 did not do that, T will tell you }mw I
came to that in a moment.

The Cuamemax, What was the price fixed during the revaluation ?
What was the selling price fixed, if yvou recall?

Mr. Grarox. What revaluation do yon mean, sir?

Mr. Grimes, 1492 cents, Senator. That is the 10-year average
sclling price for 120 months prior to March 1, 191310 years.

The Cuaresan. All vight, My, Graton. You may go ahead.

Mr. Grarox. My feeling wus, and still is, that the copper com-
panies, perhaps unconsciously, perhaps deliberately—I do not know—
did, seek to take some advantage of the fuct that they had done a
very handsome thing by the Government in time of war, and I pre-
sume some of them used that figure. I am speaking altogether from
offhand expressions. 1 have never disvussecll the thing with a soul,
but I presume, as a matter of fact, that some of them thought the
“Govermnent won't have the face to charge us for a lower price,
or use a lower price, when we sold them so much copper at a figure
of 13 cents under the then existing market.”

As I say, I diregarded that price entirely and, as I think you will
see, I used a price that was, in equivalent, lower.

My own prediction for the price of copper for the 20-year period subsequent
to 1913 is 174 cents per pound. This represents the price for electrolytic copper
at New York, to which point the costs of production cover.. Though my figure
is higher than the 16.67 used by so many of the companies, it is, in net effect,
lower, for I virtually subtraet from it 1.15 cents estimated Increase in produc-

tion costs, su that as compared with the pre-war costs my price amounts to the
equivalent of 106.25 cents,
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Mr. Maxson. I you take the position that that price amounts to
1614 cents, then you assume there will be no incrense in the cost of
production § .

Mr. Graron. Yes: that is right.

Mr. Manson. Yes.

Mr. Guraton. That ;s right.  That 1s, there will be no increase in
the cost of production over that of the b-year pre-war period which
I used in general as the standard. That is quite right.

The average of yearly copper prices for the 15-yenr perfod ending with 1913
was 15.13 cents, Examination of the cost figures of representative companies
to determine how costs rise with rislng selllug price hag led me to the conelu-
slon that to gain the 227 cents frowm the 10.13 cents average to the 17.4 cents
level, the costs will increase 1.15 cents, Jleaving 1,12 cents for increased profit,

In other words, I assume thut from the 13-year average prior to
1913, which was a little over 15 cents, the average of 21 cents to the
174 figare that I used would be split a little more than half to
increase the cost a little less than half the profits, and shortly I shall
endeavor to substanitate that very, very thoroughly; indeed, by
figures showing what actually happened over as wide a range of
years as anything approaching reliable figures are available,

All my estimates of price are made on the baris of knowledge and indications
exlsting as of 1913, and they are not influenced at all by the fact that the war
brought abnormally bigh prices, nor by the high costs that are likely to prevail
for a long time as a consequence of the war,

Now, T would like that to be emphasized very clearly, that not a
single figure was taken into account by me in arriving at this price
of 17.4 cents which was influenced by war conditions.

Mr. Maxson. Do you consider the year 1916 as being a war year?

Mr. Graton. Very much, sir. I consider the year 1914 as being
a war vesr, absolutely. I stopped smuck with 1943,

Mr. Manson. Assuming that vou did not consider war conditions,
the result you arrived at is a greater price than the average in the
year 1916, used by the companies? 1 believe you just stated the
companies, in arriving at 1624 cents, or 16.67 cents, used a five-year
average ending with the year 19167

Mr. Graron. No: they used a 10-year average.

My, Maxson. Yes: they nsed the 10-year average ending with the
vear 1916. *

Mr. Guevrox. T think that 1s righ': yes, sir

Mr. Maxnsox. And you finally arrived at 174 cents, which is
higher than the 16.67 cents. of course.

Mr. Grarox. T am insisting simply that I did not take into ac-
count the war conditions. Now, what did happen after that is of
no concern to me whatever in this connection. T am insisting that
it is of no concern. T am trying to emphasize very clearly to yvou
that T did not give any concern to it, and that is all I am seeking
to do at this moment.

Myr. Maxnson. But vour result is higher than it would have heen
if you had taken the war conditions into consideration?

Mr. Graron. Not at all, sir; because, if T had taken the war con-
ditions into consideration, why on earth should Istop at 19167 Why
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did I not go through with 1918, and see where your pretty figures
come out !

As agalnst 17.4 cents for electrolytie copper, I assume 17.6 cents for prime
Lake copper, which for years has commanded a premium over electrolytic-—

Mr. Grimes has said that premium is from two-tenths of a cent
to three-tenths of a cent, and in his chart he uses twenty-eight
one hundredths of a cent, which is somewhat larger than the two-
tenths of a cent that I have used. I used 17.15 cents. a reduction of
a quarter of a cent from the electrolytic price “ for arsenical brands
of Lake copper and for casting copper. All these figures T believe
té be conscrvative, as well as the 65 cents per ounce adopted by
Mr. Dick as the price for silver subsequent to 1913, and used in all
my computations in which silver is involved.” ’

I have here a lengthy dissertation on deductions for plant, I
think, Mr. Chairman, that that is subordinate to some other ques-
tions. My procedure has been attacked and T should like to d(?fend
and justify it, but it is the desire of all of vs, I assume, to get
through with this as soon as possible, and if you sre willing T shall
omit any reference to that here and it will be contained in the
memorandum which I should like to put in.

Mr. MansoN. There is one question 1 sicsald like to ask you abont
that.

Mr. (GraTon. Yes.

Mr. Manson. In case the life of (1.c mine is assumed to be greater
than the life of the plant, it would be necessary to make provision
for more than one plant. would it not?

Mr. Graron. Yes, sir.

Mr. Maxnson. That is all.

Mr, Gravox (rending). Interest rates:

Three types of Interest are involved in the value ceuputation:: (1} The
“ profit-risk * rate or demanded earning on the enterprise, (23 the * security ™
rate that may be expected on the sufe jnvestment of the allotmerss set aside
or supposed to he et aside for (he amortization of the funds put into the enter-
prise, and (33 the “ discount ” rate to be used in finding the present vorth of
futare necessary outiays,

For the profit-risk rate the majortty of companies honve used 6 por ceny,
though some have used higher rates, up to 10 per cent. T am uiable to agree
to the contentions gdvanced in favor of the ¢ per cent rate, and have used
Blgher rates eveept in one speclnl instanee, which appears to he exompt from
all tiese forms of risk which attacly particnlavly to mining,

That particular exception, T might <ay. ave the sands, the body of
old mill tailings or sands worked by the Calumet & Hecla Co.. whose
quantity and conteit had been measured when they were put there,
and then very carefully rechecked again by most systematic sampling,
so that the quantity of copper available in those sands and recover-
able from them was practically as evident as—well, T was going to
say. as the money in the bank vault, but that is a little extreme, I
realize. However, there is no inherent risk in that enterprise, such
as attaches to the average mining case, and, for that single instance,
T used the 6 per cent rate.

Mr. Maxsox. Would there not be risk of a reduction in the price
of copper below the assumed price before the copper was recovered
out of those sands?

M. Graron. Of course, there is a risk in any enterprise. There
is a risk in a mortgage at 6 per cent. The place may be burned

bl
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down, and in the meantime the insurance companies may become de-
funct. That is one of the reasons why interest rates are what
they are. .

Mr. Manson. You remarked that there was no risk.

Mr. Graron. T said none of the risks which caunse the rates for
mining to be increased above those for standard things, hike mort-
gages, for instance. If yon want an investment that is as devoid of
risk as you can probably get, you go to Government honds, at 8
or 4 per cent, and in times of great stress for money 434 or § per cent.

Mr. MansoN. Would there not be—-

Mr. GraToN. There is a risk always involved in a 6 per cent return.

Mr. MansoN. Would there not be another risk, for instance, the
risk of an increase in wages?

Mr. GratoN. Yes; so there is. There is risk in all sorts of enter-
prise, and 6 per cent is considered a fair return and is a going rate,
Of course, there is.a risk.

Mr. Manson. Do you believe the risk in a business, which involves
the risk of an increase in cost of operation, as well as a risk of de-
crease in the price of the }n'oduct, is no greater than the risk involved
in a first-class mortgage?

Mr. Graron. I am inclined to think that the risk is greater, yes,
in the mining enterprise. and many first-class mortgages are to be
had at 5 per cent.

Let me say right here that I have no pride of position whatever.
I arrived at a 6 per cent rate for the sands of the Calumet & Hecla
Co. after a very careful consideration and to the best of my ability.
Perhaps I may be in ervor. If I made an error that is important
at all, T expected and believed and hoped that my snecessors in the
bureaw--1 do not mean uecessors, but those in the burean who
were later to finally handle and fix and determine these cases—
would make such revisions and all corrections necessary. and that
applies not only to this particular case, but to every one. That is
one of the reasons that T labeled these cases * provisional,” in order
that the hands of the taxpayer and the hands of the Government,
neither one would be tied by what 1 had done, which I did to the
hest of my ability and with the excereise of my best judgment,

In the case of ore hodies exsentinlly completely developed, like the porphyry,
coppier deposits and o few others, and tn which the methods of extraction and
tregtment are on an axsuared and cuccessfal basis, 1 have used 7 per cent as
the profit-risk rate. For properties whowe ore supply, though assured well
ahend, is nevertheless proved less completely thun in the preceding case, but the
goologeeal indications ahead and the past history are favorable, I have used 8
per cent; with increasing uncertatnty of ore supply or Increaxing risk from
any ease, the profit-risk rate is raised.  The highest 1 have used for any going,
profit-making copper mine is 10 per eent.,

1 would like that to be remembered, that this is for a going, profit-
making copper wmine, not for rank prospects.

The rates T have used ave likely to be eriticised more or less xeverely by
the companies, but T feel they can he successfully defended as not too high.,
On the other hand, my rates miy be regarded by some as too low; hut as I
#id others before nie have pointed out, all profit-risk rates higher than 6
per cent (assuming that an ordinary good, safe investment should pay ¢ per
cent) vield actuadly a higher rate of interest on the money in the mining risk
than is implied in the named rge of 7, 890, or 10 per cent,  For example, a
10 per cent rate on a 18-year life yields actually 1325 per ¢ent on the average
amoeunt invested in the mining risk. ‘
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_ In otlrer words, if you assume that your money ought to be worth
in, let us say a safe investment, exempt, from that type of risk in-
herent in the mining business, your money ought to be worth 6 per
cent, and if you invest @ certain amount of money in a mining enter-
prise valued on such a basis as to yield 10 per cent by the formulas
which we use, you will actually receive 13.25 per cent on that part of
your money that remains in lﬁe mining risk. In other words, your
protection, which you have said shnuﬁl be 4 per cent above the 6
per cent normal rate, is actually 714 per cent, or prefty nearly
double. '

= That arvises from the munner in which these amortization tables
used by lHoskold and Inwood—I mean compiled by them and used
by all of us, the manner in which they are constructed is a conse-
quence of cortain mathematical relationships, and this fact was
already in print. I discovered it, as I supposed, independently, or
rather Doctor Hance, in the Revenue Bureauw, with me at the same
time, and I worked upon it. I think he is really entitled to the
discovery, which later proved not to be a discovery. We found
afterwards that other enginecrs had already put this thing on
record. That, ns I say, makes any rate about 7 per cent really
greater than is sound, and the protection involved, the factor of
safety involved, is magnified a good deal. If you use a 12 per cent
rate instead of a 10 per cent rate on o 10-vear life. your incrense
above the 12 per cent 1s 40 per cent.

Mr. Mansox. You mean 40 per cent of the 12 per cent?

Mr. Graron. Forty per cent: yes. It is over 16 per cent—16.7
wr cent, or something like that. T have it here, but T will not
l)nthm' to look it up now.

The Cuamman. If the life of the mine was longer than 10 years,
what effect would it heve; say 20 vears, for example?

Mr, Graron. T can not say offhand. I do not dare to answer
that exactly. I computed the thing for 8 per cent, 10 per cent, and
12 per cent on a 10-year life, and T did not take the trouble to take
longer and shorter lives. T could not tell you offhand which would
change that figure, whether a shorter life or a longer life, but un-
doubtedly there would be some change. A longer life would either
decrease this extra protection, or it would increase it,
¢« Do you know, Mr. Grimes, which way that would work?

Mr. Grises, The same interest rate represents a greater discount
for hazard, the longer the lifeeof the nune. That statement holds
true with any valuation formula used.

Mr. Grarox, But is that true in this particular sense. that my
13.25 per cert on the 10-year life would become something larger
than 13.25 per cent, say, on a 20-year life?

Mr. Grimes, I think there is an error in Mr. Graton’s statement
on the 13.25 per cent. T fell into the same error at the start, but
since that time we have done a great deal of research into formule
for valuations, the valuation methods and the results of these dif-
ferent methods, and the application of the different formule. The
depletion allowed for mining companies, or to any natural re-
source industry, is not allowed exactly upon the basis of the computa-

‘tion of value. The regulations prescribe a different method, which
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is to divide the total value by the total number of units, and deter-
mine a certain rate of depletion per unit of production.

The sinking fund valuation formule provides that a certain
amount shall be placed in & sinking fund each year, which amount
imcreases at a 4 per cent interest rate compm’mdedy annually.  The de-
sletion allowance is a greater amount than the amount which would
wve to be placed in the sinking fund. It differs by the difference
which the sinking fund would earn durving the life of the mine
when it is increasing at 4 per cent interest. That works in just
the opposite direction to Mr. Graton's statement. Instead of in-
creasing the risk, the method of allowing depletion prescribed by the
regulations decrenses the interest rate. Instead 0} being a 13 and
a fraction per cent interest rate actually used in reducing to present
worth, the 10 per cent interest rate in the computations would mean
a somewhat lower rate of intevest actually used as a basis for allow-
ing depletion deductions on the wnit hasis preseribed in the regula-
tions.

The Crammax. That is very involved.

Mr. Grarox, That is too involved for me, sir.

Mr. Grimes, That statement. is subject to mathematical proof, or
it can be proved by arithmetical illustrations. I have arithmetical
illustrations and charts of all the possible methods of valuation by
different valuation formulae. Those have been prepared for pros-
pective litigation,

We have a suit, which was set for trial last June, in Chicago, by
the fee-owner lessor of an iron mine, which is based entirely upon
the reasonablencss of the methods used by the commissioner in de-
termining depletion deductions, It became necessary to prepare
exhibits of this nature, which could he understood by anyone in
order to present the position of the Burean of Internal Revenue
properly to the court.  These exhibits were prepared upon the basis
of a 6 per cent interest rate on the value of & mine, and a 4 per
cent sinking fund rate where the sinking fund formula was used
and for a period of [0 vears time. It is a purely hypothoticnl,
illustration of the application of the different valuation methods
to the sume problem of valuation,

I should be glad to submit copies of those charts and tables on the
6 per cent basis; or prepare others upon the 10 per cent basis, if the
committee so desires it.

The Caamyax. Welly we will take that up later, and we will now
let Mr. Graton proceed with his statement.

Mr. Grarox. If you will permit one moment’s digression, I should
like to ask Mr. Grimes one or two questions about this, since this,
[ trust, will be my last offense in appearing before you, and 1 do
not want to leave things hanging, if I can help it.

1 gather from what you have just said, especially in the first part
of it, which I confess T did not fully grasp as you spoke it, you are
contrasting the difference between the theoretical depletion which
the valuation allows or provides for on the one hand, and the actual
means of computing the real depletion which the taxpayer is al-
lowed to deduct specifically in a given year. TIs that right?

Mr. Grimes, T was referring to the interest rate which the tax-
payer would obtain wpon an investment in a mine at the value com-
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puted, we will say, at March 1, 1913, and the actual interest rate
which he would receive by the methods in use in allowing deple-
tion, and in retiurning that value by the Income Tax Unit.

Mr. Graron. Those are two different. things, of course. At pres-
ent, I am talking about the method of arriving at a valuation, but
I am not talking at all about the particular way in which depletion
is going to be given. T do not care whether the Revenue Bureau
gives depletion or not. This is the way to value a mine.

Mr. Manson. Yes; but your statement that the net return to the
taxpayer will actually be in excess of the assumed rate is predicated
entirely upon the fact that each year the taxpayer will get back s
portion of the investment which you finally arrived at.

Mr. GraToN. Now Jet we tell you ahout that thing.

Mr, MansoN. And that the interest rate which you have set up
here as being in excess of the assumed interast rate would necessarily
depend upon the rate at which the taxpayer is assumed to get this
back, and that is fixed by the regulations and the method.

Mr. Graton. Noj not at all.

My, Manson. Of allowing depletion.

Mr, Graton. Not at all, sir. Not at all. The method of valuing
a mine was fixed and determined long before Congress knew any-
thing about depletions.

ﬁ. Manson, T understand, but the method of returning invest-
ments back to the taxpayer?

Mr. Graron. It has nothing to do with the case whatever. 1t i
what the mine returns to the taxpayer. It is not what somebody in
the Revenue Burean returns to him.

The Cuamman. I think the witness is right i that connection.
That is something that can be——

f..‘:"%rmtor Ernst. I should like to have him define his explanation
of it.

Mr. Graron. Now, to go back to the 1314 cents just for a moment,
is it true, Mr. Grimes, that the method of valuation which Hoskold
and Hoover and Finlay and you and I repeatedly use, assumes that
a man who pays a million dollars for a property, gets 10 per cent on
thut property per year; is it true that the method assumes, there-
fore, that he gets back his profit, and 10 per cent, or $100,000 a year
during the life of that mine?

Mr. Grises, Yes,

Mr. Graron. That is true. He gets back, then, theoretically, if
his valuation is sound, $100,000 per year, and he also gets back theo-
retically each year a part of that $1,000,000 that he put in. Tf it
has a 10 year life, he gets $100,000 back: so that in the second vear
his visk in the enterprise is only %900.000, and yet he gets back
$100,000, which is approximately 11 per cent, not 10 per cent; and if.
in the second year, he gets $100,000 on only $800,000 of risk, and
finally, in the last year, if his valuation was sound, with only $100,-
000 invested in the risky enterprise, and with the other $£900,000
safely in the bank drawing 4 per cent interest, or somewhere else
where it is safe, e gets back $100,000 of interest, of 100 per cent on
the part that is left in there. If that is correct, then 1 am wrong.

The Cramyax. I think that is plain enough. T thinks the com-
mittee understands that. The witness is not dealing now with the

»
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question of the regulations of the hureau, but rather the question of
arriving at valuation.

Mr. Graron. I am sorry that 1 get worked up about these things,
but I am under tension. .

Senator Exxsr. I do not see how you can help it.

Mr. GraTon (rending). After much study, I am convinced that the range of
interest rates I have adopted Is round and fair for the purpose of arriving at
mine valuation and depletion und that in general these rates have been prop-
erly applied, though in some few instances I may have erred in judgment snd
used a rate not truly suited to the case. Any such error will be reveuled
during conference with the taxpayer concerned, and should be corrected when
revealed.

In common with most companies, and in conformity with most valuations
made In recent years, I have used 4 per cent as the security rate, though Fin-
lay, in his work of valuing the mines for the State of Michigan in 1911 used
5 per cent.  P'robably 43 per cent could have been &ecured with perfect safoty
by any company in 1913, by finvesting in the type of gilt edge securities
selected by Mfe insurance companies. But I have held to 4 per cent partly
beeause no tables at 434 per cent were to be found and time was not avallable
to make them. Since the lower the seeurity rate used, the lower the valuation,
having in this respect the opposite effeet of the profit-risk rate, the use of a
low security rate like 4 per cent operates in the direction of conservatism and
affords one more urgument against any contention that the profit-risk rates I
have used are toc low,

Then I speak about methods used for deferred production, and
so forth, which are more or less subordinate.

Then I speak about depletion which, again, with your permission,
I will leave merely for the record itself to explain, and not take up
the time to read any of it, except this one statement :

It may be unneeensary to polut out that the depletion rate per pound for
different compunies varies between rather wide limits, Indeed, no approach
toward uniforinity can be expected. Short life, low operating costs, vich ore
or noteworthy vaiues in preelous metals will raise the deplefon rates per
pound of copper, whereas the opposite conditions will tend to lower the rate.

There _is one other thing that I would like to emphasize here,
because I have touched on it very briefly in this memorandum, and
that is my conviction, which I understand is shared, I believe sin-
cerely by Mr. Grimes, and, so far as I know, by all who have been
corfronted with this problem, that the fairest way, the simplest way,
the most direct and least expensive way of arriving at depletion is
not on the unit basis per pound of metal, but on the basis of per-
centage of operating income, and if that method, which T proposed
and earnestly urged while I was in the bureau, before the valuations
were made, could have been adopted, the collection of the tax, I
believe, would have been very much simpler. Would it not, M.
Grimes?

Mr. Grimes. Yes, sir.

Mr. Graton. I believe that everybody who has approached that -
matter in a fair and understanding frame of mind 1s convinced of
the simplicity and directness of that method.

The CHatryan. Just why was it not adopted, then?

Mr. Graton. It was not adopted, as I understand it, only because
the solicitor felt that it was an innovation and so great a departure
from what had been in mind that it would be far sufer to have it
based on new legislation than to attempt to use it under the law as it
stood, although the law gave the commissioner entire discretion as
to the method by which he should determine value and depletion.
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The Cnimyan. What you did, then, was to use the pound basis
instead of the percentage basis?

My, Graton. I used the pound basis, but because of my very great
conviction that the percentage basis was sound and proper, I fijgrured
out the percentage applicable to each company, ns well as the unit
figure, and in certain instances, merely to s{mw how the thing would
work, I computed what the total for the year 1917 would be by the
two methods.

Now, as & matter of fuct——

The Cramkman. How did that come out !

Mr. Graron. I am answering that now.

There may huve been another reason why the solicitor was re-
luctant to approve that, which was this: The tuxes that were chiefly -
in question in my time were the taxes for 1917 and 1918, when the
rate of taxation was greatest, when the profits of the companies were
highest, and when the nced for money was extreme. If the per-
centage method had been applied at the outset of its use to those two
years, the deductions for depletion would have been vervy much
greater than on the average. For the copper industry as @ whole it
would have heen—I can not say how much, but it would have been
substantially, and probably greatly, in.excess of the depletion com-
puted on any basis, by the unit basis: 1 mean on any of the bases
that we used. If you put my valnations at one extreme and the
lowest that the Revenue Bureau computed on any basis at the other
extreme, the per cent of depletion would have been higher still, and
my recommendation, transmitted to the solicitor at the time, in con-
nection with the question of the percentage depletion, proposed, us ¥
remember it, that the percentage depletion be used as the method,
but that 25 per cent, as T recall it, of the depletion so computed for
1917 and 1918 should be used, that it shou](i be cut in quarters, be-
cause it was big at the start. In other words, you had not given n
fair sweep of years to equalize this great hump, because vou started
with a great hump of high profits, and it did not scemn fair to give
the companies the advantage of that. To have used one-quarter of
that it would have brought the figures, probably, below the average
unit depletion figures that T nsmf Yes, they certainly would have
been well below them. Then, for the succeeding period of years.
when the price presumably was going down from the war peak, we
use 50 per cent of the percentage depletion, and eventually, after you
got on to what seemed to be a fairly normal running period, use the
full thing.

I realized that it was an inappropriate and inopportune time, in
a way, to propose such a thing, but I should like to emphasize the
value and essential soundness of the method, and to point this out
also.

Mr. Grimes, in 2 memorandum, contends that the depletions that
I recommend should be used; that the unit depletion should be used
in times of normal profit, when the copper companies would pay
littie or not tax.

T disagree with him in conclusion. I am, of course, at a disadvan-
tage in not having before me the data, as he has, in completeness,
but using such average figures as are available, it looks to me very
clearly that the copper industry, in times of normal operation, on

Al
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his own basis of what is normal, will pay a tax on a taxable income
of something over $40,000,000 a year, and if the tax rate total
amounts to 16 per cent, then you will get $4,000,000 plus per year.

The Cnamyax. There is one thing that I have not clearly in my
mind, and that is this: You asked Mr. Grimes about the relative
methods of computing depletion, and he answered yes; that the per-
centage basis was preferable to the per-pound basis. Ts not that
correct ¢

Mr. Grives. We call that the unit basis, Senator.

The Ciameyman, Yes: the unit basis.  What T would like to know
is this: If, in the beginning, you arrive at the actual amount of
coppev in the mine, why is not the depletion arrvived at by the actual
production or removals from the mines instead of using either one
of the theories that you have advanced. based on money values? 1In
other words, if you arrive at the conclusion that there are 10,000,000
ponunds of copp:r in the mine at the beginning and 1,000,000 pounds
15 aetnally removed, is not that the surest way of determining the
depletion?

fr. Grarrox. That is the unit method, sir, in reality ; but you can
not make a deduction from a tax computation in terms of pounds of
copper.  You have to reduce your value and then take the value of
what that million pounds was.

The Cuaryax. I understand that, but I do not see why the per-
centage basis is nsed. .\ percentage of what ?

Mr. Grarox. .\ percentage of the operating profit for the year,

The Cuamenax, T still do not see \\*smt profit has to do with the
actnal removal of the copper from the mine,

Mr. Gaearox. The pmflit i= the thing that makes the mine valuable,

The Crairmax. I understand that,

Mr. Grarox. If you take out of the mine something that is not
valuable, you have not damaged the value of that mine. Deple-
tion is a compensation to the owner for a sale of a part of his valu-
able property, which is the return for the cost of raw material.

The Crarzsan. That is true.

Mr. Graron. And the only measure of that is value,

The Cuammax, I understand.

Mr. Grarox. The only measure of that is value. absolutely. Now,
if he takes out copper in a year of high price, a ten per cent profit,
h: has damaged his mine to the tune of valuable ore, and if in another
yeur in a time of low price, he takes out ore that yields him only one
per cent profit, he has damaged his mine less, because the valuation
assumes that in taking an average price, that price would be made
up of high points and low points.

The Cusmyan. Let me state my question again. Assuming that
there are 10,000,000 pounds of copper in a mine, and that, in arriving
at the valuation you computed it at ten cents a pound, then you re-
move a million pounds in some one year, why should not the deple-
tion be based on ten cents, the same as you valued it in the first
instance?

Mr. GraTox. That is what the unit depletion does, of course.

The CrairmaN. Then, what relation has the profit to that particu-
lar procedure?
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Mr. Graron. It is a pretty complicated procedure. It is not at
all abstruse; it simply has many factors in it. I have written sev-
eral memorandy on this thing, which I will be glad to submit.

The Cramman. I know that engincers can write a lot of things
we laymen do not understand, but it seems to me that that is a simple
(‘!llestwn, as to why you shoulld not use the same costs per pound in
the depletion that you-use in the valuation.

Mr. Grimes. May I answer that question, Senator?

