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(CONFIDENTIAL)

REVENUE ACT OF 1936

T THURSDAY, MAY 14, 1936

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.

EIXHCUTIVE SESSION

The committee met, in executive session, pursuant to adjournment,
at 10 o'clock a. in., in the committee room, Senate Office Building,
Senator Pat Harrison presiding.

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

Also present: Hon. Henry Morgenthau, Jr., Secretary of the
Treasury; Herman Oliphant, General Counsel for the Treasury
Department; Guy T. Helvering, Commissioner of Internal Revenue;
Charles T. Russell, Deputy Commissioner of Internal Revenue;
C. E. Turney, Assistant General Counsel for the Treasury Depart-
ment; L. H. Parker, Chief of Staff, Joint Committee on Internal
Revenue Taxation and members of his staff; Middleton Beaman,
Legislative Counsel, House of Representatives.

The CHAIRMAN. The committee will be in order.
Senator BYRD. Mr. Chairman, before the Secretary starts,. we had

some confusion yesterday as to the corporations not paying any
taxes on the basis of distribution of earnings in 1934, based upon the
report made by the Secretary of the Treasury. I want to read into
the record a list of corporations earning more than $1,000,000 that
would not be paying taxes for that year. Is that proper?

The CHAIRMAN. Yes; they were to furnish us the information as
far as they could go.

Senator BYRD. They furnished us a list of those that would get a
50 percent reduction in taxes. What I want to get into the record,
without giving the amounts-of course it is perfectly permissible to
give it to any member of the committee that wants it-I want a list
of the corporations that would have paid no taxes in 1934 on the
basis of distribution made in that year, in accordance with the Secre-
tary' report.W80 CHAIRMAN' Can you get that up?

Senator BYRD. I have got it here. I simply want to read it into
the record.

The CHAIRMAN. Put it in the record.
Senator BYRD. If any of them are not accurate I want Mr. Russell

or Mr. Secretary to correct me.
1
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The first is Standard Brands.
Mr. RUSSELL. I will have to get my list here, Senator.
Senator BYRD. This is the list of corporations earning $1,000,000

or more in 1934 that would have paid no taxes had this bill been in
operation. Are you ready?

Mr. RUSSELL. Yes.
Senator WALSH. How much did they pay?
Senator BYRD. That is included in anot',er report.
Senator WALSH. Have you a list of the capital stock tax that these

corporations paid besides the tax on net income?
Senator BYRD. No. The first is Standard Brands.
Senator BLACK. Mr. Chairman, pardon me for interrupting. It

would seem to me, with the idea of getting all the information we can,
that it would be wise, when these are put into the record, to get the
Treasury Department to supply us with information as to whether
or not each of these corporations have associates, affiliates, holding
companies and various other associated corporations of that type,
so that we would know in each instance whether this was simply a
single individual, independent corporate tax return, or whether it
was simply one step in the entire financial proceeding.

The CHAIRMAN. Will you furnish that for us?
Mr. MORGENTHAU. Yes.
Senator BYRD. There is no objection to that, providing it does not

delay putting this into the record today.
The CHAIRMAN. You can put it into the record.
Senator BYRD (reading):

Standard Brands, Inc.
The Fairmont Creamery Co. (Nebraska).
Borders Milk Product Co., Inc.
The City Ice & Fuel Co.
R. J. Reynolds Tobacco Co.
P. Lorlllard Co.
General Cigar Co., Inc.
George W. tlohue Co.
Wisconsin Telephone Co.
American Telephone & Telegraph Co.
The Bell Telephone Co. of Pennsylvania.
New York Telephone Co.
Southwestern Bell Telephone Co.
New Jersey Bell Telephone Co.

ibby Ovens Ford Glass Co.
United States Gypsum Co.
Franklin Sugar IReflni g Co.
The Horn & Hardart Co.
Guaranty Trust Co. of Now York
Reading Company.
)uluth, Messabe & Northern Railway Co.