The Crairman. Yes; if you can answer it briefly. T do not want
a long engineering answer to it. '

Mr. Grimes. The unit deplition basis assumes that each pound of
corper in the mine, or each unit of metal in the mine, has the same
value. That is an absolutely erroneous assumption to star! with,
Each unit of metal in the mine has a different value from each other
unit in the mine. The percentage depletion method recognizes that
difference in the value of each unit in the mine.

Mr. Graron. That is right.

Mr, Grimes. The unit depletion method allows an average of the
value of all of the units in the mine for depletion. ’

The Cuairman. Now, I have got it.

Mr. Graron. Yes; that is fine. _

Perhaps, from the standpoint of your consideration and your
inquiry, one of the main justifications for the use of the percentage
method is that T believe all concerned agree that it will very
greatly reduce the costs of tax collection as concerns the metal
mines; but that is veally apart. I have tuken the liberty of inject-
ing that. That is not under critism or veslly nnder inquiry, but T
simply took this opportunity to impress my feeling of its impor-
tance before this committee.

The Caamman. Let me ask you this question: What would the
practice of the bureau be in a case like this: Assume, for instance,
you were valuing an anthracite coal mine, in which the whole mine
was made up of coal of equal value—and that is not an impossiblo
assumption—and you value-it in the mine at $5 & ton, and then
assime that 10,000 tons were daken out. Would you credit them
with a depletion of $50,000?

Mr. Grives. On a percentage basis?

« The Cmamaan. On any basis.  What is the practice of the bureau
in a case of that kind?

Mr. Grece. Under the present practice it would be; ves.

The Cramsan. That is just what I want to get. We do not need
to go into any length discussion, if that is the correct assumption.
That is all I want to know.

Have you completed your statement, Mr. Graton?

Senator Ernst. Is that according to your idea of what ought to
be done!?

The Cramrman. Substantially in accord with my ideas.

Mr. Maxson. Mr. Graton, had you ever had any experience in
doing appraisal work before you made these appraisals for the
bureau ¢

Mr. GraTon. Not specifically; no, sir.

* Mr. Manson. Had you had any experience in the actual cperation
of copper mines?




i i =
INVESTIGATION OF BUREAU OF INTERNAL REVENUE 1748

Mr. Graron. No, sir,

Mr. Manson. That is all.

The Cuaammman, Have rm completed your statement, Mx. Graton,
that you wanted to make? °

Mr. Graton. Do you mean iny entire statement ?

The Crammman. %es.

Mr. GraTon. No; I am sorry to say.

The Cuairman. Well, you had better proceed, because omr time
is gfttm ' short, and we want to finish it,

r. Manson. I thought he was through.

Mr. Graron. T have no doubt that I s%ould make a very bad mine
manager, Mr, Manson,

Now, I have endeavored to tell you what I did and why I did it,
and in so doing I have more or less sought to defend what. I did and
why I did it agsinst the criticisms that have been directed toward
what I did. T should like, i’ you are willing, to take up in detail
certain of those criticism, bec- use, after all, those go to the heart of
the thing. Those are the real things. If T have made mistakes, if
the burean has failed to collect taxes, then these two memoranda of
Myr. Grimes ave the basis of which to decide that. :

The CramrMan. I do not want to shorten any staterent that you
want to make at all, but in the light of new developments, in the
light of statemients made by Mr. Grimes, you still stand on your
provisional valuations, do you? .

Mr. Graton. What new developments, sir?

The Cuamryan. Developments such as Mr. Grimes has made in
his several statements,

My, Giraron, These?

The Cuamyan. Well, if those are the ones, You know what we
are talking about. You referred to Mr. Grimes’s criticism.

Mr. Graron. 1 thought you meant that comparative statement of
valuations that you read this morning?

The Cuamman. No; you just stated that your valuations have
been criticized and you wanted to tell us how you arrived at them.

Mr. Graron. Yes, sir; and you would .ke my conclusion in ad-
vance. Is that it?

The Cuarmax, Noj; 1 just want to know-——

Mr. Graton. I do not wean to be impolite at all, Senator.

The Cuammaw, If, after reading the criticisms, which yon evi-
dently have, because those are what you are replying to-

Mr. Graton. Yes.

The CramMan. Do you still stand pat on your previsional val-
uations ? '

Mr. Graton. 1 would, absclutely, with this modification always.
and this modification existed while I made the valuations. It is
reflected repeatedly in this memorandum from which I have quoted
extracts, and which still holds good.

So far as I knew, when I left the bureau and when I made the
valuations those valuations were sound, and so far as I know, except
in instances where specific corrections have been indicated, they are
still sound, and, in general, I feel just as confident of their soundness,
except in one oi two particulars, which I shall freely indicate to you,
as I did then, absolutely.

92910—25—pr 10—-11
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The Cuamsan. If you believe that, then why not confine your
statement to those several factors?

Senator Frnsr. I would like to have you take n case like that
and make it clear.

Mr. Graron. A specific case?

Senator Exnst. Yes; 1 thought you had one before you,

Mr. Graron. T can not take any specific case, because I have not
the data here. ‘

The Ciramesan, The witness wants to talk in general aboi t the
factors used, and he may proceed along those lines. I do not want
to vestrict you at all.

Mr. Graron. I do not know, as a matter of fact, whether I have
any business to take the time of this committee to defend the valua-
tions that I made. Those valuations were made, and they were
labeled and explained as “provisional” because I expected that
others in the bureau would vevise them, would review them thor-
oughlg, before or during the conferences with the taxpayers, which
everybody knew were to be held before settlements were made. In
the great majority of those cases, those reviews were made, and there-
fore, in' considerable measure, my provisional valuations vanished
from the picture. For my provisional valuations there were substi-
tuted either confirmations of those, or brand new valuations, which,
in either case, had the effect of being new valuations, so far as I was
concerned. Those valuations were made in considerable number, as
I am told, and in one or two instances know, by Mr. Grimes and by
the men immediately associated with him. TKe were, I presume,
in large number, if not altogether, approved by Izlr. Hamilton, who
was chief of the metals valuation section at that time, and approved
by Mr. Dick and by Mr. Darnell, who were the heads of the entire
mineral resources section at that time.

Mr. Grimes, it goes without saying, is a zealous guardian of the
Government’s interests. Mr. Hamilton certainly was & most careful
nllltlui to see that the mining companies did not get away with any-
thing. . .

Itgseems to me that the position Mr. Grimes has taken, something
like two years later, and from then on untit now, four or five years
Jater, is inconsistent. I do not see how hLe can reconcile what he did
in 1920 with what he complains about now. It seems to me bis
course indicates that when he made those last valuations in 1920, on
the basis of which the tax liability was fixed and determined, and
payments were made--either further taxes paid in or refunds act-
ually paid back to the taxpayers—at that time he was either incom-
petent to reach the conclusions which he now reaches, whicb are so
very different from those involved in the valuations he made, or else
at that time, if he knew exactly what he was doing, he now says that
he gave to the taxpayers a lot that they should not have received.

Now, I am sorry to say such things about 2 man with whom I have
been friends for a long time, with whom I fully expect and hope to
remain friends. I am very glad that I do not have to say them when
he is not here. -’

The Crairman. You asked for Mr. Grimes to appear here to-day.
‘I think you were anxious that he be here, and it would seem to me
to be appropriate that Mr. Grimes reply to that statement at this
point, if he so desires.

-
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Mr. Grives. I should like to, very mnch, Mr. Che#irman. T have
always had the very highest vegard for Mr, Graton's ability and
integrity. I think that his snggestion of the percentage depletion
is far and away the most constructive suggestion that has been made
to the Bureau of Internal Revenue in connection with depletion.

I am free to admit that 1 was incompetent to make valuations
when I came into the bureau. I do not think there is any man that
entered the employ of the Bureau cf Internal Revenue as a valua-
tion engineer that was competent to make valuations, I think I can
state that without exception.

The Cramryan. Do you mean by that that the valuations that
you approved in 1920 were in error beenuse of your lack of expe-
rience? Is that correct?

Mr. Grises. Yes, sir. I have found out that we made a number
of errors at that time. I think we are still making some errors
which should be corrected.

Mr. Graton’s valuations were made—-I believe you read the state-
ments that T made in connection with your valuations, Mr, Graton?

Mr. Graroxn. These; yes.

Mr. Grimes. Those are the only ones that T have made.

I have been accused of criticizing Mr. Graton and his work on this
copper revaluation. I wish at this time to state that I think Mr.
Graton did excellent work in°the limited time which he had avail-
able. Mr. Graton had about six months’ time. He was working
practically singlehanded, and he made tremendous strides toward
developing methods which should be applied uniformly to the valu-
ation of all types of mines.

Since that time we have had an average of 10 or 12 engineers in
the metals valuation section, and there were a number of excep-
tionally able men among those engineers. We have had 5 years to
study the question, which is about 50 years’ accumulated experience
of one engineer. That is about a hundred times the time that Mr.
Graton had to devote to the subject, and I think that with a hun-
dred times the time we have probably developed some improvements
in methods, which T am recommending for revaluation, a large num-
ber of them recommended in 1922, I think Mr. Graton would agree
that that was entirely possible, to develop improvements of method
as we gather more information and a better basis of checking the
" metheds in use.

As to the general principles developed by Mr. Graton, I can
take no exception. I think they were excellent. The detail of the
method of valuation, however, I think, is o]pen to considerable
criticism. The valuations by Mr. Graton, I think, recognize that
that was possible. He marked them all * provisional.”

When Mr. Graton left the department, Mr. Dick-— )

Senator Erxsrt. Pardon me, just a minute. What year did you
leave the bureau?

Mr. Graton. Early in 1920-—January, 1920.

Mr. Grrves. Mr, lgick, who was chief of the metals valuation sec-
tion at that time, and within a couple of weeks became head of the
natural resources subdivision, issued instructions that these valua-
tions were not to be marked “provisionai” any longer, that we
would not do that, that it would not be the policy of the office.
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We still folfowed the provisionel methods as developed by Mr.
Graton, and we found, in our opinion, that a number of inprove-
ments were possible in those methods as we made computations
of values.

As to the review of Mr. Graton’s valuations, I want to state that,

with two or three exceptions, they were not reviewed by engineers
in the metals valuation section subsequent to his resignation from
the section. These valuations were used as a basis of audit in almost
every case, unless the taxpayer objected to the valuation.
. Mr. Dick knew very much more about the mining industry and
about valuation methods than the other engineers in the metals
valuation section, with the possible exception of Mr. Hamilton,
who had had experience in valuation work for the State of Michigan
for a number of years prior to his entry into the Bureau of Internal
Revenue.

Most of the conferences with respect to these valuations were
held after Mr. Dick became head of the natural resources subdivi-
sion. They were not held by the metals valuation section,

Other valuation questions came up in connection with these con-
ferences, L)lrincipally the necessity of determining values for invested
capital. Most of the large mining companies acqaired properties for
stock, and it became necessary, on that account, to determine values
for invested capital. :

As an illustration of the very limited time which was allowed
for very important computations, I should like to mention the case
of the Chino Copper Co.

I was given a 160-page printed engineer’s report as at the date
of the acquisition of that property by the Chino Copper Co. 1 was
told to read that report and the taxpayer’s computation of value
based upon that report, and determine whether or not it should be
accepted by the bureau. )

Mr. Harrsox. When was that, Mr. Grimes?

Mr. Grimes. Early in 1920.

I will not recite the figures, but the value allowed was about two
and a half times the par valie fo the stock for invested capital.
'That was the on1¥; information that was placed before me for con-
sideration—just the engineer’s report.

It has been determined in-revaluation that large blocks of this
stock were sold at par at the date of acquisition of the property
by the company. The valnation was in excess of two and a half
times the par value.

Now, I made an error there, but I made that error because I
only had a part of the record before me when I made the valuation.

’there are a number of similar errors, a large number.

We were working under very great pressure at that time. Mr.

Graton worked nights and Sundays, and we came back and worked - §

nights and Sundays after Mr. Graton left. Under those condi-
tions errors were bound to occur, and I can state frankly that, with
the possible exception of Mr. Hamilton, there was no man in the
metals valuation section, or in any other sections of the Natural
Resources Subdivision, who was entirely competent to determine
values by appraisal methods early in 1920.

The CrammMaN. Where is Mr. Hamilton now ?

Mr. Grimes. He is running a silver mine in Mexico.
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The Caamman. Did he approve of these valuations fixed by Mr.
Graton, at the time?

Mr., Grises., No, sir; he hid nothing to do with them at all.

The Cuammman. He was not in that section at that time!?

My. Grimes. When Mr. Dick became head of the natural resources
subdivision, Mr. Hamilton became chief of the metals valuation sec-
tion. Mr. Hamilton was the first enginser appointed in the metals
valuation section, with the exception of Mr. Dick and Mr. Graton,
I was the next engineer appointed after Mr. Hamilton.

The Cuamman. Just what did Mr. Hamilton do after he came
in¢{ Did he have anything to do with these copper valuations?

Mr. Grives, Mr. Hamilton was chief of the section, and 1 was
assistant chief of the section when the matter was taken up. The
provisional valuations were used as a basis for the audit of the
1917 returns.  We had nothing to do with making or approving the
provisional valuations with two or three exceptions., When the
1918 returns came into the metals valuation section to have deple-
tion allowances determined for 1918, to be used in the audit of the
returns for 1918. I checked over—-—

Mr. Harrsox, Mr. Chairman, may I interrupt Mr. Grimes just a
moment, please! I think we can hear Mr. Grimes at almost an
time, out it is difficult to obtain the presence of Mr. Graton. I
think if Mr. Graton has anything further to say we ought to heur
him, and then call Mr. Grimes at some later time.

Mr. Grimes. May 1 just finish this sentence ?

Mr. Hakrsox, Yes; 1 have no objection to it.

My Grives, I checked over the valuations as they came in, and
I found that T could not agree witn those valuations. The returns
were placed in our file, and recommendations prepared to the Com-
missioner of Internal Revenue. which were embodied in a memo-
randum of January 7, 1922, and no returns were sent to audit on the
basis of the provisional valuations for 1918 until after we had
received the commissioner’s reply to the memorandum of January
7, 1922, :

I thank you.

The CrairmMaN. You may proceed now, Mr. Graton,

Mr. Grarox. Mr. Chairman. I am naturally anxious to get home,
but I certainly was interested in what Mr. Grimes had to say, and 1
want to express my appreciation for his very fair and generous
reference to me and my work.

This might very easily degenerate into a kind of a scrapping
match between Mr. Grimes and myself, in what I hope will be a
friendly way. I mean that we would swap these things across the
table.

I wonder how specific Mr. Grimes would care to be about the
number of cases in which valuations were reviewed or new valuna-
tions reached early in 1920, or within the year 1920, let us say
when a number of taxpayers apparently supposed that they had
fixed their tax for 1917 and 19187

Mr. Maxson, Iet me say at this point that there are a lot of
appeals pending on these provisional valuations, on the very point
that this witness is bringing up, and this witness has furnished
evidence for one of these taxpayers, and I do not know how many
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more. T do not know as Mr. Grimes ought to be required to suppiy
information which may be useful to the taxpayers in prosecuting
appeals.

lkh'. Gresa. Mr. Chairman, may T say a word on that?

In explaining the bureau’s actions with reference to the copper
companies, the matter of the finality of the settlement of these cases
is a very important item, and T think we should be allowed to bring
it out very clearly from both Mr. Graton and Mr. Grimes as to how
final the settlement was. We also have some other evidence on the
matter that we want to put in.

The CuammaN. There is certainly no objection to that.

Senator Exnst. Yes; we want to hear it all, '

The Cnammax, But T was acting on the suggestion of Mr. Hart-
son, that if Mr. Graton has not finished, and if he wants to do so,
we should let him finish, but he can not do that f he s going to
indulge in any cross-examination of Mr. Grimes,

Mr. Grarox. That is right. May I say to that, My, Manson, that
I shall be stopped if any time I ask questions that vou think I
have no right to ask.

Mr. Mansox. That is up to the committee.

Mr. Graton. All right. I am trying to get at the truth. T am
not trying to work up a case for anybody.

These numerous affidavits which we have here were put in in the
middle of 1922, when this revalnation business came to public no-
tice. This one happens to relate to a group of Michigan companies,
11 companies in number, beginning with the Calumet & Hecla,

The CHArRMAN. What is the date of that?

Mr. GratoN. The date of this is July 7, 1922,

The CuamMan, Was that the first time that these valuations came
to public attention?

r. GraToN, It was announced some time in June. I think. to the
taxpayers that a revaluation was contemplated, and they were noti-
fied that they would be given a hearing upon two or three questions—
the price of copper, the interest rate, and something else, which I
have fergotten, and on June 30, I think. a hearing was held in the
Treasury Department, and supporting affidavits were put in shortly
after. I%hi@; is one of such affidavits. This one is addressed to the
Commissioner of Internal Revenue and the particular statement that
I referred to is as follows:

Your attention is invited to the following list of facts:

1. The valuation for each company in this group was made by Messrs. O. R,
Hamilton and 8. P. Hatchet, both of whom are still in the valuation section.

Then there is a list of the companies given, including the Calumet
& Hecla, the Ahmeek Co., the Alovez Mining Co., the Centennial
Copper Mining Co., and so on. :

The Cua.nyan. Do they mean that those valuations were made
for the Government or for the taxpayer?

Mr. GratoN. For the Government. The valuations that were
settled upon and which the company finally paid taxes upon were
valuations which were made or approved, according to this report,
by these gentlemen. '

The CuamMaN: I understood that those men were not in the
bureau at that time. .

A
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Mr. Graron, Of course they were in the burean. Hatchett had
helped me, and Hamilton came in shortly hefore I left.

The Cuamman. Did he assist in making your valuations?

Mr. GGraton. No: Hamilton did not. lgi'at(*hett did.

The Cnamman. How did he come to make his valuations, then?

Mr. Graron. Beeause, shortly after T left, he became chief of the
metals valuation section.

The Cuamman. He went ahead and made new valuations, did he?

Myr. Grarton. I do not know what he did, except, so far as the tax-
payer was concerned, he was the inan who represented the Govern-
ment and he said, “ This value was too high” and “ This value was
too low.” Dick was concerned also, and Grimes was concerned. It
would lead to no useful purpose at all, and T do not know how many
such instances there were. Mr. Grimes said a ve.y few. Here
are 11. 1 am wondering whether he valued the Chile Copper Co.,
whether he valued the Anaconda Copper Co., or whether he valued
the Phelps-Dodge, the Kennecott, the %tah, the Ray. the Chino, and
the Nevada Consolidated—he or some of his associates. My impres-
sion is that some responsible man in the bureau passed upon those

uestions as intelligently as he could, and with, I have no reason to
think, other than utter good faith, and the taxes were determined.
If my valuations were adopted, that meant that they were construc:
tive, and if they were changed, that meant that something better had
been substituted, something that the bureau, in the final exercise of
its judgment, considered better.

'llho Caamymax. T understood you to make the statement a moment
ago, in the paper that you read, that Mr. Hamilton and the other
gentlemen tlmt you referred to made the valuations and adopted
the valuations on the basis of your valuations.

Mr. Gratox. No.

The Cuamrman. Or what are termed your valuations,

Mr. Grarox. No. T do not know what basis they reached. T have
never known, except in one or two instances, what valuations were
finally used. or how they were reached in determining the taxes
that were finally settled on in 1920,

The Cuamvax. I think we had better proceed and not raise
questions that Mr. Grimes raised. but just tell your own story.

Myr. Graron. The record is in here, whatever it is, apparently.
I ascume that it is in here {indicating file].

As to the necessity of correcting errors, there can not be two
opinions. If obvious outside errors vere made, ‘hey ought to be
corrected, but if, in the course of the vears of ‘ime. viewpoints
change, new ideas come to mind, through whii Mr. Grimes says
is 100 vears of a man’s experience, or 5 years of a group, will not
new ideas come to mind after 10 vears, and will not new ideas
come to mind after 20 years. and will the Revenue Bureau and the
valuation section endeavor to go back and revise valuations every
time a substantial new gronp of ideas come to mind?! Is that
reasonable? Is it contemplated in any scheme of procedure? I
can not believe that it is. In the first place, the time will soon come
when all that sort of monkey business will cost more than it is
worth, and I really believe the Government would have gotten more
money if it had been snappy about that determination-and got the
money long ago. and had interest on it than to have so many of

*
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these things dragging along and dragging along, both sides using
up money.

Mr. Harrson. Mr. Graton, on that point, if I understand you cor-
rectly, the Government did, soon after you left the bureau, con-
duct hearings in these several copper company cases, and assess
any additional taxes that might be determined after those con-
ferences to be due, and then collected the money, and it is the posi-
tion now, of all of these copper people, that, after such procedure,
their cases for those years were (rloseé. ‘

Mr. Graron. Yes; that is right.

Mr. HarrsoN. So that—-—

Mr. Graros. The bureau has in many ways done what 1 have
just suggested. .

Mr. HawrsoN. Yes; that is what I am trying to get at.

The Cuamyan. They also made revised estimates on the same
theory that they made reassessments.

Mr. Harrsox. That may be true, Mr. Chairman. I think the
testimony brought out, though, that in general Mr., Graton’s valua-
tions, after he left the bureau, were approved by the officials in the
bureau, and they resulted in an additional tax on the copper com-

anies. ‘
P The Cuamman, That is not in accordance with the records that
we have developed, or that we seem to have developed, and the
bureau will have a chance to take that up later, that there were
lower valuations than the taxpayers themseﬁ'es claimed.

Mr. Harrson. I think in a few instances higher values were
allowed than claimed.

Mr. GraToN. Lower values, yes, sir; that is right.

The Cuairman. But that has nothing to do with Mr. Graton’s
statement ; so let him finish his statement.

Mr. GraToN, But it is true that my valuations, according to this
memorandum you have read, which is the first comparative basis
t}m_t I éw,ve ever seen or heard about, were lower than the taxpayers
claimed. ‘

The Cuarrman. Which would mean a refund to the taxpayer.

Mr. GratoN. Noj it would mean more taxes. Furthermore, there
were various other means by which more taxes were to be assessed,
which were quite independent of valuation, or touched it only inci-
dentally, and did not concern my work at all. Undoubtedly the
companies as a whole, in the aggregate, averaged a lot more taxes
an the basis of the settlements made in 1920 than they had paid .
initially on their own computations.

The CaairmaN. Well, proceed with your statement.

Mr. Graton. Now, I am going to ask, if you are willing, in view
of the stand that Mr. Grimes has taken, which is, as you see,
diametrically opposed to mine, to take up the criticisms that he has
recorded here, because I believe I can show that most of those are
unfounded. I believe that I can show that the price that I used is a
good price. I believe I can show that the interest rates I used
are good interest rates. I believe I can show that these statements
of his, which, as I understand it, were apﬁroved by Mr. Hamilton
before they were transmitted formally to the superior officers in the
Bureau of Internal Revenue, and which, as I understand it, consti-

.
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tute the only basis for the contention that revaluation is necessary,
are full of error, that they exaggerate, that they are, in effect, to
those who read them, misleading, and that they, as a matter of fact,
are not nearly so impressive when examined in the light of an
understanding of the facts, as they seem to be when read casually
bﬁr people like, let us say, the Commissioner of Internal Revenue or
the Secretary of the Treasury, or their immediate associates, who
naturally can not be familiar with the details, which are set forth
here in generalized statements.

The Cuamvan, I would like to ask Mr. Hartson at this time
whether, in view of the fact that the arguments prepared and pre-
sented by Mr. Grimes to the Conunissioner of gmemal Revenue,
and I suppose to the Secretary of the Treasury, because he approved
the order, having been accepted and adopted by the bureau, it is
any part of the work of this committee to determine the argument
between Mr. Grimes and Mr, Graton on this matter ¢

Mr. Harrsox., Mr, Chairman, the committee, of course, must be
its own, judge as to what it desires to inquire into.

My own 1dea is this: The committee has raised the criticisin that
copper valuations made by the Bureau of Internal Revenue were
erroneous and ought to be changed. A memorandum was read into
the record. signed by the commissioner, and approved by the Sec-
retary of the Treasury, which directed that those valuations which
had originally Leen determined be changed, effective, however, for
the year 1919 and subsequent vears, and that the old valuations
should be permitted to remain for 1917 and 1918. The counsel for
the committee suggested that we should go back and change for all
years, if we determined that those valuations were wrong.

The purpose of asking Mr. Graton to come here was to inform the
committee as to the basis which was used by the officials of the
bureau in determining the oviginal valuations, which the Secretary
of the Treasury and the commissioner have said should remain as
they are for 1917 and 1918.

’lyhe Cuamman. But the burean itself has adopted the methods
proposed by Mr, Grimes, and with that our counsel agrecs. There
15 no argument between this committee or its counsel, and the bu-
reau, as I understand it, on the methods adopted in the revolution
scheme. Now we are all agreed on that, but there still remains an
argument between Mr, Graton and Mr. Grimes, which does not con-
cer:: the committee, as I see it, because we are all agreed that M.
Grimes did use, as I understand it—-

Senator Ernst. No—-r

The Cirairman. Just a iinute, please, Senator. The only differ-
ence of opinion that there seems to be between the committee’s
counsel and vou is on the guestion of whether these should be ap-
plied for 1917 and 1918, and. I can not, for the life of me, see how
all of this discussion between Mr. Grimes and Mr. Graton affects the
years 1917 and 1918, when you have agreed that it did apply to
1919 and 1920, and subsequent years.

Mr. Harrson. Mr. Chairman, I think it is material for this rea-
son, that when the matter was decided in 1922, that the taxes of
the copper companies for the years 1917 and 1918 should remain
closed on the basis that had previously been determined, it was nec-
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essary to satisfy the then officials of the bureau that the previous
valuations had been determined by competent people, in good faith,
having all the.facts before them that could be supplied at that
time, and in developing those facts and satisfying themselves that
such was the case, that those valuations had been determined on
pmyor lines; that, feeling that the ofticials before them were thor-
oughly competent and expert in their line to determine those ques-
tions, that they would not then make a retroactive order for the
purpose of reopening cases which at that time had been closed.

That is the purpose of having Mr. Graton here to-day. to show
thiit, when these actions were tur;'vn and when these valuations were
originally determined and had been decided upou, it was in the
exercise of good faith by competent people, fully qualified to pass
on the matter, and that the taxpavers had had their ecases closed,
and therefore they would not go back and change. But it was
agreed that those valuations, so arrived at by the people that I
have referred to as being thoroughly competent, in the light of addi-
tional facts which time developed, in the light of additional expe-
rience which had been gained. were unsatisﬁwtm'y for determining
the taxes for thc.c companies for all years, and therefore, starting
with 1919, the new valuations should be made effective as of that
date and for subsequent years.

It has been conceded such a position may be charged with being
an inconsistent one, but the point that we had in mind in asking
Mr. Graton to come down here was to show the committee that
those valuations which he made, or which were made on the basis
of his recommendations, were valuations that many honest people,
many qualitied people, many experts, whose judgment 1s entitled
to the greatest wpi«vsnt, believe should remain in effect for all years,
and should never be changed for any year, and that the commis-
sioner and the secretary have gone a long wayin attempting to safe-
guard the public interest, and not to permit the copper industry or
the copper people or any class of taxpayers to be too favorably
treated. in changing those valuations at all.

That is a rather rough statement of what our position is. 1 think
it has been shown here to the committee that the work in those
times——

“The Cuairy.~N. But this seeins to be a general controversy be-
tween Mr. Grimes and Mr. Graton.

Mre. ILakr=ox. Personally. 1 would like to discontinue any argu-
ment between My, Grimes and Mr, Graton. Each. in good faith,
has a different view of the situation.

The Coamman. What I wm trying to do is to have Mr. Graton
co ahead and finish his statement. but we get into this controversy,
and we do not want to get into it. I am willing to sit here until
Mr. Graton does finish his statement: so you may proceed with your
statement, Mr. Graton. and get through with it as speedily as possi-
ble, please.

Mr. Guarox. All right: T will do my best.

The first reconunendation that I should like to consider is that of
January 7, 1922, It sets forth. in general terms, the essential prin-
ciples that should guide a sound valuation. With so much of that
1 agree, and those factors with which I do not agree are set forth
in greater detail in the succeeding memorandum of July 25, 1922,
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Mr. Maxeon, Just to keep the record straight, permit me to say
that the first memorandum referred to by the witness is Exhibit D
and the second one is Exhibit E,

Mr. Graron. 1 am inclined to pass over this first one, in large
measnre. I should. however, like to set forth this, which is point 3
of the general summary :

That the basts of 1l valuations, exeept short-life diseeveries In war times,
e the expeeted profit as determined by pre-war costs, and metal prices, rather
than the expected pofits ax determined by the costs attained and expected
fnture prices as influenced by war conditions,

Now. I agree with that, in substance. T certainly agree with the
principle which T assume this enunciates or repeats, that value made
as of 1918 must take into account the factors then known, and can
not take into account factors which will come to life: that being
modified only. if ot all. because of the peculiar fact that the necessity
for valuation in 1913, as I have already indicated, was not made evi-
dent to anybody. by law, until 1918, and some things were <o fixed in
men’s minds that they could not possibly be eliminated ; but the cost
of production and the estimate of future selling price were made, as
nearly as human judgment conld make them, I believe, on the basis of
what was known in 1913, and not on the basis of war conditions.

Then. in point 4, it says:

That all valuations by analytic appraisal methods, based apon estimates of

any factors such as operating costs, grade of ore, quantity of ore, or increaxed
rates of production, be provisional-—

This is Mr. Grimes” recommendation, that all such valuations

be provisional until sctual eperations by the taxpayer have demonxtrated the
essential accuracy of his estimatex: in other words, that information derived
from operations subsequent to the required basie date will be the test of the
acenuracy of annlytic valuations which must be based upon estimates.

Now. it seems to me that what I have just said and what T now
read arve quite inconsistent.  The first one says valuations mus nei
take into account subsequent disclosures, while in the next paragraph
it says that valuations then made shall be provisional until such dis-
closures test their accuracy.

If we are to accept this second suggestion, then we will test, np
to this time, the aceuracy of valuations made as of 1913, by what has
happened in the period from 1914 to 1924, inclusive, and I wonder if
Mr. Grimes would care to revalue the copper companies in the light
of what has happened in this period. Tt 1s not as extravagant as it
sounds, because the extreme prosperity ocasioned by the war was
followed by an extreme depression in the copper industry, such as
was never faced bofore by that industry.

I think it is an entirely improper warping of the conception of
what market value in 1913 is, Tt pl'acﬁcul‘ly says that if a man buys
a mine in 1913, and it proves to be better than what both the buyer
and the seller assumed it was worth, the new buyer afterwards has
to refund to the old owner the Increase in value that the mine has
shown: and, on the other hand, it presumes that if the mine turns
ot to be not as good as they both thought it was when they freely
came to a bargain, the new owner can claim restitution,

Furthiermore, how long a period are you going to take in which to
check these valuations? Most of these nunes are things that run
into vears, and into tens of years.  Are you going to be continually
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passing judgment as to whether those valuations are sound, and con-
tinually revising those things, or are you going to know whether the
valuation was sound by the way in which the mine has lived out its
life? Jf you should determine that the mine did not do as good as
the valuation implied, are you going to try to get the money out of
the taxpayer after his assets have been dissipated, or, on the other
hand, having found that the mine did better, ave you going to be pre-
pared, at the end ~f a long life, to make a refund? That would come
to an absurdity. :

The Caamarax. Of course it would. and the committee has in-
telligence enough to understand that.  Mr. Grimes never intended to
imply that.

Mr. Graron. 1 am sorry, sir. I am tuking these things as they’
appear to me.  1f all of these things are subject to discount, it is
equally unnecessary for me to go on, but if there is anything in here
that can be taken at par, then 1T would like to go ahead with it.

Senator Exnst. Let the witness proceed.

Mr. Graton. I am going to run over this very hurriedly. Then
there comes an extended discussion of the conclusions reached from
the analysis of comparative methods as to those four companies
which we discussed yesterday, the Utah Copper Co.. the Nevada

Jonsolidated. the Chino, and the Inspiration, and he says in con-
nection with that analysis——

Mr. Maxson. What page ave you reading from?

Mr. Grarox. Pardon me. Page 4 of this copy. Item No. ¢4
(reading) :

Nune of the four taxpayers for whom summaries appear in this mamo-
randum report any excess protits or war profits tax in 1918, and in the
sase of one of the taxpayers the use of the provisionual basis of valuation would
result in no assessment of war profits or excess protits tax, The<e taxpayers
ave among those to whom war prices of copper wete most heneficial.

In the first place, this take note of the fact that the valuations that
were used, rest, let us grant, on the valuations that I made. T take
chiefly the vesponsibility for the Utah Copper valuation. Then it
takes account of the fact or implies that in the case of three of
those companies the provisional valuations that were made had the
effect of Lringing about excess profit taxes. which the taxpayers
themselves had not computed, but it says that it omits one company.

Now, isx any such clumsy end unreliable and inequitable method
of distributing the tax burden, as everybody realized was included
in the war profits and excess profits tax law, to be taken as the
measure of the value of a mine? The excess profits tax depended
on so many factors of chance—chances of date, chances of all sorts
of things—that it can not be used as the measure of anything, except
the measure of the tax which Congress specifically is to determine,
So T think that is without any force whatever as a measure of
whether those valuations were proper or not.

There are numerous questions that arise in connection with these
specific tables, but I shall pass them over. I should like to refer
to a statement on the final page of that:

v If these recommmendations for revisions of valuation are approved for all
years from March 1, 1912, to date, the additional tax indicated from the
copper mining fndustry alone, is in excess of $60,000,000, and if approved for

19018 and subseqguent years only, an additional tax of In excess of $20,000,000
is indicated. .
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1 think the committee has probably besn misled in some respects
about the quantity of tax which would probably arise if revaluations
were extended to 1917 and 1918, Mr. Grimes indicates that from
March 1. 1913, to the beginning of January, 1922, the total tax on
the most extreme basis of computation, would be $80.000,000.

The Cuamgvax. If this committee has been misled, with its Iimited
knowledge and ability to deal with these matters, it certainly has
placed tf;e Secretary of the Treasury and the Commissioner of In-
ternal Revenue in a very absurd and ridiculous position, because
they have accepted Mr. Grimes’s recommendations in ordering the
revaluation, Certainly. the intelligence of the Secretary of the
Treasury and the Commissioner of Internal Revenue is at issue, if
all of the absurdities aro contained in Mr. Grimes’s statement that
you wounld make it appear. )

Mr. Grarox. I do not mean to imply, Mr. Chairman, that this
statement is misleading. T do not know. 1 take it for granted that
Mr. Grimes™ computations indicating $60,000,000 are high, on the
basis which he uses, What 1 meant was this: As I understand it.
a few days ago the committee was advised that about $50,000,000
available would be collectible as additional taxes from the copper
companies if 1917 and 1918 taxes were revised. As far as I know,
that specific question was never considered by the Commissioner of
Internal Revenue or the Secretary of the Treasury. I do not mean
to sav that this wounld mislead them, but that other testimony given
or ocher data submitted showed fivst $60,000.000 and then I believe
it was reduced to %50.000,000 for 1917 and 1918,

Mr. Maxson. The $60.,000.000 has reference to the entire period.
and the $50,000,000 refers to the years 1917 and 1918,

Mr. WricHT. And it also includes silver?

Mr. Maxsox, Yes,

Mr. Grarox, Then, if Mr. Grimes says that 1918 and subsequent
vears would yield $20.000,000, that would mean that 1917 alone
would be eapected to yield something over $30,000,000 or §40,000,000,
Is that right!?

My, Maxsox. T have no division of it,

Mr. Grarox. What I mean to imply is that I think some one got
mixed up in trying to draw conclusions from these figures, and that
the consequence of his mistake was to magnify the apparent amount
to be collected. However, that is aside from the point. I am glad
to say that. in doing what I did in the bureau, the consequences with
respect to how much money it would bring in were aside from my
consideration, and I feel that an engineer who was asked to pass
upon questions of fact and judgment about a mining property cer-
tainly should not be influenced in his conclusions as to values by
whether they will bring in tax or not.. That should be the concern of
the legislature. I suppose.

As I say. I am glad that my own valuations were not warped hy
any consideration of how much more tax or how much less tax my
figures would result in.

Mr. Manson. Just a minute there. You would not expect the
commissioner, nor the Secretary, to authorize the expenses incident
to a revaluation. without having some idea of whether the amount
involved was a substantial one or not. would you?
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Mr. GratoN. No; I think not, in general.

Mr. Manson. No.

Mr. GraTon. I think not.

. Mr. Manson. And there is nothing in this memorandwn which
indicates that Mr. Grimes’ valuations were in any way influenced by
what he expected the tax to be, is there?

Mr. Graton. I do not. I leave that for anybody to judge. I do
not know.

The Cramrman. Well, that is not relevant, anyway.

Mr. Graton. Now, Mr. Chairman, my understanding in coming
here, in which I may have been in error, was this, that on about the
24th of January the committee asked the Revenue Bureau if it would
tell the committee whether it would extend the revaluations proposed
from 1919 onward back to 1917 and 1918, and it was in oxder that an
appropriate answer to that question might be given that the bureau

ed me to appear.

The CuammMAN. Are you speaking for the bureau in that con-
nection?

Mr. GratoN. Noj; I am explaining my reasons for being here, and
the understanding on which I thought it was desirable to come. and
on which I thought it was proper to vome, and I am simply asking
for this reason: gf the committee is not interested in what happened
in 1917 and 1918, and if the committee and the Revenue Bureau take
the point of view that the decision to revalue from 1919 onward are
matters of its own concern, and the decision already reached is
irrevocable, then, I thirk, I would be wasting the time of the com-
mittee in going forward. But if the committee is interested to know
whether a substantiai amount of money is due the Government for
1917 and 1918, provided the valuations already made for those vears
are wrong, then what I have to say, it seems to me, is relevant.

T am asking that question simply because I do not want to use up
the time of the committee at all. :

Senator Ernst. Mr. Hartson, what is your own desire about that?

Mr. HarrsoN. My own desire, Mr. Chairman. is to ask of this
witness the I sis used by him in determining the provisional valua-
tions which Le arrived at, which later became translated into final
gdjustments with the taxpayers; at least final so far as the payment
of the tax based upon those provisional valuations was concerned.

The CuairmaN. Has he not already put that in?

Mr. Hartson. I think he has,

The Cramrman. That has already been given.

Mr. Harrson. Any disagreement ketween Mr. Grimes and Mnr.
Graton, I think, is beside the point. ¥ think we have shown the
committee a picture of conditions in 1920, what was done, and the
reason why it was done. .

Now, it is going to be incumbent on the bureau to answer the
question that the chairman asked ns two or three days ago: Are
we going back and reverse our decision in 1922, in which we made
new valuations effective for 1919 and subsequent years. but declined
to go back and make them effective for 1917 and 19187 I think
~tha::1 is a matter for the bureau to answer, and we will be prepared
to do so.
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The Crmamrman. I think that is a very correct stutement of the
situation, and 1 think Mr. Graton hes covered the ground so that
the committee understands how you arrived at those conclusions,

Mr. Graron. Mr. Chairmen, may I say simply this one thing?
I would very much prefer not to have any scrap back and forth
with Mr. Grimes. I have no desire to do that. We have understood
for a loing time that we were more or less apart and we have ac-
cepted thav fact. As a matter of fact, I have stated what 1 huve
rﬁciwd thus far with the expectation that I was supported by many
things.

The Cpamman. That is again going back to the controversy
" between you and Mr. Grimes.

Mr. Graton. All right, sir.

The Cuairstan. If Mr. Hartson does not think that that is im-
portant, T believe it would only be bringing before this committee
the controversy between you and Mr. Grimes. If the bureau is sat-
isfied, the committee is satisfied to let it drop. If the bureau wants
anything more the bureau is at liberty to put anything they want
into the record.

Mr. Graton. All right.

Mr. Grece. There 1s just one question I would like to ask, Mr.
Chairman, and it has a very important bearing on the whole ques-
tion.

What was your understanding at the time you made these valu-
ations as to their finality, and why were they marked “provi-
sional”?  Would you mind restating that more or less in detail, Mr.
Graton ?

Mr. Graron. The fundamental, the compelling reason why they
were marked “provisional” was that it was understood and ex-
pected that the taxpayer would be given an opportunity to submit
any additional information necessary, that the valuation engineers
of the Revenue Bureau would have an opportunity to examine that
with more leisure than was available to me in examining the data
which I had used in arriving at the conclusions which I had pro-
visionally reached, and those things were marked “provisional”
simply in order, in view of that pending final settlement, nobody
could say that a final settlement had already been reached.

Mr. Grece. When was it contemplated that these matters would
be adjusted ?

Mr. GraToN. At the earliest possible moment, sir.

Mr. Grece. And in what manner—by oral hearings?

Mr. Graron. Yes, sir; by hearings.

Mr. Grece. Was it contemplated that any of the material factors
in your formula would be changed, or was it contemplated that ad-
ditional information, filling out the gaps from the information that
you had available, would be submitted

Mr. Graton. I think the whole thing was wide open, sir. That
vas my understanding. It was my understanding that it was not
infallible. but it was my understanding that shortly the bureau
would have to adopt an attitude which was regarded as final and
infallible. and would have to stand on that, and bring the taxpayer
to it. o

Now, I should simply like to say this, and then I will not impose
upon you any further.
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The Caammman. Are you through, Mr. Gregg?

Mr. Greca. Yes, sir, '

Mr. GratoN. ‘That 1 have brought here a lot of data which sup-
ports what I did. All I have said up to date is what I did, and, in
%eneml, why I did it, but there is no end of things which are specific.

here are suggestions, there are charts, there are ratios, there are
summaries of past history, and so forth, that, in my opinion, sub-
stantiate, one after another, repeatedly, the things 1 did. and which
show the inaccuracy, the extravagant claims, the unreliability and
misleading charactor of these two memoranda upon which the bu-
reau’s position appears to be based.

The CriairMaN. Where did you get this from

Mr. Grarow. These [indicating papers]?

" T(llu; Cramman. These memoranda that you now have in your
an '

Mr. HarrsoN, We furnished them to him, Mr. Chairman.

'The Cramyan, Where did you get them from?

Mr. Harmson. These memoranda ¢

The CuairMaN. No; the memoranda he had in his hand just now?

Mr. Harrson. Where did he get them from, or where did I get
them from¢ ‘

The Cuaimeman. Whers did he get them from?

Mr. Harrson. I furnished them to him.

The CrarMAN, No; he said he brought them here.

Mr. Harrson. He was down here, if the chairman will remember,
I think, three days ago I stated at the time that he had been here,
but had to go back to Cambridge for some additional data. When
he was down here the first time he was given copies of Mr. Grimes's
memoranda.

Mr. Reporter, will you go back and read Mr. Graton's statement?

(The reporter read as follows:)

Mr. Grarox. That T have brought here a lot of data which supports what {
did. All I have said up to date Is what I did, and, In general, why T did it,
hut there is no end of things which are specific. There are suggestions, there
are charts, there are ratios, there are summaries of past history, ete., that,
in my opinion, substantiate, one after another—

 The Craeman. That is enough. Where did you get them from?

Myr. Graton. I got them from all sorts of sources in the last two
or three days. I work fast.

The Cuamman. You have accumulated them since this inquiry

be%im?
Mr. GratoN. Oh, surely. I had never seen these things until
Monday of this week, sir. I had never seen them at all. I never
know at all any of the reasons that are explained here, or what the
attitude was. I simply knew that a 15-cent price for copper, and a
somewhat lower price for silver—I have forgotten it for the mo-
ment-—was recommended, and that the interest rates were reasonable.

The Cuamman. I do not think that is an answer to the com-
mittee.

- Mr, HarrsoN., You did not get any of this data from the bureau,
di%iyou? |

r. GrRaTON. What is that?

Mr. Harrson. The data and records that you have referred to as
having been accumulated since this matter first came up.
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Mr, GraTox. Oh, no.

The Caamman. That is what I was going to say, Mr. Solicitor,
that inasmuch as the burcan and the committee and its counsel are
in agreoment on this revaluation, there is no controversy between
us, and if there is any controversy at all, it is a controversy between
these engineers. We are not interested in the engineer’s viewpoint.
What we are interested in knowing is whether you are going ahead
with 1917 and 1918, and if Mr. Graton can help you to decige that,
that is & matter between you two, and not a controversy between the
engineers,

r. Greea. Mr. Chairman, just to repeat for a minute what Mr.
Hartson said, I do not want to encourage a continuation of the
discussion, but I think this is very true: Our action in reference to
1917 and 1918 depends to a very large degree on the basis of Mr.
Graton’s valuations, the original valuations. If Mr. Graton had
made obvious errors in his original valuations, of course there would
be no justification for a failure to revise them; but if they were
made on a sound basis, and the difference is a difference of judgment,
that is entirely a different matter, and that is why we are putting in
Mr. Graton’s evidence.

The Cramsman. Oh, but you disregarded his valuations and dis-
agreed with them in 1919, and now we are asking why you do not
disagree with the same valuations for 1917 and 1918¢

Mr. Greui. Yes; but I think that is an entirely different matter.
We may disagree with Mr. Graton on matters of judgment, which
would not warrant a retroactive change of his action in closed cases
if it is a differenice in judgment; but if he has made gross errors of
fact, it would be an entirely different matter. That is why we
wanted to bring out that Mr. Graton’s valuations were made by a
competent man, an expert in that line, and he certainly has advanced
arguments that none of us laymen can answer in support of his
position. We want to bring out that fact.

Mr. MaxsoN. I would like to be heard at this point.

It appears that the position—I may be mistaken about this, and if
1 am I want to be corrected—it appears that the position of the
bureau is that because the original valuations were made by an
expert, that therefore they should stand for the years 1917 and 1918,
but that they rejected those valuations for 1919 and subsequent, years.

The Cnamrman, Oh yes, we understand that, Mr. Manson.

Mr, Maxson. I am just stating that in order that I may recapitu-
late what I infer to be the position of the bureau.

The Cuamryan. Well, let us not have any inference. Let the,
bureau state its own position, and I am willing to give the bureau
time to answer the question as to whether or not they are going to
use the new valuations for 1917 and 1918, or whether they are going
to confine them to 1919 and subsequent years. I think that 1s the
point at issue, and I am not pushing the bureau to answer that ques-
tion. The bureau might take a reasonable time to answer it, but
we would like to know. .

Mr. HaxrsoN. We shall have an answer very scon, Mr. Chairman.

The Cuamrman. All right.

Mr. GratoN. Br. Chairman, I simply wish to say this, that I shall
be delighted to take the train home to-night, and I shall be glad if
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I do not have to show further dissent from my friend Mr. Grimes.
I assure you that I never should have come before you merely to
vindicate my Earsonal actions for personal reasons, or to engage in a
personal squabble with anybody. I felt it was my duty as a former
servant of the Government to come under conditions that were
questioned and tell fairly what I did.

Now, this is what I want to say, that the gentlemen here of the
Revenue Bureau, and, as, far as I know, everybody in the Revenue
Bureau, have no specific knowledge of what {stili have to present.

The Cuamman. Well, as I said before, there is no objection to
your submitting that to the bureau. 1 do not care where the bureau
goes to get its information of data to support its position. That is
not my business. . '

Mr. Gratox. I am simply, perhaps unduly but properly, making
it evident that if they are interested in finding out what I have, it
is possible that they would then be interested in bringing it before
the committee. I do not know. It is nothing to me. It has not
been anything to me personally from the beginning.

Mr. Harrson, Mr. Chairman, I think the suggestion of Mr. Graton
is a very good one. We will have an opportunity to talk with him
after lunctfw(m to-day, and if his evidence is of controlling force, it
should be of controlling force to the bureau rather than to the com-
mittee. I will be very glad to discuss it with him, snd then, if on
Monday it does seem necessary to call the committee’s attention to
some of it. we can do that. I think the points that he makes in
support of his valuations as opposed to the valuations which Mr.
Grimes might arrive at are points which shounld be considered by
the Bureau of Internal Revenue in determining what action it should
take rather than being particularly interesting to the inquiry of
this committee,

The Cuairman., Then if those views satisfied the bureau as to
1917 and 1918, I suppose they would, of course, satisfy the bureau
that they were wrong as to 1919 and subsequent years?

Mr. Harrson. Well, I am not prepareg to answer that in the
afirmative, Mr. Chairman, because the question of reopening and
disturbing old cases, the question of making a retroactive ruling, in
changing a decision which largely involved the exercise of good
judgment by competent people, made in good faith, is one of policy,
and whether. merely because the commissioner determined that Mr,
Grimes’s valuations are more nearly accurate than Mr. Graton’s, if
he so determines, that determination should be made for all years,
.just in the interest of consistency, and that that should be controlling
and guide his actions, is a thing that I am not prepared to say is
necessarily the proper result to reach.

The Cuammman, Perhaps you are correct in that, but it is evident
that up to date the commissioner has accepted Mr, Grimes’s valua-
tions or methods and factors of valuation in lieu of Mr. Graton’s.
Is not that correct?

Mr. Hartson. He certainly has, so far as 1919 and subsequent
years are concerned. :

v The Cuammax. If there is nothing more, we will adjourn unti)
Monday at 10.30 o’clock a. m,
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Mr. GraroN, Mr. Chairman, was it intended that this memoran-
dum from which I have quoted so fully be submitted ?

Myr. Harrson, I sheuld like to have that go into the record.

The Cramman, It may be attached to the record, but 1ot be copied
into it. It will become an exhibit.

(The statement submitted by Mr. Graton was received in evidence
and is attached hereto.)

The Caairman. Have you anything further, Mr. Manson ¢

Mr, Manson. That is all.

(Whereupon, at 1 o’clock p. m., the committee adjourned until
Monday, February 2, 1925, at 10.30 o’clock a. m.)

MeEMORANDUM ¥ROM K. . GRATON, VALUATION ENGINEER, REVENIE Bukeau,
T0 J. 11, CALLAN, DEPUTY COMMINSIONER

: JANUARY 19, 1020.
Memorandum for Mr. Callan
{(Through Mr. Darnell),

In bringing to a close to-day my work in connection with the valuation of
copper mines, I think {t desirable to leave on record in the department the
general methods and conceptlons by which my figures for values and depletion
deductions have been reached. ¥Flad T remained in the Revenue Rureau, as
originally intended, until the copper cases for 1917 and 1918 should have heen
sottled and put out of the way, such a record might have been less essential.
But in view of my departure, leaving the final settlements with the tax-
payers to be renched by a member of the bureau who did not make the valua-
tions, an outline of the procedure I have followed ~eems desirnbie from the
standpoint of all concerned.

PROVISIONAL RECOMAMENDATIONS

The copper cuses were very hastlly separated into two groups: (a) those
in which depletion and valuation appeared plainly to be of fmportance (b)
all othera, Attention has heen given only to group (a), though I feel sure
that there are many cases in group (b) that will require the estublishment of
values and depletion deductions which were overlooked in the extremely super-
ficlal Inspection on which the grouping was based. All further reference In
these pages relates enly to group (a).

In earh ense I have handled, T have submitted and filled with the other
papers of the case, a * provisional” recommendation setting forth In general
only the briefest statement of fair market value on the required date of
valuation and provistonal depletion for 1917. I have also filed similarly,
under later date, a second provisional memorandum showing in detall how
ench step has heen arrived at, and also embodying any corrections that might
have heen discovered In the earlier statement.

The reasons why these recommendations have been called * provisional ”
are set forth below:

A8 you are aware, the orders given with respect to assessment of additional
taxes against the copper companies permitted exceedingly little time for the
handling of 30 large a8 number of cases of such great Importance. If any
check was to be made on the valuations set up by the companies, other than
the entirely incorrect and inconsistent recommendatlons of the revenue agents,
it was plainly necessary to rush the cases through at topmost speed in the
hope of arriving at what wouid at least approximate reasonable and proper
valuations and dJdepletlon deductions, This was espeelally true at first, when
no help was avallable. Becnuse of this necessary task, it s not possihle to
gunarantee that arvithmetical and other errors have not crept Into the ¢ompu-
tations: n number of errors, indeed. have been found and corrected, bhut
others may have escaped detection. The requisite initial data and the appro-
printe procedure, however, are contained in the report on ench valuation, so
that should any errors be found hereafter, they may be readily corrected
without any uncertainty,
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Not only was the work mnecessarily done hastily, but as you know, it was
fmposed at a time when some of the methods of procedure in the metals
valuation section were (as they are yet) still unsettled officlally, and when a
number of collateral plans and investigations, whose rexaits it had been in-
tended should be Incorporated into the valuation procedure were In various
stages of incompletion. The results may, in consequence, be somothing short
of ideal, though I believe no far-reaching errors of principle or method are
involved in them except such as are detailed herelnafter,

Furthermore, the data submitted by the mining companies in vegard to
valuation and depletion ranged from exesllent to very bLad, but in a large
proportion of cases falled to give all the information needed, because either
of incompleteness or of luck of clearness or of lack of satisfactory evidence
or® explanation In support of the statements and claims advanced. This
deficliency In the data arowe probably from three causes, (1) The depletlon
questionnalire proved in actual practice to be rather poorly adapted to the case,
partly because too diffuse and consequently not sufficiently detailed, searching
and explleit in thore particular respe:ts which are most vital. (It wax evi-
dently a mistake to try to make a single questlonnalve cover all mining and
quarrying operations.) (2) The regulations 33, revised, afforded inadequate
guldance and assistance to the taxpayer and in certain respects were worse
than confusing. This situation was not entirely relieved by the appearance
of regulation 45, notwithstanding thelr material improvement over regula-
tions 33, revised. (3) There was evident a lack of clear anderstanding on
the part of the companies as to Just what was wanted. This arose in part
from thelr unfamiliarity with this type of inquiry and in part from the ap-
parent assumnption that brief, categorical answers would suftice, since to judge
by the iudications afforded by the Lurean forms and literature then before
them there would be no one in the bureau who would fully appreciate and
understand in a professional way explanations that might otherwise have
been glven. Some of thexe Jdeficiencles In the taxpayer's datun had already
been recognized before the actual work of valuntion began., But inasmuch as
up to that time all attention in the section had been concentrated upon per-
fecting of principles and methods rather than upon individuai cuses, not all
the shorteomings had been encountered until the individual cases were taken
up for valuation, and there was then no time available for recuring better
or missing data by correspondence with the company as had been intended
should be done. In consequence, the bhest had to be made of what, in some
instances, was a pretty inadequate and unsatisfactory lot of data. Although
in the majority of cases, the vitul information was avalluble more or less ai-
rectly, most of the valuations would gain in reHability if further informa-
tion were secured from the taxpayers. Many of the specific gaps that shounld
be filied are indicated in the individual veluation records.

In consequence of these three foregolng mets of conditions especially-—viz,
(@) haste, {b) immature condiifon and premature application of the burcau's
program, and (c¢) deficlencies in the data farnished by the taxpnyers—the
vpluatiuns and depletion deductions I have set up must be regarded as subject
to revision and have therefore in all instances been designated as provisfonal,
This does not mean that 1T have any doubt as to the essentinl soundness
of the methods I have pursued, but only that the detailed figures used in the
computations may in many instances be capable of improvement. Neither
does it mean that most of the results are far from the truth. Asx explaived
hereafter, I have endeavored to follow such a policy of conservatism that,
should any of my valuations be chauged because of the substitution of more
relinble data, the changes are likely in nearly every instance to be in favor
of the taxpayer. This, of course, only increases the moral obligation on the
bureau te secure the true facts and use them.

The varfous specific features affecting valnation may now be considered
in detall.

METHOD

In all fnstances except where actual sale had beeu made of the property for
cash or its readily determinable equivalent, the fair market value of copper
mining property at a given date (commonly March 1, 1913,) has been deter-
tnined by means of the so-called present-value method, otherwise known as the
Hoover or the Finlay method. This method has been used because 1 know
of no other way of arriving at fair market value in the abvence of an actual
sale of the property itself reasongbly near in time to the required date of
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valvation, And lnasmuch as this method has for years been the one by which
the buying and seliing price of copper properties has been reached, the trading
price in cases of »~tual trausfer-between a willing and able buyer and a willing
and able seller ‘s likely to coinelde very closely with the valnation arrived
at by the present-valuae method. Further justification of the present-value
method and a test of its roundness are contained in another memorandum of
this date attached hereto.

Stock market quotations have in no case been used in arriving at values
(excvept in one instance where the value of shares had been the subject of
special inguiry and determination by the United States courts), since by
every test of logie the daily market quotations fail to bear any necessary
relution to the true value of the property. The hypothetical figure indicated
by stock quotations is often far below and in numerous other instances far
above the true value; since, therefore, it ¢an not be used consistently, it is
only =afe and fair to disregard it entirely, as 1 have done, except to use
it, at timex, as a rough check on the present-value results.

TONNAGE

The tonuage figures reported by the taxpayer have In general been used in
my computations, I do not mean to imply that I should have accepted any
claim, however extravagant, set up by the taxpayer, but rather that my ac-
quaintance with practically all the districts and properties concerned, dating
back before income tax valuntions were required, leads me to believe that the
tonnuges claimed by the taxpayer are not unrensonable. Yet, of courre, I can
not pretend to know the exact details of every property valued and it might
therefore be assumed that excessive valuations have slipped through., The
situation is such, however, ns to automatically guard againgt such a likelihood.
Por if oo lirge a tonnage is cluimed, the life of the mine 18 correspondingly
lengthened, and this, resulting in a larger perlod of compound discount, 80
reduces the relative present value as to seriously lower the depletion factor.
In the ease of a property which really contains a ten-year supply of ore, the
annual depletion factor of about ¢ would be reduced to about 4.2 If it were
cluimed that there is sutficlent orve to last 20 years (this on a 7 per cent and
4 per cent basis) ; and although the claim of 20-year life would result in a
greater value or capitai sum returnable through depletion, this would result
in no benefit to the taxpayer, but rather quite the contrary. In the foregoing
fliustration, for example, if the life i3 really 10 years, the valuation would
firure out to be 60 units, and in the 10 years the taxpayer would eventuully
receive the entire 60 as depletion; but if he lind ciaimed a life of 20 yeurs
when it really should huve been only 10 years, the valuation would be in-
creased to 84 units, but by the time the mine was exhausted (in 10 years) he
would have received as depletfon a total of only 42, the remaining halt of the
inflated capital sum of belng of no benefit to him and leaving him 18 units
worse off than if he had used the true 10-year iife, Since the mining com-
panies fully understand this situation, there is every reason to believe they
would not deliberately lower their depletion deductions at the present time of
high taxes by claiming a tonnage greater than the truth, 1In cases where fair
market value has been required as a mensure of paid-in surptus at time of
nequisition, I have tried to be especlally careful to adopt conservative figures
of tonnage,

In the main, i{ there has been any incentive to the companies to distort
their tonnage figures, it has been to reduce the true figures, thus shorten the
life and give higher depletion, for the present years; but the danger that the
mine will outlive the lowered capital sum, leaving no depletion for years when
taxes may still be high, serves as a deterrent in this direction. As a matter
of fuel I believe little distortion, either as padding or cutting of tonnage
figures, has been attempted hy the companies, if for no other reason than that
essentia! diversion in elther direction from the truth would be to thelr disad-
vantage.

No reduction has been made of tonnage figures in those numerous instances
in which companies have presented tonnage estimates of late 1916 or early
1917 as the fizures to be used in arviving at March 1, 1913, value. One reason
for accepting such tonnage figures is the argument above that increased ton-
nage reduces the depletion factor, so there is ne danger of injury to the Gov-
ernment’s interests in such acceptance. A stronger reason is this: That a
value of mining property as of March 1, 1013, would be required was first
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intimated in the act of September 8, 1916, 1. e, more than 314 years thereafter.

dvenr this intimation was indirect and not of apparent immediate concern to
the great majority of mining companies, since the lnw related only to the
time when the gecumulation of annual depletion deduetions should have equaled
the fair market value on March 1, 1913. To demand now that the company
shall value its mine on the amount of ore actually disclosed on Mareh 1, 1913,
is to inject into the sitnation an element of coercion which would vitfate the
only fair and effective definition of fair market value, namely, the price at
which a willing and able seller and a willing and able buyer will trade. For
tonnages on record on or ghout March 1, 1913, in engineer’s estimates or in
companies’ annual reports, were in nearly all instances mere progress reports
of . development, made for purposes of insuring continuous and efficient opera-
tion and without attempt or intention to tathom the full and troe vawe of the
property for purposes of side, It I8 certaln that the great majorliy of com-
panles would ot have been whling to sell their properties on the basis of
the ore so developed for operations purposes on March 1, 1913, but before heing
willing to sell would have insisted on oppoertunity to pursue such further devel-
opment as would reasonably revesl the content and therefore the truae value of
their property,

Under the circumstances, I am convinced that the Government ean not justly
force companies to use tommages actually known on er nbout March 1, 1913,
instead of those known in 1916, or early 1917 ; also, if such shouid be required
the result would be to materially increase in many instances the depletion
deductions for 1917 and at least several years thereafter, and probably in no
case to reduce the depletion deductions, I am also convinced that those com-

“panies who presented tonnage figures of an essentially later date than March
3, 1913, did so either through necessity, becanse they did not possess 1913 ton-
nage figures, or through an honest effort to comply with the inteat of the law
by reflecting the true value of their property.

The following example will make the case clear: This example, the Chile
Exploration Co,, I8 used simply because it ix the only case encountered in
which a reasonably full report exists close to the March, 1913, date ax well as
at a later date. The valuation sibmitted by this company in ity depletion
questionnalre rests on a computation dated March 20, 1917, which {5 based on
tonnages developed on December 31, 101G, It happens that on April 15, 1913,
only 456 days after the valuation date later prescribed by law, the company’s
engineers submitted & report to the officers; this was a report only for the
guidance of operating plans and policles and contains within {txell ample and
clear evidence that the report measured only a part of the vaine of the prop-
erty, vince the value of the property was not a4 matter of concern or inquiry
at that time and sinee development of the properiy was then in progress,
The 1913 report, however, contalns all the esentinl data for arviving at a
valuation even though thiz be but a parial one, Although the valuation 1
have recommended as the basix for depletion Is the one based on the report of
Mareh 26, 1917, 1 have carvied through a valuation based en the April 15, 1913,
report, and summarize below the comparative resualty,

Report of Apr.

' Report of Mar,
| 15, 1913
i

2, 1917

Pounds copper recoverable G, GR2, 400, 574 26, 236, 326, 109

Poundy recoverable and available ... ... ... 6, (%2, 409, 574 20, 66, 813, (92
Fair market value as of Mar. 1, 1913 $272, 334, 531, 21 $44, 434, 031 21
Depletion factoy per pound. ... . oo, ‘ents. . 3. 431 2015
Depletion by unit method, for W17 ... . ... ... ‘ $3, 031, 081. 15 %1, T80, 659, 20

Although the total value aftorded by the eavlier report is materinlly lower
than that by the Inter report, it e more than sustains the company's con-
tention of paid-in surplus of about L4O,000,000, and it would suffice to yield
all depletion of 21 years after 1913 or for 17 years after 1W17; 1. e, until
1034, It is therefore inconceivable in view of the Hkelibood of chunge in
the hasis of taxation bhefore that distant date shall have arrived, that any
present managentent would endeavor to protect its depletion standing subse-
quent to 1934 at the expense of lesing some $1,250,000 of depletion each year
in the meantime. The only conclusion I ean deduce is that the company
honestly sought to arrive at a true value of its property, even though by so
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dolng it deliberately cuts its depletlon for many years fur below what 1t
might properly have claimed on the basis of the earlior report.

To sum up the tonnange sitimtion: Since false elaims of tonnage would
react to the disadvantage of any company, it muay be safely assumed in the
great majority of instunces that the tonnages presented by the companles are
reasonably correct and they muay be used without possible detriment to the
interests of the Government,

GRADE AND RECOVERY

In the case of all the principal companies the grade of ores which they
have been mining is & matrer of common knowledge, and In the case of many
has long been reflected in thelr annual reports, As a rule the grade of ore
given by the companles in their depietion questionnabre has been uccepted after
having been fourd to harmonize with existing records, proper account having
been taken of the normal tendency toward decline in richness,

A similnr state of affairs applies with respect to recovery or the efficlency of
the metullurgical operations to which the ore is subjected; but in this case
there s the added tfact that by 1913 the processes of tlotution and of leaching
as upplied to copper ores were sufficiently advanced to gunrantee the increased
savings that have since heen actually realized by these processes,  Reasonnble
exthnstes of reeovery involving the use of these processes have therefore been
accepted. :

LIFE
1

The life of a property, being determinea by the total tonnage present and
the rate of extraction, can be computed direetly when these two factors are
known. But since the almost invariable history of suceessful copper mines is
that their rate of output steadily fncreases, the true life will be shorter than
thiat indicated by the rate of production which obtained in, say, 1013, As a
rule, the life computed by the companies has been found reasonable and hus
been accepted; but in a few instances where the 1913 rate of production was
assumed by the company to govern thereafter, though subsequent events have
shown that the output has actually incereased (as could have been predicted)
I have shortened the life to necord with the evident truth. 1In all eases where
I have shortened the life, additional deduction from the indicated value of
the property has been made to cover the increased plant required for the
greater ontput ecapacity, Without doubt many, probubly most, of the esti-
mates of life which have been used in my valuations are longer than the actual
lives sill prove to be, and in mmerous instunees in which T have made no
change the life should probably be shortened now and g higher valuation
and depletion deduction arrvived at.  In the ease of companies that have
developed tremendous reserves of ore, which, even at an assumed inereasing
rate of exhaustion, will last for many years, I have followed the customary
practice of regarding ax unavailable such ove as will nof have heen mined in
a period of life that will afford, when reduced to present value, about 835 per
cent of what the value wonld be if the life of the mine were perpetual.
Speeifically in the ease of dixcounting on a 7 per cent and 4 per cent basis
(which would apply to a very long-life mine of thisx kind) the available life
would in this way be about 37 years, and all ore that would remain unmined
at the end of that peried is regarded as nonexistent and is assigned no value,
This scems proper. for no one enan safely predict so far ahead what the
demand. the eost of production or the selling price for copper will he and it
is therefore impossible to assign a trustworthy value to ore available at so
remote a time,

COST OF PRODUCTION

Thix item, so essential in areviving at mine valueg, has given more trouble
than probably any other, 'The reasen 18 that many companies have set up, in
their own valuation computations, production costs which T have been unable
to contirm by their records of past performance, and the hasis for which they
have not sufficiently explained. Judged by the general reliability of the other
itn the companies have used. their figures of costs uve prohably correct. In
fact, I have no deubt that their costs are better justified than the higher costs
which, in many instances, I have used, In a considerable number of cases, 1
can see and understand the manner in which the compuanies cost figures were
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probably reached. DBut In ull cases of doubt I have resorted to the following
uniform procedure to arrive at a figure to be used for cost of production: The
average of yearly costs for the five-year pre-war period, 1009-1913, inclusive,
or for such part of that period as production was golng on, I8 used as the
foundution ; wholly exceptional conditions, which could not fairly be regarded
as representative of the normal ups und downs of a typical five-year period
of operation have heen modified or excluded, These conts, computed per pound
of copper produced. represent the entire production expense; they are therefore
reduced by the value of the gold and silver produced along with the copper,
To the net cost per pound thus obtained, an arbitrary addition of 1.13 cents
bhas heen mude, as explained under selling price, to cover the expected average
Increased cost of production for the period subsequent to 1913,

“This fioal result, i. e. pre-war cost plug 1,15 cents, has been used as the cost
ot production in the majority of my valuation computations. Such coxt figures
are likely to be unfair tuo the companjes for several reasons: («) due to luck
of tlme, I reuched an average cost by taking the arlthmetlcal average of yearly
cost tligures Instead of a weighued average obtained by multiplying yearly cost
by yearly production, adding these products for the several years und then
dividing by the fotal pounds produced. Since costs are generally high In
sears of low production, and vice versa, the arithmetical average 1 used is
likely to be higher than the welghted average, which is the true uaverage
cost; (0) o adequate recognition is given, in the method followed, of the fact
that many of the younger properties had by no means settled down to their
normal stride at the beginning of the period used in computing their average
costs, noy of the Increase in efficiency and cousequent tendency toward lowered
coxsts exhibited by many of the older companies; (¢) the method makes little
allowance for the reduction in costs, already clearly estimable, by 1913 by the
fmproved metatlurgieal methods, sueh as the almost revolutionn) process of
flotation, Just then coming into general use and whose economies had heen
felt little if at all in the yenrs 1009-1013, for which the average cousts were
computed,

In short, I belleve that many of the costs T have used are too high. T have
used them only because it seemed desirable, In making these provistonal valu-
ationy, to err, if at all, on the side of conservatism, In every case where I
have raised the cost set up by the company in its valuation, the company
should be afforded opportunity to explain the vost It has used, and if the ex-
planation is sufficient and satisfactory, that cost should be uxed in the bureauw's
valuation, As matters now stand, I have no doubt that injustice hus been
worked toward numerons compunies,

BELLING PRICE

This being a subject to which T have been giving much attention and study
during the Iast 14 years, I believe my estimate of the future selling price of
copper results from a wider range of inguiry and rests on a greater number of
}nﬂuenclng factors than any other prediction of the sort T have seen. The
ultimate datn involved in my conclugion are shown in the diagram attached
hereto,

The estimated selling price used by most of the companies Is 16.67 plus cents.
This is the average receipt for the 10-year period 1967-1916, inclusive, by what
was the largest American selling agency, and it is the figure at which many
companies so.d a large quantity of copper to the Government just prior to our
entry into the war, when the prevailing market price was about 30 cents. DBut
this arbitrary flzure scems to e as having little necessery relation to the
price of copper for the period from 1313 onward.

My own prediction for the price of copper for the 20-year period subsequent
to 1913 is 17.4 cents per pound., This represents the price for electrolytic cop-
per at New York, to which point the costs of production cover, Though my
figure is higher than the 16.67 used by =0 many of the companies, it i, in net
effect lower, for 1 virtually subtract from it 1.15 cents estimated increase in
production costs, 50 that as compared with the pre-war costs, my price amounts
to the equivalent of 16.25 cents,

The average of yearly copper prices for the 15-year period ending with 1913

' was 15,13 centy. Examination of the cost figures of representative companies
to determine how costs. rise with rising selling price has led me to the conclu-
slon that to gain the 2.27 cents from the 15.13 cents average to the 17.4 cents
level, the costs will increase 1.15 cents, leaving 1.12 cents for increased profit.
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All my estimates of price are made on the basls of knowledge and indications
existing as of 1013, and they are not influenced at all by the fact that the war
brought abnormally high prices, nor by the high costs that are likely to pre-
vail for & long time as a consequence of the war.

As against 174 cents tor electrolytic copper, 1 assume 178 cents for prime
Lake copper, which for years has commanded a premium over electrolytic, and
17.15 cents for arsenical brands of Lake copper and for casting copper. Al
these figures 1 believe to be conrervative as well as the 85 cents per ounece
adopted by Mr. Dick as the price for silver subsequent to 1913, and used in all
my computations in which stiver iy involved.

DEDUCTION FOR PLANT

From the falr market value of the property at time of valuation, as indi-
cated by the present value method, must be deducted the value at that date of
the equipment which will be returned through depreciation, in order to arrive
at the value of the ores alone, which constitutes the capital sum returnable
through depletion. In general, it has been assumed that the fair market value
of plant is it book value at or about the date in qucstion. But the question-
nafre has not brought out clearly the desired data on this point, and in many
Instances estimates have been made. In cases also where ihe estimated rate
of future production is greater than the 1913 rate, I have added to plant an
amount estimated to meet the increased production requirements, even though
in some of these cases, such inclusion for future additional plant requirements
may have been made by the company, but not recognized by me because not
clearly indicated or explained. Furthermore 1 suspect that in several in-
stances, the costs of production used in the computation of value have actually
included an adequate allowance for depreciation, though assumed not to do so;
in such instances, there has been, in effect a double deduction for plant, which
of course i¢ Incorrect. Finally, in a few cases, the company has included the
value of underground openings in the sum on which he bhas ciaimed deprecia-
tion. Inasmuch as the value of underground openings has been included in
the equipment tetal, without belng shown separately, I have been obliged to
deduct the entire amount. In consequence, the item will be included neither
under plant nor under mine, and will therefore bear neither depreciation nor
depletion. The proper rvemedy of course, is to deduct value of underground
openings from the equipment account before subtracting this from the value
of property to obtain value of ores alone. The auditors, however, in arriving
at the capital sum returnable through depreciation, will doubtless exclude the
ftem: for underground openings, and properly so, since the underground
openings are rather a part of the mine than of the plant.

The upshot is that, in iy effort toward conservatism, I have probably in
numerouns instances dedueted too large an amount for plant and thus brought
the depletion to too low a figure, ‘This would ordinarily result in no serions
fnequity, provided my figures for plant value were to be used as a basis for
depreciation. But because of the unfortunate decision to take the matter of
depreciation out of the hands of the engineers and give it to the auditors,
Injustice is Iikely to be worked, and it will generally be to the disadvantage of
the taxpayer.

In all instances, therefore, in which my figures or the auditor’s figures for
value of plant exceed those used by the company, the company should be given
opportunity to justify if possible the figures it has used, and, in all cases
where the auditors use as a baxis for depreciation a lower value than I have
uced for plant existing at date of valunation, the eapital sum returnable through
depletion should be increased by the difference between thelr figures and mine,
and the unit depletion factor and the depletion percentage should be propor-
tlonately inereased.

In the case of properties not equipped at date of valuation or for which
further outlays for plant will eventually be required, the date and amount of
expenditure has been estimated and then reduced by straight compound dis-
count to preseni worth at date of valuation before being deducted from value
of property to give value of ores only.

INTEREST RATE

Three types of interest are involved in the value computations: (1) the
‘“profit risk " rate or demanded earning on the enterprise, (2) the “security”
rate that may be expected on the safe investment of the allotments set aslde
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or supposed to be set aside for the amortization of the funds put into the
enterprise, and (3) the * discount ” rate to be used in finding the present worth
¢f future necessary outlays.

For the profit-risk rate, the majority of companies have used 6 per cent,
though some have used higher rvates, up to 10 per cent. I am unable to agree
to the contentions advanced In favor of the ¢ per cent rate, and have uved
higher rates except in one speclal instance which appears to be exempt from
all those forms of risk which attach pecullarly to mining.

In the caxe of ore bodles essentially completely developed, like the porphyry
copper deposits and a few others, and in which the methods of extraction and
tregtment are on an assured and suceesstul basis, I have ased 7 per cent as
the profit-risk rate. For properties whose ore supply. though assured well
dhoad, is nevertheless proved less completely than in the preceding cane, but
the geological indications abead and the past history are favorable, I have
used 8 per cent; with increasing uncertainty of ore supply or increasing risk
from any case, the profit-risk rate is ralyed. The highest I have used for any
golng, profit-making copper mine is 1@ per cent.

The rates I have used are likely to be eriticized more or less severely by the
companies, but I feel they can be successtfully defended as not tov high, On the
other hand, my rates may be regarded by some ax too low; but as I and others
before me have pointed out, all profit-risk rates higher than 6 per cent (as-
suming that an ordinary good, safe investinent should pay ¢ per cent) yleld
actually a higher rate of interest en the money in the mwining risk than is
implied in the named rate of 7, 8, 9, or 10 per cent.  For example, a 10 per cent
rate on a 10-year life ylelds actunlly 13.25 per cent on the average amount
invested in the mining risk. Moreover, there is merlt in the contention that
because a given mining investment is regarded as especlally risky, its financlal
burdens should not on that account be increased, thus makipg a suceessful out-
come still more uncertain by the imposition of a correspondingly heavy tax:
yot this i just what happens If, because of the risk a high rate of profit is
u:od, giving relatively low valuation, low depletion deduction and cousequently
high tax.

After much study I am convinced that the range of interest rates I have
adopted I8 sound and fulr for the purposes of arriving at mine valuation and
depletion, and that in general these rates have been properly applied, though
in some few instances I may have erred in judgment and used a rate not
truly suited to the case. Any such errer will he revealed during conference
with the taxpayer concerned and should be corrected when revealed.

In common with most companies and in conformity with most valations
made In recent years, I have used 4 per cent asg the security rate, though
PFinlay, In his work of vahuang. the mines for the State of Michigan in 1911,
used 5 per cent. Probably 414 per cent could have been secured with perfect
safety by any company in 1013 by investing ip the type of gilt-edge securities
selected by life Insurance companies. But I have held to 4 per cent, partly
heciwuse no tables gt 4% per cent were to be found and time was not availsble
fo make them.  Sinece the lower the securlty rate used the lower the valuation,
having in this respect the opposite effect of the profit-risk rate, the use of a
low security rate like 4 per cent operates in the direction of conservatism
and affords one more argument against any connection that the profit-risk rates
1 have used are too low.

In any case of deferred production of part or all of an enterprige the fair
market vahie of the ores has been computed as of the estimated time of be-
ginning production by using. say, In the case of a porphyry deposit, 7 per cent
and 4 per cent; then the sum so obtained has been reduced to present worth
at the date of valuation by discounting for the period of deferment, i. e,, from
the date of valuatlon te the date of beginning production at straight com-
poundd interest at the same risk rate, in this case 7 per cent—since the same
degree of risk attaches to the money invested In the enterprise hefore as
after production has begun.

Outlays for plant subsequent to date of valuatien have heen reduced to
present worth by discounting in all cases at 3 per cent, which is regarded
as the standard rental for meney.

DEPLETION
In my opinien, the true measure of depletion for any year Is the reduction

in value of the mine caused by the operations for the year; this is a matter
not of tons of ore or pounds of metal, but. of dollurs., A mine has value only
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because of profli evident in it; that value is decreased in proportion as the
profit is removed through operation. But since the method of computing
depletion as a given percentage-of the year's profits has not yet been ndopted
by the burenu and the so-called unit method for computing depletion must
be adhered to, it I8 more logical and fairer to compute depletion per pound of
copper than per ton of ore, In general, I have followed this preferred manner
of computation. But in some cases of complex ores—for instance, those con-
tuining eszential values in, say, lead and silver in addition 1o copper-—it has
not in all cases been feasible to use the pound-of-copper busis and the ton-of-ore
basis has been used instead.  Also, in some instances, although the pound
busis should be used, it has been necessary to use the ton basis tentatively
bhecause suflicient datan had not been afforded by the compantes, In such
fustanees the missing data should preferably be secured and used in recomput-
ing the depletion.

The regulationy presceribe that the value of each unit in the ground shall
be ascertained as the depletion rate. This would mean that on the pound-
of-copper basis the depletion would he computed on the gross copper content
of the ore. A number of companies have computed their depletion in this
way, evidently following the regulations strictly. But I have in all possible
Instances computed depletion per net pound of copper recovered, not only
beeguse the copper actually recovered is the only copper that has value,
wherens the part of the gross content of the ore that 15 lost has no value, but
alko because abuses could easily ereep in that would be disadvantageous to
the Government's interests if the depleticn were computed on the gross content
of the ore. For instance a company might claim an expected recovery of 80
per cent in setting up its valuation, yet in actual practicc never attain a better
average than 70 per cent, By the gross content method, the company would
experience no penalty for failing to live up to the claim it had made, but by
the net recovery method, any excessive clahm as to recovery iy automatically
rectified in the annual depletion it the claimed recovery is not actually attained.

INowever, for the years 1917 and 1918 when the copper companies were
responding to the urgent appeals of the Government for highest posdible pro-
duction and were. In consequence overloading thelr plants, deliberately sacrific-
ing eticiency of recovery for the sake of maximum output, very large quanti-
tics in the ageregate of copper were lost. This loss in recovery under these
partfeular circumstances, as compared with the normal recovery the com-
pany had previously been making, Is an actual loss, which the company ought
to be entitled to deduct before arriving at taxable net income., I have taken
no account of this loss in computing depletion. but it can not fairly or honestly
be ignored and the bureau should find a way of taking care of it before de-
termining the taves against the companies so affected.

It may be unnecessary to point out that the depletion rate per pound for
different companies varies between rather wide lmits. Indeed, no approach
toward uniformity can be expected. Short lfe, low operating costs, rich ore,
or noteworthy values in preclous metals will raise the depletion rate per
pound of copper, whercas the opposite conditions will tend to lower the rate.

ATTITUDE OF THY COMPANIES

The opinion has been frequently expressed in the bureau that the copper
compunies have made claims as to value and depletion that are extravagant,
exorbitant, and without foundation, even though that opinion has emansted
from individuals who evidently were unacquainted with mines, mine values,
and mine valuation methods, and therefore quite unqualified to pass judgment,
Competent investigation of the facts shows that the eclaims of the copper
companies with respect to mine values and depletion are not such as to justify
the implications mentioned above, Under the cirenmstances, 1T deem it proper
to assert emphatically, and in my capacity as the expert of the burean on this
subject, that ax a whole the copper companies have taken a fair attitude toward
their tax obligations and do not deserve the suspicion with which they are
regarded by some. I believe the companies, in general, have taken aill the
benefits to which they have felt justly entitled, though I know of instances in
which deliberately less than thix has been claimed. On the other hand, I
helieve that the companies, in general, have not claimed benefits to which they
have not felt justly entitied, though in some eases their ¢laims, in my judgment,
have heen somewhat too high. yet never of a dil}?c-rmt order ¢f magnitude or
very far away from what ix right and just. The one respect in which there
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has been esgentlal deviation on the part of the companies from what I regard
8 a sound basis of valuation is in the matter of profit-risk rate; and the adop-
tion by most of them of a low rate results, I helieve, not from a desire tn ** put
something over,” but from a conviction (which I do not tully share though
regarding it 1s wincere) that for purposes of taxation, somewhat as in appro-
priation by eminent domain, the Government should adopt valuations that.
touch rather on the liberal than on the stingy side of falrness. My own feeling
is that the valuations should aim to strike aquarely in the middle of fairness.

It 1s for the primary purpose of recording clearly and in detail the basia for
my judgment of the copper companies expressed above that this lengthy
memorandum is written,

-

L. O. Gratox, Valuation Engineey.
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Present : Senators Couzens (presiding), Watson, Jones of New
Mexico, and King. .

Present also: Mr. L. C. Manson, of counsel for the committee;
Muy. L. H. Parker, chief engineer for the committee: and Mr. Raleigh
C. Thomas, investigating engineer for the commitiee. 4

Present on Ibohalé‘x of the bureau: Mr. C. R. Nash, assistant to the
Commissioner of Internal Revenue; Mr. Nelson T. Hartson, Solicitor
Bureau of Internal Revenue: Mr. James M. Williamson, attorney,
solicitor’s office; Mr. S. M. Greenidge, head, engineering division,
Bureau of Internal Revenue; and Mr. W. S. Tandrow, appraisal
engineer. .

he Cuamman. You may proceed, Mr. Manson, when you are
ready, or do you wish to put in something first, Mr. Hartson?

Mr. Harrson. Mr. Chairman, I think it might be a good plan to
continue with the presentation of the copper matter. However, am
not prepared this morning, although I will be in a day or so, to
answer the Senator’s question as to what the bureau is going to do
in regard to reopening 1917 and 1938 on the new valuations, and it
may be that the additional data that I desire to offer for the record
should be postponed until that statement is ready, and then we can
do it all at once,

The Cmamman. I think that is satisfactory. Is it not, Mr.
Manson?

Mr. Manson. Yes.

Mr. Harrson. If the Senator would prefer to have me go ahead, I
have two affidavits here which I desire to read into the record.
Neither one is very long, and, if you would prefer, I could read these
in now, or I could wait until we close the thing up entirely. What-
ever meets with the Senator’s wishes will be done.

Mr. Manson. In the interest of the continuity of the record, inas-
much as copper was the thing that we were considering at our last
session covering tax matters, it would be better, I think, if we would
do that now.

The Caammman. How long would it take to do that, Mr. Hartson?

17
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My, Hartson. It ought not to take more than 30 minutes to com-
plete it, Mr. Chairman.

The Crramman, Then, ¥ou may proceed.

Mv., Hawtson. Except for the final statement which I have indi-
cated.

The Cuamsan. Yes. However, as I understand it, Mr. Manson,
you are putting all of these subjecte in continuity when you come
to print the record.

r. Manson. Oh, yes; but that requires a great deal less trouble
if the record is continuous.

Mr. Harrson. Mr. Chairman, the first aflidavit that I desire to
read is that of James (. Dick, submitted to the bureaun in connee-
tion with the hearings which were held sometime in July, as 1
remember it, of 1922. Those hearings were conducted for the pui-
yose of advising the commissioner ag to what action he should take.

t was an opportunity offered the copper people to come in and pro-
test, they being notified that the commissioner was considering ve-
opening the tax years 1917, 1918 and 1919 and all sabsequent yeavs,
and revaluing their properties,

AFFIDAVIT OF JAMES €. DICK
Srate o New Yok,
County of New York, ss:

My name is Jawes ¢, Dick; X reside at 8alt Lake City, Utah; I am a min-
ing eungineer by profession; I graduated from tke Lehigh University in 1805
with degree of civil engineer; in 1809 I went to Sult Lake City, Utah, and
practiced genernl mining englneering; since that time I have been engaged in
following my professton of mining engineer, In connection with whicl I have
examined mining properties and became familiar with mining operations and
conditions throughout Utah, Arizona, Nevada, Colorado, and Idaho,

In July, 1919, at the solicitation of Mr, Caliun, Assistant United States
Internal Revenue Commissioner—.

The affidavic says “ collector "~

I accepted an appointment as valuation engineer in the metals department of
the patural resources subdivision, my understanding being that my duties
would be mainly in connection with the adoption of methods for the valuation
of mines, under the Government income-tax law. I fmmediately entered upon
the dischiarge of my duties, and among the first acts done wax, in consultn-
tion with Mr. L. . Graton, then valuation engineer, and others, to adopt a
«method of mine valuation for the purpose of fixing falr values as of March 1,
1913, for depletion purposes. No method had then been adopted in the
department, and serfous and extended investigation was made into the sub-
Ject, and a present value method, indorsed by the profession, and in most of
the mining textbooks, and generally followed by the mining profession, was
adopted. The general factors necessary to be settled were fully gone into and
the interest rate or profit return and amortization interest rate determined,
and also the prices of the metals, to be used in making such valuations,

My attention was particularly giver to the fixing of lead and silver prices.
I worked in conjunction with Mr. Graton, who was giving particular atten-
tion to the price of copper, and was famillar with the manner in which the -
copper price was fixed, and my opinion was then and is now that the price
fixed and used for copper, for valuation purposes, was and is fair and con-
gervative.

In the fall of 1019 Mr. Graton, as I was advised, was instructed to proceed
immediately to value the nining properties of the various copper producers,
for depletion purposes, and this he proceeded to do, and I worked more or less
with him in making these valuatlons. The valuntions made by Mr. Graton nnd
myself at that time were necesgarily provisional in character, as complete data
was not then available, and in some instances were not before the department,
and our understanding was that later hearings would be granted the copper

°
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producers, the matters gone into fully, and final valustions and determinations
e,

In December, 1819, T was advised by Mr, Callan, aszistant commissioner,
and Mr, J. L. Darnell, then hend of the natural resources subdivision, that o
metals valuation section wus to by organized in the nuatural resources sub-
divizion, and that I was to be the chifef of sueh section, and that 1 should
proceed to select such euglueers as I required for the work, [ immedintely
proceecded to orgunize such section and chose 16 engineers from the clvil-
gervice list. ,

Begiuning about February 6, 1020, and vceurring for the several companies
more or less continuously in succession thereafier, hesrings were granted
various copper-producing taxpayers for the purpose of finully determining
thelr several tuxes for each yenr, 1017, and various prlor years, and for the
purpose of finally determinivg the falr value of the severaul properties as of
Muarch 1, 1018, for the purpose of computiag the proper depletion allowances
and calculating Invested capital, These hearings were had before My, J. L.
Darnell, head of the natural resources subdivislon, and before me as ¢hief of
the valuatloa section, until Mr. Darnell left about Maveh 15, 1920, when I con-
ducted the hearings as fcting howd, apd Jater as head of the nataral resources
gubdivision, upon the questions of fadv value and depletion allownnees, The
first hearibgs a8 to coppr: r produacers were those of the Anueonda Copper Min-
ing Co., Inspiration Consolidated Copper o, Phelps-Dodge corporations, fol-
lowed n little tater by the Utah Copper Co, Nevada Consolidated Copper Co,
Ruy, Chino, und other compunies,

The same procedure In fixing the falr value of the properties ax of Murch
1, 1012, and estimating depletion allowances therefrom were foljowed with
ench of the nbove-named copper compantes, gnd in others in whleh hearings
were had before the department. Tauking the cases of the Annconda and
Ingpiration companiex as ilustrations: When a date was get for those hear-
ings, which as I recall it was February 10, 192, T requested the engineers
in the metals section with me to go over the datip and prepare to finully fix
the falr value and depletion allowanee. Upon the henring the cengineers
and representatives of the Anaconda Ce, appeared before me; we went
fully into all of the facts and figures applicable, fully considered all of the
material data and arrived at what I censidered falr values as of Mareh 1,
1913, on which the depletion allowance way estimated. The provisiounl com-
putations theretofore made by Mr. Graton and myself were gone over and
considered by us, but the flnnl valuations for depletion deduction and deple-
tion In Invested capital were based upon all of the facts and evidence hefore
us, as well whatever had theretofore been prepured In the burenu us what
had been submitted by the taxpayer., Whenever my fizures as fiuaily decided
on corresponded with those for the same item or items in the provisional
memorandum or calculation, this stmply meant that after full investigation
of all the evidence and arguments, I saw ne oceasion te vary from that figure,
and that T made it the flnal figure in such item or ltems,

In the case of the Anaconda Co, as I recall it soms elght different compu-
tatlons were made by me and my assistants during the various stages of the
tax determination proceeding, and the result finnlly renched was hased
upon these calcunlutions. It was my understanding and view, and this was
communicated to the representatives of the copper companies then hefore we,
that the fair value then fixed and the depletion allowance made were full
and finnl and in no wise provisfonal, except that they were subject to the
approval of my superiors in the department.

What 1 have sald above with respect to the ease of the Anaconda and
Iuspleation as to the manner of proceeding and of reaching the finnl results
applles equaily, withont repeuting hervein in detail, to the-case of each other
copper compnny in which there was a hearing.

The first cares to come before me as acting head or head of the natural
resources suhdivision, after Mr. Durnell ceased to functlon, were those of
the Utah Copper Co., Nevada Consolidated Copper Ceo., Ray Consolidated
Copper Co., and Chino Copper Co.

In cach case a computation showing this final valuation allowance was
made up and left in the files with my approval upon it, My instructions from
my superiors, Mr. Darnell and Mr Callan, were to Huoally determine these
matters and these instructions were fally followed to the best of my ability,
and in accordance with the practice and requirements of the department.
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In the early part of March, 1020, Mr. Darnell resigned as head of the
natural resources subdivision, and I became head of that subdivision, and
carrled on ita work until my resignation on March 1, 1921,

Javes C. Drck.

Bubscribed and sworn to before me this 3d day of July, A, 1, 1022,
PaTrick LEE,
Notary public for the State of New York, residing at New York City.

The Cuammax, After that hearing that you referred to, before
ou read the affidavit, the commissioner and the Secretary of the
reasury decided to go ahead and revalue the property?
* Mr. Havrsox. That is true, with the condition that such revalua-
tion should be effective for 1919 and all subsequent years. and not
be effective for 1917 and 1918. ,

The Cramyan, Yes; notwithstanding the fuct that some were
marked © provisional ” und some were not.

Mr. Hanrsox. Under circumstances as have been outlined by My,
Graton and these men who were i the bureau.

The Cuamyax. Your answer is ves, that they went shead on
those lines, vegardless of whether they were marked * provisional ™
or not: is not that so?

Me. Hakrsox, Mr. Chairman, I believe that there were no pro-
visional valuations, as those who were in the burenu at the time
understood that term, that were tinally used to close the tax years
1917 and 1918 for those companies. Mr. Graton marked his valua-
tions * provisional,” and if T understand him correctly—and it seems
to be borne out by these affidavits—they were provisional at the
time he made his computations, because the copper companies, in
general, had not had hearings. He used the figures that they sub-
mitted in their returns, and the data that was then in the files, and.
in large meaure, had no additional information from the taxpayers
themselves. It was his understanding, I believe. that after he
arrived at these figures, which to hiin seemed to be correct, the
copper companies and others interested would be notified and be
ﬁiven hearings after he left the bureau, at which time definite

gures would be computed and the tax liability determined. and that
when those valuations, so arrived at. were made by his successors,
those would be final.
* Now, that is what actually did occur. After he left, in February
of 1920, Mr. Dick, Mr. Darnell, and others in the bureau, who re-
mained, conducted hearings. They went over his figures and made
some changes, and finally valuations, so far as this evidence would
indicate, were made. What had been ©provisional” valuations
thereupon became final. The companies paid the tax, and they
thought the cases were closed.

Then, in 1922, the issue was squarely raised as to whether the com- }
missioner should change these valunations for all years, or whether -
he should change them for none of the years, or whether he should
change them for a certain number of the years.

It was the contention of some that the valuations were provisional
at all times, that the taxpayers paid their taxes on a provisional
basis. This evidence and the evidence that the copper companies
produced at the time of the hearings in 1922 was intended to show
that they were not provisional valuations. What had been marked
“ provisional ” by Mr. Graton became final before the taxes were paid.
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The Caamman. But notwithstanding all of the:, the Secretary of
the Treasury and the commigsioner, it seems, agreed with that and
ordered a revaluationf

Mr. HaxrsoN. The commissioner and the Secretary determined
that the valuations arrived at by Mr. Graton were incorrect, not that
they were provisional or that they were final, but that ti)ey were
incerrect, and they proceeded to change them; but they did not go
back and change them for 1917 and 1918.

The Cuarryan. 1 understand.

NSenator Kine. Well, they understood that they werve provisional,
too, in a way, did they not?{ '

Mr. Harrson. They understood that the contention was made by
some in the bureau, Senator, that they were provisional.

Senator Kino. And they understood that the years anterior to
1919; that is, 1917 and 1918, had been marked provisional, and they
knew that in sowe instances they had not been made, in some of
these years, final upon the books for 1916, 1917, und 1918, did they
not ¢

Mr. Harrson. They knew that Mr. Graton’s computations were
marked “ provisionnl.” They knew there was an opinion in the bu-
reau, that even after these provisional valuations were made by Mr.
Graton and the companies finally paid their taxes on that basis, sub-
ject to some corrections, there was still a provisional valuation as the

asis for those taxes. They knew, on the other hand, that the cop-
per companies insisted that they were final, and it was definite, and
not subject to beihg reopened. Now, their knowledge extended both
ways, dnat there were contentiohs made that they were provisional
and there were contentions muade that they were final. Their de-
cision was that the valuations fixed by Mr. Graton should remain
final valuations for the years 1917 and 1918,

Senator Kixo. Notwithstanding the fact that they challenged
their validity for subsequent years, they were put on the same basis.

Mr. Harteon. That is correct. 4

Senator King. It seems to me that is a wholly illogical course.

Mr HarrsoN. That was the decision made in 1922, Senator. .

Senator King. I can not understand the logic or the soundness
or the justice of such a thing. :

Senator WatsoN, Are taxes ever paid on provisional reports?

Mr. Harwson. Of course, Senator, all taxes are paid on a provi-
sional report. It is difficult to know just what you mean by “a pro-
visional report.” The taxpayer files a return, and that is provi-
sional, and they pay their taxes on that basis.

Senator Warson, Yes.

Mr. Harrson. That is subject to correction later on.

Senator Warson. When t}my mark a report “ provisional” what
do they mean by that?

Mr. HarrsoN. Well, it is not customarily done, Senator. What
Mr. Graton meant by placin}ﬁ the word “ provisional ” on all of his
computations was explained by him here, and we are going to show
what that really contemplated and what ihat meant. Tt 1s & term
that has no technical meaning in the bureau at all. The word “ pro-
visional ” as used by Mr. Graton, and when used in the bureau now,
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has a meaning which is the generally accepted understanding of the
meaning. It has no technical meaning in the bureau at all. Of
course, * provisional ” means tentative, or it means——

Senator Warsox. We understand what it means.

Mr. Harrson. Yes.

Senator WarsoNn. What I wanted to find out was whether it had
a technical sense as used in the bureau?

Mr. Harrson. I think it has not.

S?enator Warson., All of these returns are provisional, ave they
not

Mr. Harrson. Yes; they are subject to correction.

Senator WarsoN. Yes. .

Mr. HarrsoN, What happened here, Senator, was that the copper
comﬁanies filed their returns, and they paid their taxes on the busis
of the valuations which they had used in computing their returns,
or in making their returns. They are provisional, certainly. Later
on, some two or three years later, a check was made on those returns.
‘The bureaun, through its representatives, went out and empioyed
technical men qualified to do that. They went over the returns, and
they made changes in the valuations that the copper companies had
used as s basis for their returns,

Senator WarsoN. Was that done upon the initiative of the burean
0{)0 up%m the request of some taxpayer, or how was that brought
about

Mr. Harrson., That was initiated by the bureau. The copper
companies would have been well pleased to allow their taxes to re-
main as they had returned them, but it was felt that the valuations
were improper, so they em loyeci Mr. Graton to revalue the proper-
ties and determine the auditional tax that was due. He did that,
and it is upon the basis of his computations, which were marked
“ provisional ” and with the understanding, as be has testified, that
there be conferences held afterwards, and that there be additional
data assembled, and that .after that the final amount of the addi-
tional tax wouid be determined, and that would be then definite
and settled.

The Cuameman. For the benefit of the Senators who were not
here at the beginning of this session, I will state that Mr. Hartson ad-
vised us that, in a few days, the Treasury Department will advise
us as to whether they will be opened up for 1917 and 1918 again,

Senator Kina. I did not hear that.

Senator Warson. But they were not opened up before that?

The Cuairman. No; they have opened them up for all subsequent
years, and they are going to advise us later as to whether they will
open them up for 1917 and 1918,

Senator King. Let me ask you this question, Mr. Hartson, and if . §

you have no answer, just say so, because I do not want to encumber
the record: T can not understand the reason why, unless the statute
of limitations had run, the department would open up those cases
for revaluation after 1917 and 1918, but not inclu(fing 1917 and 1918,
when they knew that the same methods had been applied to deter-
mine the taxes in 1919, 1920, and 1921, as had been applied to 1917
and 1918. If they considered that they ought to be opened up be-
cause the basis of valuation was wrong for one year, and the same

-
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basis having been applied in all, it seems to me wholly illogical and
unsound for them not to open them up as to all years when that basis
had been used. .

Mr. Maxson. Not only the saine basis, but the same valne,

Senator Kina, Well, of course, I use the word *basis” there as
including values and all.

Mr. Harrsox, 1 think the department had before it that incon-
sistency, and coasidered that one of the elements that necessarily had
to be taken into account when the decision was made.

The Cunamman, You may proceed with your other aflidavit now,
if you want to, Mr. Hartson,

Mr. Hawrson. Mr. Chairman, this is the afidavit of Mr. J. W.
Darneli.

Senator Warsox. Was the course pursued in this instance unusnal,
or was there any other case like it% Is it different from all other
cases? v '

Mr, Hawison, 1 do not know of another sintation simifar to it.

The Carsman. "Was there not a similar situation as to silver?

Mr. Hanrsox. The silver situation was not entirely similar to it,
and I must make an explanation as to that. The commissioner’s
order, which was approved by the Secretary, directing the revalua-
tion, and dated December 11, 1922, referred to the revaluation of the
copper properties and s:lver properties—-

e CHamrMaN, But not lead

Mr. Hartsox. But not lead———copper and silver.

The silver interests, however. had not been heard—and I mesn
by that that conferences which had been held over a period of time
prior to the signing of this order that I have referred to were cop-
per conferences. Their representatives were there. The silver peo-

le. were not there, and it is quite apparent that the silver people

ad not been notified that their properties were being considered
for revaluation; but when the order came out it included the copper
properties and the silver properties as well.

'1’?& reason for that was that substantially the same methods of
valuation, the same principles, and much the same factors, subject
to such correction as would have to be made by reason of the differ-
ent ores, had been used in valuing silver as had been used in valuix
copper, so that both were included in the order. So that while the
silver prople were not heard, they were included in that same order.

Now, I am informed that the revaluation of the silver properties
is not comparable in size or impertance to the copper situation, but
that is the only other one. and that was really considered as a part
of this, Senator. This one order is the only order that has been
issued of its kind that I am familiar with.

Senator WatsoN, Were the taxes rais d by this subsequent investi-
gation !

Mr. Hartson. Considerably, and it should be said that there have
been no taxes paid on this latest valuation, but if the taxes are
assessed upon the basis that is proposed—-

The Cuamemax. You say *proposed "—but have they actually
been assesscd in some cases definitely ¢ )

Mr. Harrson. I do not know, Mr. Chairman, of any of them that
have been assessed. It is impossible to assess them without giving
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the taxpayer the right to go before the Board of Tax Appeals, and
1 think the letters ave out on them, in which they are notified of
what the bureau contemplates doing; but there have been no assess-
ments, hecause the assessment can not be made until they have had
the right to appeal.

The Cramyax, Thos» letters are not assessments, but are really
* proposals to assess.”

My, Harrson. That is what they are.

Senator WarsoN, When was this matter opened for investigation
by the department?
© Mr. Harrsos, In 1922,

The CramrsaN, You may proceed with this other aftidavit,

Mr. Harrsox. This is Mr. Darnell’s aflidavit,

Senator Warson, Who was he ¢

Mr. Harrson, The afidavit will explain. He was an engineer in
the bureau.

Mr. DarpelVs aitidavit reads as follows

AFFIDAVIT OF ., L. DARNELL

8taTE oF NEW YORK,
County of New York, as:

From Octobier, 1918, until March, 1920, ¥ was connected with the lucome
Tax Unit of the Internnl Revenue Bureau, engaged principally in the deter-
mination of values of varlous natural resources of the country.

On July 1, 1919, there wus created in the Income Tax . Unit the natural
resources subdivision, and at that time I was made heuad of this subdivision,
which poslition I continued 1o until my resignation from the department in
March, 1920,

Late in October of 1919 Mr. Daniel C. Roper, then Commissioner of Internal
Revenue, called me into his office and showed me a letter which had been
transmitted to him through Col. Daniel Porter, then revenue agent in charge
at New York City, signed by Leslie J. Abbott, an internal revenue agent, in
which letter Mr, Abbott stated that he had been in charge of a lurge corps
of investigators who had been engaged for more than a year in an audit and
investigation of the bLosks and accounts of the various copper companies;
that as a result of these investigations he, Mr. Abbott, had recommended an
additional assessment against these copper companies of many millions of
dollars; that many of the findings of these Investigators had been transmitted
to the department six months or more previous to the date of this letter, and
the copper companies were delinquent; that he was familiar with the urgent
meed of the Government for mouney, and that with a very slight review it
would be posstble to make this additlonal assessment, and in & very short
time bring into the Treasury a considerahble sum, Mr, Roper had calied me,
@8 head of the natural resources subdivision, to consider this letter and to
ask what progreas had been made in the review of the returns of the various
copper companies, and asked me {f I could not get some of this money which,
on the face of thingw, was due. I told him that pothing could be done toward
the final determination of the tax due until we could determine the valuations
of the various properties, because the March 1, 1813, vaiue and the consequent
reduction for depletion was, in most cases, a determining factor In the
arrival at the sum due. )

Within a day or two after this interview with Mr. Roper he forwarded to
me an official communication, attached to a copy of the Abbot letter, in which
he ordered me peremptorily to hasten with all possible speed the essentlal
features of the valuation, to the end that the tax due from these various
companies might be determined at the earliest possible date and the assessment
placed on the rolls.

In conformity with the instructions contalned fn Mr. Roper's letter, I had
instructed Mr. L. C. Graton, at that time in charge of copper valuations, and
Mr. J. C. Dick, his assistant, both of whom had been enga; | on thisz work
for several months past, to bring in the valuations forthw..n. Mr, Graton

~
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told me that he had collected a vast amount of data and had glven it careful
considerdtion, but that up to thagt time there were two fuctors which were
exsentiul of which he was uncertain--one, the value of the copper metal itself;
the other, the discount factor to be used in arriving at the present worth of the
properties.

After considerable discussion between Messrs. Graton, Dick, and myself, and
a carerul consideration of the data which they had collected, we found and
determined that the falr market value of metallic copper in place as of March
1, 1013, was 1814 cents per pound, and that the minimum dlscount factor to be
used fn the computation of present worth of varlous copper properties was
8 per cent and 4 per cent for lode mines and 7 per cent and 4 per cent for
porphyry mines, It was further determiued by us, in the case of the properties
of the Anaconda Copper Mining Co., which were lode mines, and the Inspira-
tion Consolidated Copper Co,, which was a porphyry mine, that, owing to the
fact that thelr ore hodles were well developed and well marked, and the operat-
ing conditions were thoroughly uupderstood, in the computation of the values
of thelr properties they were entitled to the minimum rates ss above stated,

After these factors had been determined, valuntions as of signifieant datcy,
for the abuve properties, and for all the others that were valted, were pre-
purel by the engineers of the metals valuation section, using therefor the
grent mass of daty collected independently by the department ax well as that
rfurnished by the companies, These valuations were marked * Provigional,”
because they were in @ way ex parte and it was known nt the time they were
made that after the representatives of the varlous companies concerned were
heard modifications and changes would probably have to be wade.

About November 10, 1819, at the Invitatlon of Mr. Commissioner Roper, &
attended a hearing granted to the representatives of the Anaconda Copper
Mining Co, and Inspiration Consolidated Copper Co. hefore the commissioner
and otber department officials, at which time the whole matter of these tax
controversies ang the desire of the companies for final hearings and determi-
nationg of these matters was lald before the department. At the conclusion
of this hearing I war instructed by Mr. Roper to grant such hearings as might
be necessury to the copper companies and to take up and finally determine
their tax liability, and to, ag gpeedily as possible, finally dispose of all matters
involved therein. Pending said hearings X was instructed by Mr. Roper to
withhold the making of assessmenta.

Early in February, 1820, I commenced the hearings of the various copper
companies in order to finally determine these tax matters, and continued such
hearings until I retired from the department in the early part of March, 1920,
The most important cases heard and determined by me were those of the
Anaconds, Inspiration, and Phelps-Dodge corporations.

In each of these cases it was understoomd hy me and the representutives of
these companies that the determinution and disposition of their tax matters
then in condition to be closed should be final, Upon the hearings all matters
necessary to be determined. including the fixing of the awmount of Invested
mpital of each of the companies, fair value of the mining properties as of
March 1, 1913, and depletion allowances based thercon, unad ull otlier necessary
factors were by me determined.

The matter of consideration of evidence, including evidence and arguments
submitted by counsel und engineers regarding the fixing of the fair value of
mining properties and depletion allowance, was, in the first instance, referred
by me to the engluneers of the metals valuation section. The result of thelr
determinations, upon which I was consulted at intervals, wax laid before me,
and by me approved, and all of the findings incorporated in written memoranda
which were initialed and approveqd by me.

After findings had heen made on all polots and the enses had been passed
to nudit, the final result in each ecase was embodled In a letter executed by
the commissioner or assistant or acting commissioner, -and such original
letter was by me delivered to eich case m a representative of the company
affected ﬂwr('b\

It was understood and agreed by myself, as head of the nnturn. resources
subdivision, by Mr. Callan, assistant to the commissioner, and by Mr. Roper,
the mmmi&q!nner, that the findings thus made, mcluding the findings as to
invested capital and feir value, were finaily fixed and determined as the
bases for the computation of excess profit and income taxes for the year
1917 and previous years, and alse for such succeeding years as such findinge



1y

{

/

1780  INVESTIGATION OF BUREAU OF INTERNAL REVENUE

should be upplicable thereto. There was no suggestion at any time that any
of these findings or determinations were tentative or provisional. Tall in-
vestigations had been muade und the department was in a position to and did
floally determine the matters acted upon,

J. L. DARNFLL,
Suhseribed and sworn to hefore me this 3d day of July, 1022,
Paruick Ler,
Notary Public, Quecns County, No. 2029,

Certifiente filed in New York County. New York county clerk’'s No, 347
New York register’'s No. 32835,

Senator Kina. What is the date of that affidavit?

Mr, Hawrson. July 3, 1922, .

These affidavits—this one [inacating] and Mr. Dick’s affidavit,
whieh T have read—were both submitted to the departinent in con.
nection with the hearings of the copper companies held befove the
Commissioner of Internal Revenue i i922, at which time the com-
missioner had before him the question of whether he should revalue
the properties, and, if he revalued them, how far back he should go.

Now, Mr. Chairinan, that is all T desire to put into the record at
this time, ‘

As I have indicated a time or two before. the answer to the chair-
man’s question as to the possibility of a change in decision from
the one arrived at by the present commissioner and the present
Secretary in December, 1922, will be made in a very short time.

Mr. Mangon. While we are on the copper matter I wish to offer
one additional exhibit. The exhibit is. a comparison in the case
of 49 companies of the value for depletion as claimed by the tax-
Ea;vr:r. and the value as allowed by the provisional valuations made

y Mr. L. C. Graton. ‘ -

I wish to call especial attention to the fact that in the following
cases the value, as fixed. by Mr. Graton for the bureau, exceeded the
value claimned by the company: '

The Arizona Commercial Mining Co. claimed $1,500,000 and was
allowed $1,538,000.

The Calumet & Hecla Mining Co. claimed $46,447,010 and was
allowed $50,884,013. '

Chile Exploration Co. claimed $266,885,982 and was allowed $425,-
576.000.

The Cuairman. That is the Chile Copper Co.?

My, Manson. Yes. .

The Cuairman. The significance of that is the fact that if Mr.
Graton allowed a higher valuation it meant a reduction in tax?

Mr. Maxson, Yes.

Mr. Haurson. But in the case of that particular company. Mr
Manson, while Mr. Graton's figures were as you have stated, iny
understunding is that his figures were checked by his successors
immediately after he left, and that the final valuation allowed at
that time by the bureau was substantially less than the four hundred
odd million-dollars that you have read. ’

Senator Kina. But not lower, than, or as low as, the valuation
placed by the company? o o
. Mr. Haprson. My information is that it was less. _

- T want'to submit the actnal fizures on that. becauge the mistake
which has arisen with regard to the valuation of the Chile Explora-
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tion Co. was one that did not become apparent to me until last
Sunday. We had all assumed that Mr. Graton’s valuations were
:u‘riedy mto effect at that time in 1920, but I understand they were
not, that they were checked by his immedinte successors and changed.

Senator Kine. It would be interesting to know what the Anaconda
Co. paid for the Chile property in actual cash or its equivalent.

Mr. Manson. I think that is developed in the revaluation. I have
offered some exhibits which show those valuations.

The Inspiration Consolidated Copper Co. claimed $62,214,806 and
was allowed $91,654,000.

. The Iron Cap. Copper Co. claimed $2.000,000 and was allowed
$2.301,000,

Mason Valley Mines Co. clnimed $2,161,403 and was allowed
$2.969.000,

Miami Copper Co. claimed $21,96£026 snd was allowed $25,288.000,

Mohawk Mining Co. clained $6,570,000 and was allowed $7,070,822,

Mountuin Copper Co. (Ltd.) claimed $1,416,000 and was allowed
$1,829,000.

Osceola Construction Mines Co. claimed $12,579,018 and was
allowed $12,753,918,

Tennessee Copper & Chemical Co. claimed $3,407,400 and was
allowed $14,800,000.
$4Uﬂite’i('l Verde Copper Co. claimed $25,000,000 and was allowed
48,426,748, ,

‘ Wolverine Copper Co. claimed $1,576,000 and was allowed
2,176,199,

The totals covering the whole 49 companies are as follows:

Claimed, $1,503,831,852; allowed $1,450,372,205.

The Cuammman. Have you the total of the new valuations at this
time? From the records that I have looked at I recall that they
were very much lower than either the amount< claimed or allowed.

Mr. Manson. I have not them here, but the new valuations on
these smne properties are all set up in the schedules which I have
offered as exhibits. I have not any of those papers here. I did not
know that this matter was coming up this morning, and this was
just handed to me.

Senator Watson. Do they usually allow the amount that is
claimed?

M.. Harrson. Do you usk whether they usually allow the amounts
claimed? :

Senator Warson. Yes.

Mr. HarrsoN. In reporting the values of properties, I think it is
the tendency of most taxpayers to claim & value which is not lower
than the faiv value of the properties. ‘ _

Senator Kine. The higher the value, if it is a producing prop-
erty. the greater the veduction.

Mr. Harraon. The greater the depletion unit.

Senator Kixa. The greater the depletion unit; yes, certainly.

The Cramrman. And the lower the tax?

Senator King. The lower the tax.

The Crarrsan, Certainly.
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Senator Joxes of New Mexico. Tt wouid be interesting to know

the valuation put upon these properties for local taxation

urposes.

Senator King. Yes; I would suggest that we get that, if we can,

without too much trouble,

(The statement submitted by Mr, Manson is as follows:)

Table showing comparison between values for depletion aa (1) claimed by
taxpayer and (2) allowed by L. C. Graton

t

Name of cempany

Ahmeek Mining Co

'y ,
. value ¢laimed
by texpyyer

L)

Form
M.M. R

by L.

@)

Value allowed

*$20, 710, 343

. Graton

$30, 932, 455
Allonez Minlng Co.. ..., e ] 6, 198, 787 *4, W01, 923
Ausconda Copper Mining Co .. .. .. ... ' 184, 152, W5 133, 125, 401
Arizona Coppeor Co. (i.td.). 15, 564, 099 14, 755, 000
Arizona Comrerclal Mining (m i 1, 500, 000 1, 535, 000
Calavaras Copper £’0.. I *2, 700, 000 314,000
Calumet & Hocla Mining Co...onoool. X 48, 447,010 30, K34,013
Centennia! Copper Mining Co ol 2,228, 012 1, 480,
Cerro de Pasco Copper Corporation . . ‘ 50, 988, 097 *44, 617, 765
Chamg Copper Co....... eeeoeanan | 23,823,400 17,151, 780
Chile Eaploration Co...ovvvveenne ... | %208, 885, 425, 576, 000
Chino Copper Co..nneoinnmnencvaaienann-n ! 117, 842, 609 98,274, 000
Consolidal Arlwna Bmelting Co....... 2, 400, 000 1,607, 983
Copger Ronge CO.vnnevninnmncnincacnns 9, 250, 600 8,012,731
town ' o 30,
Fast Butte C oslper M!nlng Co 237, 400
Gila Copper 8 ide 1,086, 000
Giroux onaolldated Minlng Co 5, 991,000
G.at Westorn Coﬁ) Co #3,
Inspliration Consolldated Copper Co. 91, 654, 000
Iron Cap. Copper C o 2,301, 000
Isle Royale Copper C 5, 523,
Kenuvecott Copper Corporatlon 31,822,619
Braden Copper Co. mines.....cooveueennn 219, 388, 227 154, 811, 000
Magna C nﬁ ........................ 20, 006, 000 9,034, 708
Mason Valley Minu Co......... 2,161,403 2, 968, 000
Miemi Copper Co..... P 21,964,026 25, 288, 0600
Mobawk nz C ........ 6, 870, 000 7,070,822
Movuntm Co&ger Co. (Ltd - 1, 418, 000 1, 829, 000
Mass, C ted Mining C 1,601, 688 1,490, 000
Nevada Comolldsted Copper Co 110, 137, 000 75, 98, 000
New Cornella Copper Co.....uene-.. . 22,330, 210 21, 978, 000
North Butte Mining Co.....cccocenvnvan. 9, 767,377 7,944, 000
Ol Dominfen COnnn oo - 12,000,000 11, 615, 000
Osceola Consolldated Mines Co. ......... 12,579,013 12,753, 918
Ponn Mining Co. oo 3, 815,600 2,551, 446
Pittsmont Copper Co........canvuen . 8, 219, 100 3 igo.
Ray Consoiidated (‘opper Co... . 127,417, 201 84, 187, 300
Superior Copper Co............. , 450 584,
Tennessee p&\er & Chemical C. 3,407,400 14, 800, 000
United Verde Cooper Co........ 25, 000, 000 48,426, 748
White Pine Mining Co...ovuueumuncanana. 1,822,975 1,008,
Welverine Copper Co_ . ........ ... JU. 1, 576, 00 2,176,109
. Tota).cnnnnnmes waenmaactaneeem . 1,503,831,852 | 1,450,972, 205

Remurks

*Totnl value, mine and plant,
found by L. (". Graton,
Do,

*Based on cost.
*Paid-in surplus at acquisl-
tion, 1015,

*On basla of estlmate a8 of
Jan, 29

Dec. 22, 1919,
Dee. 23, 1010,
Nov. 28, 1919,
Dec. 26, xm

Dec. 20,
*Dec. f. 1919.w(00mblned

Kennecott end Beatson
mines).

Dec. 2, 1019,

Dec. 11, 1920.

*Dec. 20, 1210.—-Not opera-
ting in 1013,

(Whereupon at 12,30 p. m, the committee adjourned.)
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INVESTIGATION OF THE BUREAU OF INTERNAL
REVENUE

WEDNESDAY, JANUARY 21, 1925

UNtien Srares SENATE,
SeELecT CommirTer 1o INVESPIGATE THE
Braewe or Ixter~yan Revinuve,
Washington, D, (',

The committee met, pursuant to adjournment, at 10 o’clock a. m.,
in the Senate Finance room, Senator jumes Couzens presiding.

Present : Senator Couzens,

Present also: L. (". Manson, Esq., of counsel for the committee;
Mr. L. H. Parker, chief engineer for the committee; Mr. C. Thomas,
investigating engineer for the committee; and Mr. James M. Rob-
bins, assistant engineer for the committee.

Present on behalf of the Bureau of Internal Revenue: Mr. C. R,
Nash, assistant to the Commissioner of Internal Revenue; Mr. Nel-
son T. Hartson, Solicitor, Bureau of Internal Revenue; r. James
M. Williamson, office of Solicitor Bureau of Internal Revenue; Mr.
S. M. Greenidge, head engineering division, Buresu of Internal
Revenue; and Mr. John A. Grimes, chief r:otals valuation section,
Bureau of Internal Revenue.

Mr. Manson. I desire at this time, Mr. Chairman, to call the com-
mittee’s attention to the amortization determinavion on the claim of
the Aluminum Co. of America. ‘

I was informed yesterday that the matter of the Aluminum Co. of
America is before the solicitor’s office. T called up the solicitor’s
office on the telephone. Mr. Hartson did not happen to be there,
and I asked his secretary to ascertain whether or not this case wsas
before the solicitor's office and, if so, whether any question with re-

rd to amortization was being considered by the solicitor’s office.
She later called me and told me thut the case was before the solictor’s
office but that no question arising out of the amortization determina-
tion had been referred to the solicitor. So I take it that that mat-
ter, the question of the amortization allowance to the Aluminum Co.
of America. is not before the solicitor's office.

The Cuamryax. In that connection, I would like to ask what is
the number of the agreement that you enter into with the taxpayers?

Mr. HarrsoN. We call it under the 1921 act, the 1312 agreernent.
Under the 1924 act, it is the 1006 agreement. Those are the sections
of the law which authorize the agreement to be entered into.

The CHairmaN. It was my understanding, from the hearings be-
fore the committee last spring, that the case of the Aluminum Co.
of America was closed under agreement 1312¢

1786
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Mr. Harrsox. That is not the case,
The Cuamyan. There was a statement made in the record, I
think, and yet I am relying absolutely on my memory, that all cases
in which Mr. Mellon was intervested were closed before he entered
the Treasury Dspartment.
Mr. Hawrson. The Senator is misinformed about that, because that
is not the fact, and I have no recollection of the record stating that
all of the companies in which Mr. Mellon was interested were
closed before he came into the Treasury Department. The Gulf Oil
Company case was closed under circumstances that were brought
out before the committee last spring, but that was the only one
closed before he came in, so far as T know.
The Cuammax. I thought the case of the Standard Steel Car Co.
was closed, and that the representative of the Standard Steel Cer
Co. appeared before the committee and expressed Mr. Mellon’s desire
to have them all closed before he became Secretary of the Treasury.
Mr. Harrsox. I think it was his desire that they all be closed be-
fore he came into the department, but no doubt the status of some
of the cases of the companies in which he was interested did not
permit of their being closed in a very short time.
The Cramrmaxn. T just wanted to get that clearly in my wmind,
because I was under the impression that this case was closed.
Mr. Maxsox:. I had the same impression, based upon some hearssy
stetements that have been made to me; from what source I do not
know. T therefore requested the engineers to ascertain the fact.
They could not find the agreement in the vecords. I wrote to Mr.
Nash requesting a copy of the agreeinent, and have a letter from
him stating that there is no such agreement.

The original claim in this cese for amortization was for $6,852,
697.36. 'lg!:is claim was based upon a flat 25 per cent of the wer
expenditures, and was not made in accordance with the regulntion
and was rejected by the bureau for that veason. The taxpay. -
then filed a revised claim for $18,124,339.28. Upon this the unit
made an allowance of $15,151,840.92.

The Crammax. It would have been better to have accepted the
taxpayer’s original claim, would it not?

Mr. Manson. The taxpayer protested this allowance and filed a
fina! claim for $19.268435.82, upon which a final allowance was
made of $15,589,614.39.

1t is difficult for us to approximate what we consider a proper
allowance to have been. for the reason that we take the position timt
there was no evidence before the burean when this determination
was made which was sufficient to sustain any determination at all.
We are able to point out objections to certain items. Other items.
as shown by exhibits, are passed over, for the reason that there is
not sufficient evidence in the record npon which to base a specific
objection. But we feel safe in saying that of the $15,589,614.39, at
least $6.500.000 is an overallowance. !

The amortization was determined upon the same basis as was
applied in the United States Steel Corporation Case, namely, by
comparing the plant capacity—the war capacity, of the plant—
with the average of actual production for 1921, and estimated pro-
duction for 1922 and 1923.

The Cuamaan. Did they have the actual production for 1921%




INVESTIGATICN OF BUREAU OF INTERNAL REVENUE 1787

Mr. Manson. Yes; they had the actual production for 1921,

The facilities of the, taxpayer npon which amortization was
clnimed are grouped into two classes——those that are known as bal-
anced plants, and those that ave considered as unbalanced plants.
The balanced plants are that portion of the facilities which are
in 100 per cent use when the production is equal to the estimated
capacity. The unbualanced plants are those plunts which are appur-
ently considered to have been not in use at all, or in so small a per-
centage of use that they are not considered in the estimated capacity
of the taxpayer.

The amortization on the balanced facilities was determined to be
44 per cent of the cost, the value in use being determined to be 56
per cent of the cost.

Our first objection to this allowance 1, *hat for purpose of deter-
mining value In use, according to this metiod, it was necessary for
the burean to have before it the production figures which could
be made the basis of the computation. We maintained that the
burden was upon the taxpayer, if it sought amortization based
upon a, percentage in use, to furnish such information as would
make the computation of such a percentage possible.

This final determination was made in June, 1923. At that time
the production for the year 1922, and for at least several months
of 1923 could have been ascertained. So far as appesrs from the
%eeord, no attempt was made to ascertain the actual production

ures.

gThe matter hus not as yet been disposed of ; that is, I mean the

entire case has not as yet been closed, although the amortization
features of the case appear to have been disposed of, yet, there is
nothing in the record to disclose the production for 1944, which
can now be ascertained; nor does it appear from the record that
any attempt has been made upon the part of the bureau to secure
the production figures for 1923.

The Cramuan. Does that also apply to 1922¢

Mr. Max~son. Yes; that applies to 1922 also.

Your counsel attempted to secure this information. Believing
that the actual production figures, as well as expenditures for
capital improvements, would be shown by the annual reports of
the Aluminum Co. of America, Mr. Davis wrote to the president
of the Aluminum Co. of America on December 5, asking for copies
of the annual reports of the company to its stockholders for the
war and postwar years.

‘ In reply to that letter, Mr. Davis received a letter, which is as
ollows:

ALUMINUM COMPANY OF AMERICA,

New York, N. Y., December 15, 1924,
Mr. Eagw J. Davis,

Counsel Senate Tommidtiee ftor Investigation Bureaw of Internal Revenue,
United Staics Benate.
DeAg Sik: We acknowledge receipt of yours of December 5 asking for our
annual reports.
The Aluminum Co. of America, having caly a few stockholders, does not
publish its annual reports., If you will let us know what particular informa-
tion your committee desires for its uses in the Investigation it is conducting

on the Income-tax law, we will be glad to see what can be dome.foward furnish-
fug i,

Yours, very truly,
ARTHUR V., Davis, President.
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On December 29, 1924, 1 wrote Mr. Davis as follows:

Decevoer 20, 1024,
Mr. Awriur V. Davis,
President, Aluminum Cao, of America, New York, N. Y.

Drar 81g: In regard to your letter of the 15th lustant, addressed to M.
Earl J. Davixs, itn which you kindly offer to furnish uy with information in
regard to your company necessary for our work, will you please furnish us
with the foliowing for each year from 1013 to 1023, both Inclusive.

(a) Total production of bavxite {(Company and all subddinries),

(&) Total production of Aluminum (Company and all subsidinrtes),

* () Total capital expenditures (for plant and equipment).

() Total capltal expendltures (real estate).

We trast thin information Is readily available and we would appreciate it
greatly if yon could furnish spine promptly, :

Very respectfully, *
L. €. MaNpoN,
Counwel Senate Conpmittee for
Investigating Burcaw of Internal Revenue,

I have received no answer to that letter,

Mr. Harrsox. Me. Munson, what was the date of that letter?

Mr. Maxsox. December 29, T have not even veceived un acknowl-
edgement of the reeecipt of it.

Being unable to ascertain the facts which are necessary before
any detepminution of amortization can be made, we have resorted
to such information as is available for the purpose of determining
what the indications are as to whether or not this allowance is a
proper one. ' ,

We find in the claim of the Aluminum Co. of America for amort-
ization, the statement that approximately 5 tons of bauxjte are
required to manufacture 1 ton of aluminum. From sources indis
cated in_ our exhibits, principally the statistics published by the
United States Geologica Sm've{'. we have ascertaiped that the con-
sumption of ‘bauxite by the Aluminum Co. of America for the
eight-year period preceding 1922, has been approximately, 81.4 per
cent of the total production of bauxite in ths couniry.  Applyng
that percentage to the total production of bauxite in 1922, as shown
by the United States Geological Survey statistics, we estimate the
consumtion of bauxite by the Aluminum Co. of America in 1922 to
have been 252,000 tons, and we estimate the consumption of bauxite
in 1923 by the Aluminum Co. of America to have been 425,000 tons,

Applying to those figures the ratio of J tons of bauxite to 1 ton
of afinminum we estimate the production of aluminum by the Alumi-
num Co. of America in 1922 to have been 138,600,000 and in 1923 to
have been 234,000,000 pounds. ‘

The claim of the Aluminem Co. of America for amortization is
based upon the theory that the capacity of the plant was 146,000,000, ¥
In other words, x(xipglying those terms to the plant capacity, the 1922
production would be very close to the plant capacity, and the 1923
gmduction would be away beyond the plant capacity used as ihe

asis for determining amortization of this matter.

The Cramman, at_was the production used by the bureau
in determining amortization in 1922 and 192317

My, MansoN. T am just coming to that.

On page 68 of the report of the bureau’s engineer who computed
the amortization determination in this matter appears the follow-

“
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ing—TI can state these facts more briefly in the language of the engi-
neer than I could attempt to summarize them myself:

In constderiug the vialuo In use of the taxpayer's balanced facilitfes on the
basls of the three postwar years, 1t will be necesnary to take into consideration
the average of the actunl and the estimuted annual preduction of aluminum for
the years 1921, 1922, and 1923, ‘Thiz annual average amounts to 87,000,000
pounds of aluminum.

On page 60 of this report it will be noted that the bureaw's englneers estl-
mated that the taxpaver's capucity productlon was 146,000,000 pounds of
aluminum per annum.  Thus, with no allowance belng made for astock on hand,
there wonld be established a ratio of 87: 1440 or Gdg per cent.

The taxpayer on page 39, volume 1, of the schedule of amortlzed property,
claimy the following production of alominum for the three postwar years.

Pounds
Sales for the three PoMtWAr YOHTS. .. oo on vv v ccwenn vommeaws 300, 000, 600
Amount proposed to be used from stock. .. .. ... .. ... 40,000,000
Total amount to be produced. . . vt e e w260, 000, 000
Average total annual production ... . . e e BT, 000, 000

Aun average of 87,000,000 multiplied by 3 would be 261,000,000.
The taxpayer claims for capacity production 156,000,000 poumfs of
aluminum per annum,

Mr. Harison. Is that 156,000,000 or 146,000,000

My, Maxson, Tt should be 146,000,000, '

Mr. Paruer. No; the taxpayer’s claim is 156,000,000. '

Mr. MansoN. Yes; the taxpayer’s claim is 156,000,000. The
bureau’s determination of their capacity was 146,000,000.

The taxpayer's claim for eapaclty production belng 156,000,000 pounds of
ahupinam per annum, estabHshes o ratlo of 87: 156 or 33,7 per cont. The tux-
payor, however, claims 58 per cent as value fn use and 44 per contg for gamor-
tization. S

At this point, I call attention to the fact that an error has' been
made, amounting to 10,000,000 pounds. in capacity. I

I would furthor call attention to the fact that that ervor is over-
come by a compensating error, which brings the bureauw’s determina-
tion back to the taxpayer’s percentage of value in use claimed, after
the bureau has determined that a part of the taxpayer’s reductions
from production are not to be allowed. In other words, after the
bureau determines that the taxpayer is not entitled to deduct all of
this production that it intends to take from stock, they still get the
same result that the taxpayer claims, by making another error of
computation.

If no stock had been drawn upon, the tuxpayer would have had to produce,
according to its own figures, 500,000,000 pounds of aiuminum in the three post-
war years, or an average of 100,000,000 pounds per anpum, Had this been the
case It would have established a ratio of 100: 156 or 64 per cent vaiuve in use
upon the balanced facilities.

The bureau's eugineers do not conslder that it glves the correct indication
of what the taxpayer's normal output would amount to, by reducing * cutput”
at the expense of stock on hand, as it has done in 1021 and proposes to do
in the years 1922 and 1923. The bureau’s englneers do, however, recognize
that the taxpayer's average annual normal output will be lessened for some
time to come by throwing upon the market salvage of large quantities of
aluminum which was manufactured during the war time. They are wiiling
to take this fact into consideration as well as recommend & reasonsble allow-
snce for the reduction of the taxpayer's aluminum stock.

It is recommended that a reduction of 10,600,000 pounds of aluminum from
the taxpayver's stock be taken Into consideration as well as an additional
5,000,000 for the taxpuyer's reduced output caused by salvage producis and
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torelgn competitlon, this reduction allowance to be s)..»ad over the ihree post-
war-year periods,

I wish to interject at this point that it will be noted that if you
were (o deduct 15,000,000 pounds from the 300,000,000 pounds to be
produced during the three years, it would leave you 285,000,000
Founds, or an average of 95,000,000 pounds per year. That would
e taking the 300,000,000 pounds estimated by the taxpayer and de-
ducting from it the 15,000,000 pounds which the bureau engineer
here holds they are entitled to deduct, instead of the 40,000,000
which they deducted, and that will give you a result of 285,000,000,
instead of 260,000,000,

The Cxramman. Just what difference does that make in dollars
and cents in the tax? . '

Mr, Mansgon. It will make a difference of about a million dollars,
when we get through here,

For value in use of the taxpayer's balanced facllities there will be estab-
lghed the following ratio:

Total estimate of normal output for three postwar years in pounds

Of BIUIMNINUID « o et e e o 261, 0600, 000
Reduced output allOWADGO.. e e e 15, 000, 000
Anuual estimate of three postwar-year output......... e 246, 000, 000
Avarage annual threg postwar-year outpt..... oo v e 82, 000, 000

I would call attention to the fact at this point that, after deter-
mining they were not entitled to deduct 40,000,000 from an output
of 300,000,000, but that they were entitled to deduct 15,000,000, this
engineer actually deducts 39,000,000 of the 40,000,000 and then de-
ducts the 15,000,000 on top of it, arriving at a result of an annual
estimate for the three years of 246,000,000 instead of the 285,000,000,
which would be the mathematical result of deducting his 15,000,000
from his 800,000,000, so he %ts an average for the three years of
82,000,000 instead of 95,000,200

Then he determines the ratio of annual output to preduction
capacity to be 82 divided by 146, or 56.16 per cent.

t will be noted that a part of this difference, due to the second
error, is overcome in ascertaining the percentage i)y using a capacity
of 146,000,000 instead of 156,000,000.

The bureaw’s engineers recommend that for the balanced facilitles the tax-
‘payer be allowed B8 per cent of the estimated cost uvpoun these facllities an
“Value in use ' and 44 per cent as amortization.

The engineer then constructed a chart, beginning back in the pre-
war period, by the use of which he attemnpted to estimated what the
production of the Aluminum Co. of America would have been
1n 1921, 1922, and 1923, if there had been no war,

I am unable to figure out exactly his course of reasoning, but his
results are an aggregate of 203,000,000 pounds, or an average of
97.800,000 pounds.

It will be noted that this result is quite close to what his results
would have been if he had not made this error in computation, and
he rejects this figure entirely. His purpose in making it is not evi-
dent because he proceeds to use the 87,000,000 arrived at as the re-
. sult of these erroneous computations. The difference in the tax by
reason of that error is approximately $1,000,000,

The Cuamryan. In favor of the taxpayer?

~
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Mr. Manson. In favor of the taxpayer,

There is one other point in connection with this ease to which T
wish to eall the committee’s attention, and that is the amortization
that is allowed on the ocean fleet.  The taxpayer had under construe-
tion in 1918 two steamships and two barges, upon which they had
mude very substantial pnyments in 1918, The taxpayer finished the
construction of these vessels and they went into use,

The Cuamsan, When!

Mr. Manson, In 1920,

The taxpayer claimed 75 per cent amortization on these ships.
We learned from the Shipping Board that these ships have been
sold. There is nothing in the records in the Income Tax Unit which
indicates that they have been sold or which shows what was received
for them.

If the salvage value of these ships—that is, what the Aluminum
Co. of America received for these ships-—exceeded 25 per cent of their
cost, it is very clear that they are not entitled to 75 per cent amorti-
zation upon them, as the amortization should be coraputed by, in the
first place, determination of depletion on the ships during the period
that they were in use by the Aluminum Co. of America, nm‘ then
deducting from the depreciated value what the Aluminum Co. of
America actually received.

The Cuammuan. Have you any information as to when those ships
were sold ¢

Mr. MansoN. They were sold in 1923,

; '1“he CHairmaN, Have you any figures as to what they were sold
or

Mr. Manson. No, sir; we have not those figures. 1 do maintain,
however, that, as in the case of the production figures, the bureau
can make no determination, no sound determination, and no valid
determination of any sort, without this kind of information,

I would also call the committee’s attention to the fact that, in
determining amortization of those ships, the engineers first came to
the conclusion that the Aluminum Co. of America, at the con-
clusion of the war, should have canceled the contract, that the
amounts that they had paid on the ships did not warrant the comple-
tion of them, and they allowed them 100 per cent of what had been
paid in 1818, 15 per cent contractor’s profit, and about 15 per cent
damages, as the emount to be amortized.

The Cramryan, When did the engineer come to that conclusion;
at what date?

Mr. Manson. That conclusion was arrived at in 1921,

The taxpayer objected to that, and the final determination is
arrived at by ullowing them 100 per cent of the 1918 charges, and
arbitravily allowing them 50 per cent of the 1919 charges, and this
is done without any apparent reason. The 50 per cent is arrived at
without any basis being stated at all, and the only apparent reason
is that it was necessary to satisfy the taxpayer. Tt makes a differ-
ence of something over $200,000,

The Cuairman. In the tax?

Mr. Mawnson. No: in amortization. Tt would make & difference of
at least $60,000 in taxes.
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The Ciramaan. Your contention is, then, that before they settled
this total amortization allowance, the burean should have deter-
mined what became of the ships, and those other elements that you
have referred to!

Mr. Maxnson. Yes. My contention in this matter is that therve is
not sufficient information before the bureau.

The Cnamman, Seventy-five per cent was what was cluimed by
the taxpayer?

Mr, MansoN. Yes. '

The Cravoran. And 75 per cent is what was allowed by the
bureau ¢

Mr. Manson. On the boats?

The Cearman. Yes. .

Mr. Parker. No.

Mr. Manson. No. They allowed 100 per cent of the 1918 charges
and 50 per cent. of the 1919 charges on the boats: but U take the
position that as to the entire claim the burden was upon the tax-

ayer to furnish the bureau with such information as would ennble
it to determine the percentage in use, if that were the theory upon
which amortization was to be determined.

I have the same objection to the determination of amortization
upen that theory as I urged in the case of the United States Steel
Clt))rporation. I maintain in this case, as I did in that case, that the
proper method of determining it is by allocating the particular
property upon which it is clasimned and determining whether or not
that pro{x»x'ty is useful to the taxpaver in its business during a
reasonable peak period.

The Cramstan. Were there engineering examinations made of
this property after the claim for amortization was made?

- Mr. Manson, Yes; there were engineering examinations made of
this property after the claim.was made; but, unlike the United
States Steel Corporation case, there appears to have been no ex-
amination made for the purposs of detormining whether the property
was actually useful to the taxpayer in its going business.

The Cuamryman, In other words, on that particular item they took
the basis of the taxpayer’s claim? ,

. Mr. Manson. Yes. There is. no attempt by the burcan to gather
evidence for a determination upon any theory other than the per-
centage-in-use theory, and there is no evidernce in the burenu to make
# computation in accordance with that theory.

The Cuarman. In presenting this case, Mr. Manson, have you
gone over the records of the earlier hearings of this committee,
where complaint was made to the committee about the settlement
of the case of the Aluminum Co. of America?

Mr. Manson. I knew that that complaint was made to the com-
mitteo about this settlement. T read that record last summer. In
presenting thie case, I have not that record in mind.

The Crauman. You do not know, then, whether you have covered
all of the complaints that were made at that time or not, do you!

Mr. Manson, No: I do not.

« The Cnarxman. I think you might look that up. so 2s to make a
thorough job of it.

Mr. Max~son. Yes, I will. T understand the engineer did have
that record in mind at the time he investigated the case.
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Mr. Pavker. T read the vecord about o week ago,

The Cuamyax. Mr. Parker, do you think you have covered the
wround £ '

Mr. Pagier. 1 think we have covered the ground in a general
way. yes, sirs Mro Chatrman, By the way, it was stated theve the
very thing that we brought up here in the beginning about the
1312 agreement.  Mr. Whitney. the engincer in this ease, made the
statement with regard to various phases of this matter, and the
tigures agree with the figures that were given here. It was rather
general, and not specifie. T think we have covered that,

Mr. Haxsox. T wish to offer in the record now our Exhibits A to
I, together with the report of Mr. Thomas, the engineer who made
the investigation of this cose, which is approved by Mr. Parker, the
chief engineer for the committee, as Ex{nbit G. T will furnish the
burean with copies of those.

The Cnamenax. Does Mr. Haretson know why this case is before
the solicitor’s office now?

My, Harrsox, Only in a general way, and when T veturned to my
office last night. my secretary informed me that Mr. Manson had
phoned to inquire about the cause of the case being in the office. T had
no opportunity to read the memorandum transmitting the case to
the office in which was «et forth the request for advice, but I under-
stand that it is there on the question of the effect of the affiliated
status of the group of companies in the Aluminum Company of
America, on the company inventories, as to whether intercompany
transactions should be ignored and the inventorv of the uflilinted
reoup should be nsed. T have not the exact point in mind, because
i’ did not examine it, but Mr. Manson is correct in saying that the
-ease was not referred to the solicitor’s office for any advice on the
amortization claim.

The Cuairman., When Mr. Hartson 1efers to the afliliated sub-
jeero L wish fo draw counsel’s attention to the fact that I have heard
a number of complaints about the manipulation—and 1 do not imply
anything improper at all—in connection with the affilinting of these
companies so 1s to get lower taxes. Tn some cases I understand that
the affiliating of these companies in tax matters has been objected
to by taxpayers because of the fact that it raises their taxes, and in
other cases it has been urged becsuse of the lowering of their taxes.
I would like to have counsel look into that because T have no in-
formation as to how that may work. ¥ would suggest that counsel
look into that phase of the work to see whether there have been any
such things as have been charged. :

Me. Manson. T would like to say, Mr. Chairman, that that whole
subject is under investigation.

The Cnamyan, We will adjourn here until 10.30 o’clock to-mor-
rOW morning.

(Whereupon, at 12.05 o’clock p. m., the committee adjourned until
to-morrow, Thursday, Jannary 22, 1925, at 10.30 o’clock a. m.)
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TUESDAY, JANUARY 27, 1925

: UNITED STATES SENATE,
SeLkctT CoMMITTEE TO TNVESTIGATE THE
Bureav or Tnreryan ReveNce,
Washington, D. ('

The commitiee met at 11 o'clock a. m., pursuant to call of the
<hairman.

Present : Senators Couzens (presiding), Watson, Ernst, and King. .
Present also: Mr. L. C. Manson, o? counsel for the committee,
and Mr. Edward T. Wright, investigating ergineer for the com-

mittee,

Present on behalf of the Bureau of Internal Revenue: Mr, C. R.
Nash, assistant to the Commissioner of Internal Revenue; Mr. Nel-
son T. Hartson, Solicitor Bureau of Internal Revenue; Mr. James
M. Williamson, attorney. office of Solicitor Bureau of Internal Rev-
cenue: Mr. S. M. Greenidge, head engineering division Bureau of
Internal Revenue; and Mr. Emil L. Xoenig, appraisal engineer
Bureau of Internal Revenue. ,

Mr. Harrson. I have, Mr. Chairman, a stateroent to make with
regard to the Aluminum Co. of America. 1t i1s complete, with the
exception of the criticismm which counsel made to the use of the so-
called formula in determining the value in use of the facilities of
the Alvminum Co. of America.

The Cuamyax. Have you found the actual production during
those years?

Mr. Harwsox. Yes: those have been found. I would like to ask
Mr. Manson whether Lie has them.

Mr. Manson. We got them yesterday.

Mr. Haxrsox. You got them yesterday ¢

Mr, Manson. Yes,

The Crammax. Does counsel desire to read that into the record?

Mr. Harrson, 1 do, Mr. Chairman.

Referring, Mr. Chairman, to the amortization allowance in the
case of the Aluminum Co. of America, counsel has criticized the
bureaw’s action in four particulars:

(1) The use of estimated figures showing the production of the
«company for the years 1922 and 1923,

(2) Errors by the burean’s engineers in the calculations of the
company’s capacity.

(8) The allowance of amortization on an ocean fleet of the tax-
payer.

1768
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(4) The failure to muke an exnmination to determine whether
the property on which amortization was allowed was actunlly nse-
ful to the taxpayer in his going business.

As to the first criticism above set forth, thay estimated prodne-
tion figures, for 1922, and 1928 were used instead of actual produc-
tion figures, attention is directed to the fact that the field examina-
tion of the company’s property was made by the burean’s engineers
in the lutter part of 19215 that the first report was made early in
1922; that a supplemental report was made in May, 1922, and that
final allowance o? the claim was made in June, 1923, 1t is apparent,
therefore, that the actual production figures of the company for
1923 were not available when the final report was made nor is there
un,}' ovidence that the figures for 1922, were then available,

‘he Cuamyan. Do you mind being interrupted at this point?

Mr. Hawrson, Not ot all, Senator.

‘The Ciamsran., Why was it not available for 1922 in June, 1923¢

My, Hawrson, W{l,y wag 1922 not available in June, 10237

The Cuamman, Yes, That is when your fina) determination was
made.

Mr. Harrson, The final determination was made in June, 1923,
The reports of the engineer had been tade prior to that time, the
first one in January, 1922, and the second one in May, 1922, The
statement that 1 have just made is that there is no evidence in the
files to show that the actual figures in June, 1923, were available for
1922, T think it is possible; in fact, it strikes me as being probable,
Mr. Chairman, that they were availuble somewhere, but the chances
are that they were not in the files.

To postpone the determiration of this claim until the actual pro-
duction figures for 1923 were available would have required the with-
holding of action on the case until some time in 1924, and to have
the buresn’s action consistent, a similar postponement would have
been requived in a large number of amortization cases which were
then pending and which had to be determined as rapidly as possible
if the tax liability of these taxpayers was to be arrived at wit{ain any
reasenable time, The use of estimated production figures in this
case for the years 1922 and 1923, therefore, appears to have heen
justified. ,

t has not been shown by actual production figures of the company
that the production for these years as estimated by the bureau’s en-
gineers was wrong, but the allegation that there has been an over-
allowance of amortization in this case is founded entirely upon
an estimate of the company’s production prepared by the committee’s
engineers.  This estiate is based wholly on statistics for the pro-
duction of aluminum in the entire United States and not upon
the production figures of this compauny, and it can not be admitted
that such an estimate is entitled to great weight. In addition thereto
certain gross errors in computation have been made by the commit-
tee's engineers, or by counsel, which render their estimate entirely
unrelinble.  The estimate is computed on the basis of a consumption
of bauxite by the taxpayer amounting to 252,000 tons in 1922 and
425,000 tons in 1923. Applying to those fignres a ratio cf five tons
of bauxite to one ton of aluminum, the estimated production of the
company in 1922 was given ns 138,600,000 pounds and in 1923, 234.-

.
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000000 pounds. A correct computation of the figures given, usin
a ton of 2,240 pounds, results in a production of 112,806,000 pounds
for 1922 and 190,400,000 pounds for 1928. Using a ton of 2,000
pounds brings an even smaller result. It is obvious, therefore, that
either the committee’s counsel or its engineers were in error in the
actual computations of their estimate, to say nothing of the funda-
mental factors used.

The Cramman. Does not counsel think it is fair to consider the
fact that an effort was made to get the uctual production before this
eriticism was made?

Mr. Harxrson. Oh, absolutely, Senator. 'The only peoint 1 am
trying to make here, and 1 think it is o proper one, is that the results
of the computations made by counsel, which I concede were the
only basis on which you could make an estimate at the time, were
misleading; but T make no criticism of an effort on the part of
counsel to mnke some showing ws to what the result was and the
method used by the bureau.

That the estimate of the committee's engineers is fundamentally
wrong is fully demonstrated by taxpayer's actual production figures
which have ‘recently been furnished the bureau. They are as
follows:

A request was miade in writing—I have not a copy of the letter
here—after this case was called up before the committes the last
time, within the last week or 10 days, upon, the company to pro-
duce to the bureau the actual prod)a'mtion figures, and it wae in
compliance with that request that we secured the actual production
figures which the committee is now possessed of. We got them three
cr four days ago, did we not, Mr. Williamson?

Mr. WiLiiamson. Yes, sir.

Senator Enrnsr. You say those fignres are now in the possession
of the committee?

Mr. Harrson. Yes.

Mr. Manson. We got them yesterday.

Mr. Harrson. The committee has them. We got them three days
ago. Jt was not longer ago than that. We did not have them when
the case was first referred to here.

Mr. Manson. We have had no opportunity to make a computa-
tion on the basis of actual production.

Mr. Hantson. The actual production figures for 1921 are 54,531,-
996: for 1922, 73.632.867; and for 1923, 128,668,292,

On comparison it will be seen that the estimate of the committee’s
engineers for 1922 is nearly 90 per cent in excess of actunl produc-
tion and for 1923 about 80 per cent in excess of actual pm(suction.
As will be shown, later the estimate »f the bureau’s engineers for
this production was substantially accurate, being within 3.5 per
cent of the average annual production for these years.

The actual production figures of the company. as reported to us,
are 3.5 per cent in excess of the snnual average production which
was estimated by the bureau’s engineers in making the amortization
allowances.

In the second general criticism by counsel it is alleged that the
bureau’s engineers made certain gross errors in the calculation of
production and capacity of the taxpayer which also resulted in an

% |
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an overallowance of amortization. The chief points of criticism in
this respect were that the bureauw’s engineers had cstimated an
annual f)ustw:w' production of 97,000,000 pounds, but in making
their calculations, had through error, substituted taxpayer’s figures
of 87,000,000 pounds, making a difference of 10.000,000 pounds in
favor of the taxpayer; that the enginesrs also made a compensating
error by using a capacity of 146,000,000 instead of 156,000,000
pounds as claimed by the taxpayer. An examination of the com-
putetion of the bureau’s engineers reveals that they' were not in
error.

As to the production figures, the computations of the engineer
includec. the company’s production figure for 1921, and his own esti- |
mated figures for 1922 and 1923, They are as follows:

Younds
1921, company’s productlon. .. ... L. oL 60,000, (00
1022, estimated productdon ... I8, 2(6), OO0
1923, estimated produetlon .ol e e e = O3, OO, OO0
Total for 3 PoStWRD FeRES . o .t v e e e e = GT, 0K, KD

In round numbers, 261,000,000 pounds.

Average postwar year, 87,000,000 pounds.

In estimating the production for 1922 and 1923, the burean’s
engineer made an estimate for 1921, but the estimated figure for
1921 was then discarded and the company’s figure substituted; that
is, the company’s actuel production figure. Using only the esti-
matel figures for the three years, the average annual production
was 97,000,000 pounds, but using the company’s production figures
for 1921 and estimated production for 1922 and 1923 the result of
87,000,000 pounds was arrived at, and this was the figure used by
the engineer.

Senator Erxsr, By whose engineer?

Mre. Harrsox. By the engineer of the buread.

However, from this 87,000,000 pounds a deduction of 5,000,000
pounds per year was taken because of the use of the taxpayer of
certain stock in inventory which had been manufactured in veurs
prior to 1921 but had been carried over in inventory from the pre-
vions years. ‘This left the averuge annual production as finally
arrived at by the bureau engineer—=82,000,000 pounds.

In connection with this deduction-—and I might say right here,
parenthetically, that, according to the actual production figures
which were submitted to us recently, had that subtraction of the
3,000,000 pounds which the bureau engineer thought represented the
accumulated surplus of stock due to manufacture during the war
years, and, therefore, it being on hand, it sheuld not be computed
n the production for the postwar years; had we left that out, had
we not taken the 5,000,000 pounds out, his estimated figures for the
three postwar years would have been only very slightly in excess
of the actual production figurcs, and by taking out the 5,000,000

ounds, he was, as we have indicated, 3.0 per cent under the actual
ggln‘es; his estimates were about 3.5 per cent under the actual
figures. ]

Mr. Manson, Is it not a fact, Mr. Hartson, that the actual produc-
tion figures supplied by the company show that for the postwar
years they had production in excess of 128,000,000 pounds and for
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one of them in excess of 137000000 pounds and an average of
104,000,000 pounds, and the estimat: of the bureau's engineer was an
average of 87,000,000 pounds?

My, Harrson, No; & think that is not a fact. T have just read
the figures,

Mr. Manson. Then they have furnished us with different figures
than they furnished to you.

Senator Ernst. I suggest that you continue with your statement,
Mr. Hartson.

Mr. Harrson. I had just vead the production figures, which, for
1922, are 73,632,867 pounds, and for 1923, 128,658,222,

The Cuamman. Where did you get your figures from, Mr.
Manson?

Mr. Mansox, If I remember right, the year 1919 shows 128,000,000
p{us, the year 1920, 137,000,000 plus, umf the year 1923, 128,000,000
plus.

Mr. Harrson. You have used the years 1919 and 1920, which are
not the years that the bureau ha; uniformly taken as the three post-
WAL years.

Mr. Maxsox. I have used the postwar years. That is what T am
saying.

The Cramman. But vou have not used the vears that we have had
under discussion here, Mr. Manson.

Mr. Manson. No; 1 am talking now about the postwar period.

Senator Warson, Where did you get your figures, Mr. Manson?

Mr. Manson. From the company.

The CrnamrMan. You are not deaf;ng with the years that are before
the committee. We are dealing with the same years as we had in the
cuse of the United States Steel Corperation.

Senator Ernsr. (Go on, Mr. Hartson,

The Cuamman. You may proceed.

Mr. Hartson. In connection with this deduction for carried-over
stock, counsel for committee charged that the engineers had at first
rejected the claim of the taxpayer to deduct 40,000,000 pounds for
the three years under consideration but afterwards had not only
permitted the deduction of the 40,000,000 pounds but had allowed an
additional dednction of 15,000,000 pounds.

As shown above this charge is not correct; the engineer having
arcrived at his estimated production figures through an entirely
different method. I hope that that method which was used by the
engineers is understood. It is true that both the engineer and the
taxpayer arrived at a figure of 87,000,000 pounds, but it should be
noted the engineer’s figure represented production before the deduc-
tion of the 5,000,000 pounds for carried-over stock, whereas the tax-
payer’s 87,000,000 pounds represented production after the deduction
of approximately 13,000,000 pounds for carrier-over stock. It is
clear, therefore, that the two figures are the result of different
methods, and that the bureau’s engineer did not substitute taxpayer’s
figure for his own. A detailed statement of the engineer’s method
in arriving at his estimates is attached hereto as Xxhibit A.

Counsel for the committee also alleges that the bureau’s engineers
made an error of 10,000,000 pounds in the capacity ngures by using
146,000,000 pounds instead of the taxpayer’s claimed capacity o
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156,000,000 pounds. This allegation is not correct. Attention is
called to the engineer’s original report from which it will be noted
that pages 53 to 60 and Tables 6, 7, and 8, a copy of which is
attached hereto as Exhibit BB, have been devoted to an explanation
of the burean’s method of arriving at the estimated capacity of the
taxpuyer’s facilities, On page 60 the statement is set forth, as a
conclusion from the data dixcussed, that the capacity production of
aluminum is 146,000,000 pounds, The allegstions of error jn this
case nre based on o misunderstanding of the ealeulutions of the
bureau’s engineers, not on actual errors in the report.

The actual production figures of the tuxpayver tor the vears 1921,
1922, and 1923 as recently furnished the bureau by the taxpayer.

are as follows: .

'oands
3 112 S OSSP & 02§ I 1111}
B e e e e e e T, 032, 80T
B0 e e e e 128, 638, 222

That makes a total of 236,523,085 pounds production for the
three postwar years, the three postwar vears customarily used by
the bureau.

It will be noted that the estimated production used by the bureaw’s
engineers was 82,000,000 pounds or within 3.5 per cent of the actual
average production for the three years.

Point 3 of counsel’s eriticism, involved the allowance of amortiza-
tion on two steamships and two barges owned by the taxpayer.
It is said by counsel that these ships were under construction in
1918; that they went into use in 1920 and were sold by taxpayer in
1923 that there was no record in the bureau of this sale and that
no sound or valid determination of amortization could be made
without this information. It is said further that taxpayer claimed
75 per cent amortization on its ships and that if the salvage value
of these ships exceeded 25 ver cent of their cost. taxpayer is not
entitled to 75 per cent amortization.

Whether or not taxpayer claimed 70 per cent amortization is not
material. ‘The fact is that 75 per cent was not allowed on the cost
of these ships. The total cost of the ships us shown by the en-
gineer’s report was $2.516,931.40 and the total allowance for amorti-
zation was $720.6020.71 or a little less than 29 per cent of the cost.

With reference to the statement that a sound or valid determina-
tion of the amortization allowance on these ships could not be made
without information as to their sale in 1923, the basis of such a
statement is not comprehended. It would appear to be counsel’s
contention that prior to the final determination of the amortization
allowance, there should have been another investigation by the
bureau to determine whether any ot the taxpayeir’s property had
been sold, and, if sold, whether the price received was greater than
the cost, after deducting therefrom depreciation and the proposed
amortization.  Then. if the sale price were greater than the residual
value thus arrived at the amortization claim should be recomputed
and as maller allowance granted. It is presumed that conversely
counsel would argue that if the sale price was less than residual
value as above calculated, the amortization allowance should be
increased.
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If such a practice had been adopted the delays in settling these
cases would Ilw interminable.  Tn fact, 't is diflicult to see that they
would have been settled.  No sooner would a proposed allowance be
determined than it would become necessavy to make another in-
vestigation to find ont. whether the taxpayer had meanwhile sold
any of his smortizable facilities and the investigations wonld be
inpumerable. It is obvious that there must be some date as of
which examinations and investigations of a taxpayer’s claim must
cense, ifl @ determination is to be made. In the present case there
had been an examination of the taxpayer’s property and seversl
subsequent  conferences and a further examinetion immediately
prior to the allowance of the claim would appear to bave been
useless,

An inspection of the company’s income tax retarn for 1923 with
respect to the sule of these ships shows that not only were they not
sold at a price in excess of the residual value as above described
but they were sold at a considerably smaller price.

Senator Kina. That is less than the difference hetween the %700,
000 and the $2.000,000, plus the cost?

My, Harrsox. That is right.

Senator King, T can not understand how there could be a deterio-
ration of $700,000 in so short a period.

My, Harrson. The Senator will no doubt remember that sales of
ships that cost very large amounts were made in the postwar vears
for a nominal consideration in many cases.

Senntor Kinc. I know, but I am speaking on the question of
amortization of $700.000.

Mr. Hanrrson. Yes. The amortization was based on what was
estimated to be the value of the property after the war.

The Cuamrman. I thivk it was a rather small deduction, as a mat-
ter of fact. as compared with the experience of the Shipping Board

Senator Warson. Yes: the Shipping Board has not even been able
10 give them away.

Senator Ernsr. Proceed, Mr. Hartson.

Mr. Harrsox. By veason of this fact the company made claim for
a loss in its 1923 1ncome tax return. The figures as shown-in the
return are as follows:

Opiginal cost of assets, 19260 e e e K2 006,078, 68
Less: Doprecintton and amortization fo date of sale_ . .. 074, 631, 48
Depreciated cost (that is, the differencey. ... ... .. 1,581, 437. 00
Made price. ooooLL oL . e e 240, 000, 00
Net loss Lo L - JU DV Jbe:t I 2 A 11}

11 counsel’s snggested plan of investigating this sale had heen car-
ried into effect it wonld appear that the company would have received
a very much larger allowance for amortization than was actually
granted,

The Cramman. If they had sold the property at a price in excess
of what the burean allowed for amortization parposes, they would
have shown an increase in income and would have been tuxed on that.

Mr. Harrson. Yes; beyond any guestion: and by following the
company’s practice of returning it in the way they did, and taking
into account their 1923 return with the amortization that had been
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allowed for ships for carlier years. the result would be that the
Senator's suggestion would have been brought about.

Mr. Manson. It does not make any difference how they would
take the loss. They got the actual foss in two pieces or in two
chunks.

Mr. Haxrson. 1t makes all the difference in the world, becanse 1f
they had s greater amertization allowance it would have heen a de-
duction aguinst the war income for the high tax years. The de-
duction in 1923 would not have anywhere nearly oifset the advantage
thae they would have gained had they taken it up by way of amor-
tization.

In further criticism of the allowance for the taxpayer’s ocean -
vessels, it 1s said that the bureauw first allowed 100 per cent of the
amounts paid on the ships during 1918 plus 15 per cent contractors’

rofits and about 15 per cent damages: that su‘m’quomly after oh-
jection by the taxpayer, this allowance was arbitrarily changed to
100 per cent of the amounts expended in 1918 and 30 per cent of the
amounts expended in 1919, and that this was done for no apparent
reason other than that such action was necessary to satisfy the tax-
payer. ‘

In reply to this allegation it may be said that the bureau’s en-
gineer’s veport dated May 26, 1922, shows that the basis of the
additional allowance of a part of the expenditures for 1919 was the
fact that a contract had been let for the construction of these vessels
in the year 1918 and that in that year $380.422.21 had been expended
on construction work., In addition thereto a large part of the ma-
terial for the construction of these ships such as shafting, engines,
condensors, pumps, piping, structural steel and other numerous items
were either ordered by the contractor or were on tae premises of the
taxpayer in 1918, and although these items did not appear on tax-
payer’s books until 1919 the obligation for their pauyment had been
actually incurred in 1918. This fact was not known when the first
engineer's report was submitted. but was brought out in subsequent
conference with the taxpaver.

The Cuairman. That is analogous with the Berwind-White cuase,
18 it not?

Mr. Hawrsox, That is net the sitnation, Senator, and T have
already eriticised that sentence beeuuse it as a little misleading. The
poing that is made i that <entence does not raise the question of
accruing commitments or amortizing commitments.  The point here
is that the——

Ser.ator Warson. What do vou mean by “acerning comniitments,”
Mr. Hartson?

Mr. Harrsox. In the Berwind-White case, that the chaivinan has
referred to, Senator Watson, the criticism that certain items, which
had not actually been expended, such

The Cuamvan., Commitments.

Mr. Harrsox. Commitments—and we have used that term fre-
quently and rather loosely, I think. sometimes-—were permitted to
be deducted as costs of the taxpayer in 1918, when, es o watter of
fact, the money was not paid until 1919. That point is not raised
here, and that sentence may mislead you, as it did me. The point
that is made here is that the contract was a binding agreement, im

-
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1918, and these costs that did not appesr on the company’s books in
1918 and did in 1919, were not costs which we have allocated to
1918, but. are costs which went to increase the 1919 allowance from
15 per cent as originally made in the first engineer’s report, to H0
per cent in the second engineer's report,

The Cuaamrsmaxs, In other words, the difference between this case
and the Berwind-White case is that this matevial was actually on
the ground and in course of constraction, while in the Berwind-
White case it was only a promise to pay.

Mr. Hawmson., Well, that would be the difference if the facts were
just as the Senator presents them. My recollection of what the proof
showed in the Berwind-White case is that a very large share of
these deliveries had been made in 1918, and that the question was
raised, whether, if they were properly chargeable and allocatable to
1918, and they had been accrued on the taxpayer’s books in 1918,
that pm'nlitte(?rdwluotiorw to be made in that year or costs to be allo-
cated to that year.

The Cuamrman. And counsel for the committee contended that
that was not in accordance with the statute.

Mr. Harrson. That is right.

The exact amount of the material delivered before December 31,
1018, and shown on the books in 1919 was not definitely known.
The actual allowance on this account, was, therefore, limited to 50
per cent of the costs incurred prior to September 30, 1919, and not
50 per cent of the total costs for 1919, The figures are as follows:

Schedule of eosts inewred

Costs Percent-
Date imuarred ' oage of
totsl
PR L L e s i i e el 380, 422,01 - (5.1
1919, hom Jan. 1 to Sept. 30, e e o P PP U TR 13 IR 1 1} 275
Total costs to Sept. 30, ds. . L L e e e e LTS3 2.6
Tatal costs inenrred sabsequent to Xept, 30, 10549, I I £ N AL 5.4
Total cost of steumers P J Y TS B 1)) 10

Smortization atlviecanee reeontmended

Total allowanee of I8 costs [ URURRTOTINY. 5 1o N S |

30 per cent of costx, Jan. T o Sept. 30, YO 0 0 345,830.050
Totai amount recommended for amortzation._. . .0 T25H.6532.71

Under the rulings of the bureau the allowance in question was
conservati.-  In L T 2101, published in L. R, B. November 3,
1924, page G, to which counsel for the committee adserted in the
case of the United States Steel Corporation, it was said with respect
to the denial of amortization on expenditures tnenrred subsequently
to Noventher 11, 1918:

This does not apply o cases where the tuspayer had carried such equipment
or facilities to such degree of completion that it would have been an economie
waste 1ot to compiete thent or wheres amaounts had actually been patd out or
work progressed to sueh o state that good business Jjudgment would have
required cerrying the contract to completion,



1804  INVESTIGATION OF BUREAU OF INTERNAL REVENUE

Applying that rule in the present case, it would appear that the
taxpayer might reasonably be entitled to amortization of the entive
costs mstead of the limited amounts allowed in this case,

The stutement, Mr. Chairman, with vegard to the criticism of the
method that was used in this case of determining the value i use
of these facilities, which was also used in the United States Mteel
Corporation case, has been the subject of sharp attack by counsel
for the committee, and that portion of the burenw’s reply in thie
case which deals with that point T am not prepared to continue with.
1 would like to have an opportunity to-morrow, when I ¢an assure
the chairman that T will be prepared to finich.
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REVENUE

WEDNESDAY, JANUARY 28, 1025

TUNITED STATES SENATE,
Serecr CoMMITTEE TO INVESTIGATE
Bureav or INTERN AL REVENUE,
Washington, 1. €',

The committee met at 10.30 o'clock a. m., pursuant to adjourn-
ment of yesterday.

Present : Senators Couzens (presiding), Watson, and Jones of
New Mexico.

Present also: Mr. L. C. Manson, of counsel for the committee ; Mr.
L. H. Parker, chief engineer for the cornmittee; and Mr. Raleigh C.
Thomas, investigating engineer for the committee.

Present. on behalf of the Bureau of Internal Revenne: Mr. Nelson
T. Hartson, solicitor; Mr. James M. Williwmson, attorney, oftice of
solicitor; Mr. S. M. Greenidge, head engineering division; and Mr.
W. S. Tandrow, appmisal engineer.

The CHamrman. The absence of Senator Ernst and Senator King
is due to the fact that the former is attending a meeting of the
Judiciary Committee and the latter attending a meeting of the Com-
itiee on Naval Affairs.

Mr. Harrsoxn. Mr. Chairman, Mr. Nash is ill in bed to-day, so he
will not be present at to-day’s session.

The Crammman. Do you want to finish vour statemient this morn-
ing, Mr. Hartson?

Mr. Hawreon, Yes; Mr, Chairman.,

The final eriticism of counsel is the sume as one of the criticisms
i the cuse of the United States Steel Corporation, namely, that the
tuxpayer's property was not examined and compared in detail to de-
ternine the efheiencey in use of the amoriizable facilities, their com-
parative life, and their salvage value.  The same reasons exist for the
fuilure to make such an examination in this case us existed in that
case, namely, that it was mpracticable, that it involved more time
and expense than the burean could bestow upon it, that it would
have involved an extreme hardship on many taxpayers, and that it
would have been of doubtful value in producing additional revenue
for the Government.

During the 3-year period subsequent to 1920, the bureau has ex-
amined approximately 5,000 claims for amortization, covering prop-
erty located in every State in the Union and, in o limited number of
cases, in foreign countries, Claims of the above character range from
nominal sums to many millions of dollars, the deduetions being rep-
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vesented by hundreds of thousands of items of property.  The time
required to make detailed examinations and comparisons of such
items would be verv great. and it is (o be remembered that the
exatmination of nmortization claims was only a very small paort of the
work of the burean for which there was available only w Timited ap-
propriation. 'To muke the detailed examinations and comparisons
suggested would require men experienced in each line of industry
involved and, while the staff of the unit handling amortization has
always been composed of engineers trained in analytical methods,
it<has not been possible to obtain men directly experienced in each
line of industry. because of the several hundred industries involved,
Al major elsims have been covered by a field examination based
largely upon information submitted: by taxpayers, but it has been
impracticable to conduet detailed investigations, because of the him-
ited number of men available for such work, and beeause conclusions
had to be promptly reached in order to enable the bureau to arrive
at the tax lability of these taxpayers.

To arrive at a valuation solely on the basis of conditions at a tax-
payer’s plant which would appear during an examination of only a
few days would be unfair both to the taxpayer and to the Govern-
ment, becunse of the very limited amount of information which
could thus be obtained and because of the fact that the particular
time of examination might be a period of extreme depression or of
high activity in the business. \gain, experience has shown that tax-
payers generally do not welcome or cooperate in extended detailed
mvestigations largely because the contributions:of both time and
money are nenproductive. The only proper way therefore to make
the detailed examinations suggested would appear to be by arrang-
ing for investigations covering perhaps weeks or months which, in
view of the existing appropriations and small engineering force,
were not practicable.

During brief examinations. such as the engineers of the bureau
have made, 1t is possible to translate ultimate postwar productions
into general comparatives by observing the physical functions per-
formed by groups of facilities or the prodictive labor emploved to
accomplish the production of a given unit.  Because such a method
produces reasonably correct results and neither burdens the Govern-
ment nor the taxpayer with undue expense, it was adopted and has
been followed.

In the practical application of this method it has been necessary
to group plant operations for the reason that claims embrace thoun-
sands of major and minor amortized facilities and appurtenances.
It is seldom possible to ascertain the exact extent of use of a particn-
lar item or machine over a long period by reason of the fact that
production of operating records, even in the most progressive or
advanced industries, do not reflect relative functioning of individual
productive units. During the war, with labor shortages and urgent
demands for delivery, detailed systems covering costs and operations
were not regularly maintained. I: such records were available, their
value would be uncertain, owing tc wide departure from usnal lines
of production entered into to meet demands for particular products
necessary to prosecute the war.  With the knowledge that detailed
records are not available, it mayv Le «afelyv stated that the time and
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cost of attempting to determine the exact value of each item of
amortized property would have been unwarranted.

With reference to the solietor’s memorandum published as income
tax valing 2101, to which attention hos been directed by committee’s
counsel, it is not behieved that the writer intended that an examina-
tion and comparison was necessary of each machine. implement or
other small facility on which wmortization was being claimed, but
that a reasonable upplu ation of the opinion should be made.

An idea of the vime and expense involved in a detailed examina-
tion such as has been ‘«H;,"{_{(‘Ht(‘(i by counsel may be forined by a brief
reference to the work of valuing the r.uhu.uls of this country, upon
which the Interstate Commerce Commission is now engaged,

I understand that that examination, Mr. Chairman which is being
made by agents of the Interstate Commerce Commission, is a de-
tailed examination of each piece of property and a physical inspec-
tion of all of the assets of the railroads Hn'nu"hmlt the country.

The valuation act directing the commission te find the value of
railrond property was })awld in 1913. At the present time the
work has been in progress 12 vears and its completion will require
a further 5 years,” A total of 17 years will have elapsed in assem-
bling all facts bearing upon property tentatively valued at ‘?90()!)0 -
000,000, 17 p to June 30, 1924 the commission had expended %25,
000,000 on valuation investigations. A further cost of 35,000,000
will be ine urred, bringing the total cost to £30,000.000.  Experience
indicates that the total human effort will not be less than 12,000
man years, IFrom a valuation standpoint and considering only such
expenditures as have been borne by the commission, it w Al cost ap-
proximately 81500000, or 600 man years, to find a value of %1000,
000,000, TT the Income Tax Unit had mluptvd or shonld ndopt H)
method similar to that followed hy the Interstate Commerce Com-
mission, the determination of allowable amortization would extend
over many years and would cost millions of dollars. Increased ap-
pmp!ntlonx for the bureau would also have been necessary.

But the time and expense to the Government are not the only
constderations agains t' ¢ adoption of such a plan. The detays in-
vobved and the uncertmunty over the fux finbility would have \\mkm!
ereat hardship on many of the taxpayvers. Trom the taapayer’s
standpoint, it has always been desirable and the unit has been” and
i« now being urged to submit final assessments in order to enable
industries and business in general to arrange definite financial pro-
crams and 1o proceed witlh expencitures without being called upon
at some indefinite future date to promptly meet the ])u\mvnt of Javge

tax deficiencies which had aceried in prior years. In many eases
taxpayers have reported that the wt!lmuvnt of their tay Lability
for past years was essential to their ehtaiving loans from the hanks
in order to carry on their business,

When the revenue aet of 1921 beeame effective, the unit adopted
the policy of measuring pestwar use upon the baxis of pm(hwtnv
application of war facilitios during the vears 1921 1922, and 192:
In recommendations submitted prior to the termination of the : 1l)uw
period, it was necessary, owing to the absence of actual facts, to
extimate certain production, To hold cases open for the sole pur-
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pose of “ascertaining actual production during the entire period
would have resulted in the Government's losing vast sums of in-
terest on taxes collocted as the result of prompt determination,
Although there may be a probability of ervor in some of the esti
mates. such errors from the Government's standpoint arve compen-
sated to n great extent and are lavgely offset by the use of the taxes
actualiv collected on which there is no loss of interext such as would
result from the failure to determine a deficiency.  In explanation
of this Inst statement, attention is directed to the fact that in the
revenue act of 1918, under which the amortization claims arise, no
provision was made for the payment of interest on deficiencies in
taxes found by the burean. Tt was not until the revenue act of 1421
that provision was made for the Government’s collection of interest
on deficiencies in taxes and this provision did not apply to defi-
ciencies discovered under the revenue acts prior to the revenue act
of 1921. (Sce section 250 (b), revenue act of 1921, and article
1001, regulations 62.)

The purpose of the amortizition provisions of the law was to
deal with a condition growing out of the war. Investigations such
as proposed would be so completely removed from the circumstances
of operation for war production that the purpose of the law wouid
be obsenred by changed conditions. During the postwar period
entire amortized plants have been converted or rearranged to meet
the demands of peace-time pursuits. Such changes occur at intervals
to meet current demands, and in many cases records of alterations
have not been made. Difficulty would be experienced not only in
identifying the war facility, but it would be practically impossible
to corrcetly estimate a precise value as of the date their use was dis-
continued on war production because of uncertain information in
respect to deprecigtion or other losses ocenrring subsequent to the
end of the war. Inequitable treatment would result through tie
confusion of losses to be covered by amortization with similar losses
in the form of obsolescence, loss of useful value or depreciation.
Avenues for misrepresentation would thus be opened which would
enable taxpavers to claim postwar losses as amortization affecting
high tax rates prevailing during war years,

This, Mr. Chairman, i a brief statement of the reasons why the
bureau, in determining the aniortization of taxpayers whose facil-
ities were spread over the conntry, and whose expenditures for
war purposes ran into the millions of dollars, used the average
method, the forinula which has been the subject of criticisin here,
What we have said, of course, applies to the use of the formula in
other cases, and that closes the statement that the bureau wishes
to make on the Auminum Co. of America.

The Ciarsmax, When you received the actual prodaction of any
of these industries which we have under investigation, have you
attempted to check them or to verify them in any way?

My, Hoarsos. These actual production figures that ure submitted,
My, Chairman, ave submitted by the taxpayer as a part of his show-
ing, it is ordinarvily done under oath. T think, as a matter of prac-
tice, they are not checked against the books of the company to make
‘certain that they are absolutely correct. We are dealing with reput-
able concerns, and we do take their sworn statements as being cor-

£y
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rect statements,  Examinations oceur in the ficld, and if there is any
Mmpi('iun that has been aronsed, 1 think there i« a vhyvk made, but 1
behieve Tam safe 1 ~aying that, as a general practice, all of these
production tigures which ave submittea by the taxpuyers, under onth,
are not veritied in the field.

Attached to this statement, Mr. Chairman, there were exhibits A
and B, which I desire not to have introduced in evidenee, but to be
attached as exhibits in the case.

('The exhibits referred to by Mr. Hartson are made a part of this
record and are attached hereto, as follows:

' Exmmr A

Detailed Beplantttion of Bureanw's Method of Estimating Tarpojer’s Production
for 1021, 1022, 1123

PTANPAYER'S ESTIMATE FOR FPONTWAR PRODUCTION

In itx elatm or production the Aluminum Co. of America has set forth in ity
sehedule the following esthmate:

Pounds
Sales of gluminum for the year 1921 .. 60,000,000
Sales of aluminum for the years 1022 and 1923 __ .. oo M0, 000,00
Total sules for the three DOStWAT YOOS.o.oo v cnen = 300, 000, 000
The amount of aluminum which it is proposed to «ell from a total
stock of 70,000,000 pounds in juventory ..o e 40, 600, OO
Total amount of aluminum which it i~ estimated will be pro-
duced in the above three War Yenrs. oo v oo 260, 000, N0
Average unnual postwar productlon for the three years.. .. ... e 87,000, UOU
The claimed capacity production s . . ... 1356, 000, 000
The value-in-use of the factlities (which were used in producing
the average annual postwar production, 87,000,000 pounds, based
on the capneity for such production, 156,000,000) reduced to u
per cent iso_ oo et e e o e 26

THE EUREAT'S METHOD OF ESTIMATING THE POSTWAR PRODUCTION

The bureau's engineers, who made the examination and wrote the ammertiza-
tion report on the gmortization claim of the Muminmn Co, of Amegica, mnde
their tnvestigation in the Latter part of the vear 1921, The total production of
aluinum was net vailable but from @ check of sueh production o= was avail-
able and an estiimuie for December, 1921, it was Jeecided that an aHowanee of
6O.000.000 pound= for the 1921 aluminum prodecetion would he reasonable,

The nmethod of arriving at the estimate for the years 1922 and 1927 produe-
tlon Wi~ to compute what the estimated production wonld have been {rom
16804 10 19230 inclusive,  This estimate was based on the premises that con-
ditions would remain normal during this period and each year's outp would
contimie te inerease over the previous year's output as it had continued to
increase in the seven years preceding the above poriod, A full explanation is
~Aven in the oviginal veport from pages G to 67, The estimated nermal pro-
duction for each of the years 1921, 19220 and 1923, as given in table 11, page
62 A, I v follows;

Pounds
Estimated production for 7921 L 02, 306, 0600
Estimated production foy w2 0 0 L N ) SO, 200, ()
Estimated produetion for T3 _ 0L e . 1030006, 000
Tuotal e e e B L At DAL L]

IO will he noticed that the average of these three yemre prsounts o
WS,

Only the ahove extimated production for 1622 and 1925 were used hy the
engieers in theiv report,. The actual Heoures were tsed for the year 10210,
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org. 80,000,000 pounds.  Thig is very clearly set forth on page 68 of the
engineer’s oviginal report, which rends as follows:

“Inoconsidering the value fn use of the taypayvers faecllities on the basis
of the three postwar vears, It will be necessary o take into conslderation the
mvernze of the actual aud the estiomted anpual production of alumipum for
the years 1921 10220 and 1923, This annual average amounts to 87.0600,000."

S pagge G0 of this report it will he noted that the burenw's engineers
exfimated that the taxpayer's eapaclty production was T46,000.000 pouinds of
aluminum per anninm, Thus with no allowanee belng made for stoek on hand,
there will be established a ratio of 87,146 or 501 per cent.”

The following was the method of arrlving at the 5916 por cent value in use:

Pounds
Actunl 1021 productlon. _ oo o e e L 60,000, 000
Fathmnted 1922 produetion ..o e 98,200, GO0
Estimated 1923 productlon. ..o . o103, 00K, (00
Ol . e e e e e e L 268, 200,000
Average of 8bove three Yours. oo v c e e e = ST 000,000

This estimated average annual production figure wax resdtuced by 5,000,000
tona to allow for a certain amount of depletion of an exeessive stoek which
the tuxpayver had on hand due to war cancellatlons, ete, This reduced the
engineer’s uverage annual production to 82000000 pounds of aluminum, ov
for the total three years 246,000,000.

Exmmir B

TOPAL PRODUCTION CAPACIEY OF THE TANXPAYER'™S VARTOUS ¥ AVCILITHES VS MEASCRED
RY 714 HYDROELECTRIC HORSEPOWER AVAILABLE AT THE SMELIING FURNACES OF
THE VARIOUS SURSIDIARIES

In the analy<is of the taxpayers elnim that it has a value in use of 38 per
cent, hased upon a total capacity of 156,000,000 pounds of aluminum output
per year, the bhureau's engineers have endeavored fo find the number of hydro-
etectrie hiorsepower available at the swelting furnaces of each of the several
plants owned hy the taxpayer and to make u determination of what its
amelting capacity wonld be in peunds of aluminum smelted per annum,  Undep
date of December 16, 1921, the taxpayer stuies its cluim In a letter written by
Mr. WL Wilson,  This letter states eevtain elaims concerning the total out-
pul in pounils af aluminum of the following plunte: Badin, N €0 Aleog, Tenn.
Massena, N. Y.: Ninwara plant 20 Niggava Falls, N0 Y. Niagara plant 3.
Niapara Falls, N, Y.

This is more clearly set forth in a later part of this report under Table 9, i
© hich the taxpayer stiates that it has o total eapaeity output of §59,593,0500
pound:. of ajuminum per vear,

Analysis of the capacity of the Badin plant, Badin, N, €.—The taxpayer
states that stream flow during certain seasons of the year is * greatly In oxeoss
of its generating capaeity.” This is as would naturally be expeciod on aceoant
of rainfall, fleods, and other naturnl eonditions being so mueh in excess of
cortain sensons over and ahove what they would he at other times of the year.
On acenunt of the enormeus storage capacity required to carry over a small
amount of hydroelectrie horsepower for g short time ir {s practically hinpoessible
to avold losing a great part of the stream flow during the flood seaxons, The
taxpayer has submitted figures that apparently show the power as being used
to its utmoxt.,  From o study of the tables which are submitted in conjunetion
with the above letter of December 165, 1021, it would appear that according to
the elaim the taxpayver iz able to throw varlous furnaces and pot roows on or
off at will and in a8 small or large units as may be necessary to have the
production curve fit the curve of hydroelectric horsepower average output,

It is the understanding of the enzineers that: (a) A furnace has to be in
coperation for at least 30 days before it is properly functioning: () it in-
jures n furhace to eliminate same for any lepgth of time, and when started
In aperation it is generally necessary to have it relined: (e) it is not gen
erally advienhle to run pot rooms for less than a year: (d) it is more economieal
to run two pot rooms ane vear than four pet rooms six months; (€) pot rooms
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are not run in =ecticng but are either put into commiss<ion us a total series of
furnnees or are left as a total; (f) furniaces are connected in serles with the
intention of spernting under seven-volts; thus H0 volts In a pot room of 77
l‘l‘u*um';w produces 81y volts por furnace.  Eighty fucnaces would take about
Gy volts,

From the above it would appear thuay the taspayer sheuld be prepared to
always huve g surplus of equipment to carry it over a period when the output
I 30 per cent beyond the nermal output in ordei (o reimburse the stock on
hand.

In the case of the por romms they shoild be eqaipped =0 as to throw one or
more into commission than Hx present nevessities demand in order to toke
advantage of yeurs of plentitul strenm tlow and thus replenish its stock.

From the tuxpayer's stutement it has an average of 78,350 L, H, P’ availuble
over e term ol 23 vears, This average is available for the furnuces ufter
all dosses are gecounted for.  This means that in order to furnish 78,350
E.HL P for smelting purposes it s necessary to have avallable at the switeh-
boards of the peower house 84666 E. H, I'.. in order to take care of certain
transmission losses,  According to the taxpayer 78300 K. H, P at the furnaces
will produce 43092500 ponnds of aluminum,

If a0 examineton will be mude of table 3 of the supplement to tuxpayer's
letter of Decomber 16, 1021, it will be noted that the eapacities of the streams
wiil prodice from 40000 1o 92,000 2. I P, at the switchbourds of the power
hogse,

An the strengeh of a chain is determined by the weakest link, so should the
vutput of poewer from a hydroelectric plant be determined for a series of low-
stream flows,  The average for the last =ix months, as shown by rable 4, is
TSO00 B H. P owvallable at the switehboards or 72,0000 E, H, P. at the furnaces,
This would mean that the maximum number of pot rooms that woull be avall-
able provided that low-streamn flows were not encountered during these periods
would be seven pot rooms, eiach pot roony being estimated at 10,000 horsepowenr.

iteferring again to taxpmyer's table 4, it will be noted that the average for
the yeur 1918 is 80,000 E. H. P. avi’lable at the switch boards, but in ana-
Iyzing the available power during the year it will be noted that for the
months of July, August, September, and October it does not avernge 67.500
F. H. P. and in October it drops dewn to G000 E, H. P, This would mean an
average at the furnaces of possibly 62,000 K. I P. and that not more than
¢ pot rooms could be placed into commission for this vear. In referring to
the same table for the year 1905 the average at the switch board» was TR500
E. I. P. whereas at the furnaces there would possibly be 73.000 B H. P.
available, By arpalyzing it into months it will be noted that for
Septemher. October, November, and December an uverage of only 60,000
E. 1. 12, 1s available at the switeh boards which wonld mean abont 55,000 at
the Mrnpces.  This would make avallable only 5 pot rosius for operating
purposes mstend of what would appurently he 7 pot rvooms presuming that
the tuxpaver's avernze was assumed for the year through,

The nverege B IL Poavailable at the switeh boards in the year THo4 is less
than 70.000 and approximately 64,000 E. IF . at the furnaces in the various
pot vooms, showing that the taxpaver could not have over 6 pot rooms fn
commission,

For over 6 consecutive months the power available at the switeh boavds was
not morae than #2000 K. H. P, which would not he suthicient to run 6 pot
rooms.  The last three months of this year the power average is only 42,500
E. I I at the switeh boards. which would not have been quite <utfieient
to run 4 pot roowms,  In only a very few cases would the taxpayer have been
able to operate 7 pot reoms a year through without the aid of auxiliney
power from some other sonrce than that upon whi'eh it is at the present time
relving,

For cconomic value inouse, it is couvidered necessury to have from 7 to 8
pot roums available but that the taxpaver should net count on an uverage
waximum output of mere than 6 pot rooms pnder the condiions ax outlined
ghove, Estimating as a maximum entput of ¢ pot rooms with 7% furnaces
per pot room each fuinace producing 200 pounds of slumimun daily, they have
g total produe'ng capucity for Badin of 35,624,000 pounds of aluminum.

An analysis of the Aleoa smelting plant, Alcoa, Tenn. —The following ix an
analysix of the smelting possibilities at the Alcon smeliing furneces ax figured
from the power plant ontput of the Cheonh development,
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Table 8 Ix a tabmintion showing the gverage hyidroelectrie horsepower which
coulit have ‘heen developed from the Cheonh power plant had same been in
operation from the years 1808 up to and inclnding 1020, Thexe figurex were
taken from the tables py submitted by the taxpaver uuder date of December
6. 120, in conjunction with a letter written by 1 W, Wilson,

Table 7 ix a tabulntion showing the hydrocleetric hovscpower avnitable st
the Chenah power plant and also the Alcoa smelting furnmees after all lne
losses and tvansformer losses are accounted for. This power Ineludes (o) the
averaie over 23 yeurs; (0) the average for the year 1808 (¢) the vear 1004
{d) the year 1019,

These tables indieate that while the averaze horsepower tnken from a series
of years may be averaced, an the taxpayer has noted, 35,100 1. IL P, at the pot
rooms, vet, ax has heen explained on the previous page, the taxpayver ean not
forecust from time to time when power will he plentitul and when there will
e & seavelty. A« hax been previousty mentioned, it is necessary that there be
available n reasonable number of pot rooms to take eave of the muaximum
demand, consequently there will ve a 