Washburn Crosby Co., Buffalo, N. Y.
Hercules Powder Co.
National Aniline & Chemical Co., Inc.
Air Reduction Co., Inc.
Standard Oil Co. of California.
Standard Oil Co. of Now York, Inc.
Magnolia Petroleum Co.
Sanitary Grocery Co., In.
international Harvester Co. of America.
American Medicinal Spirits Co.
Standard Oil Co. of Brazil.
Chrysler Export Corporation.
Southern Banana Corporation.
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Great A. & P. Tea Co. (New Jersey).
Safeway Stores, Inc.
W. G. Manufacturing Corporation.
S. H. Kress & Co New York City.
Standard Oil Co. r(entucky).
American Cigar Co.
Reynolds Metal Co.
The Niagara Falls Power Co.
Southern Claifornia Gas Co.
Kentucky-West Virginia Gas Co.
Hope Natural Gas Co.
Magnolia Pipe Line Co.
Texas Gulf Sulphur Co.
National Biscuit Co.
Pioneer Ice Cream Brands, Inc.
Hawaiian Commercial & Sugar Co.
Alaska Juneau Gold Mining Co.
Lago Petroleum Corporation.
The Carter 011 Co.
Phelps-Dodge Corporation.
El Potosi Mining Co.
Southern California Edison Co., Ltd.
Northern States Power Co. (Minnesota).
Turners Falls Power & Electric Co.
Louisville Gas & Electric Co. (Kentucky).
Indianapolis Power & Lglht Co.
Virginia Electric & Power Co.
Ohio Edison Co.
The Toledo Edison Co.
Appalachian Electric Power Co.
New York Power & Light Co.
Buffalo General Electric Co.
Pittsburgh Steamship Co.
The New York Times Co.
American Weekly, Inc.
International Magazine Co., Inc.
Mississippi River Power Co.
Dallas Power & Light Co.
Blackstone Valley Gas & Electric Co.
Los Angeles Gas & Electric Corporation.
Great Western Power Co. of California.
The Connecticut Light & Power Co.
Nebraska Power Co.
The Cleveland Electric Illuminating Co.
Houston Lighting & Power Co.
Central Hudson Gas & Electric Corporation.
Edison Llectric Illumination Co. of Boston.
Detroit Edison Co.
Viscose Corporation of Virginia.
The Viscose Co.
Congoleum-Nairn, Inc.
J. P. Coots (Rhode Island), Inc.
Clark Thread Co.
The Richinan Bros. Co.
Great Atlantic & Pacific Tea Co. of America.
Consolidated Holding Co.
Allied Chemical & Dye Corporation.
Goodyear Investment Corporation.
American Brass Co.
Shell Pipe Line Corporation.
Sinclair Prairie Pipe Line Co. of Texas.
General Pipe Line Co. of California.
Cincinnati & Suburban Bell Telephone Co.
Mountain States Telephone & Telegraph Co.
Bristol Mver Co., New Jersey.
Michigan *Alhahn Co.
Semet Solvay Co;
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W. T. Rawleigh Co.
Eli Lilly & Co.
Westchester Lighting Co.
Shanghai Power Co.
Public Service Co. of Colorado.
Connecticut River & Power Co.
Ohio Public Service Co.
New York State Electric & Gas Corporation.
Rochester Gas & Electric Corporation.
WVest Penn Power Co.
Washington Water Power Co.
Tennessee Electric Power Co.
Narraganset Electric Co.
Philadelphia Electric Co.
Metropolitan Edison Co.
'rhe Dayton Power & Light Co.
lhumble Pipe Line Co.
Eclipse Machine Co.
Westinghouse Lamnp Co.
Old Colony Railroad Co.
Duluth & Iron Range Railroad Co.
Chesapeake & Potomac Telephone Co.
The Tarrington Co.
En No Co.
Pennsylvania Power & Light Co.
Consumers Power Co.
Tampa Electric Co.
The Singer Manufaucturing Co.
Burroughs Adding Machine Co.
0. B. Dick Co.
Union Pacific Railway Co.
New York Rapid Transit Co.
The Morris & Essex Railroad Co.
Pullman Car & Manufactuing Co.
Champion Spark Plug Co.
The Carborundum Co.
Hazel Atlas Glass Co.
Great Lakes Steel Corporation.

Now, Mr. Chairman, that is the list of those companies that would
pay no taxes. Of course, there would be a reduction on a great many
other corporations having earnings of more than $1,000,000, as the
Secretary's report which was made a part of the record yesterday
shows.

Senac -- CONNALLY. Are those the statistics for 1934?
Mr. RUSSELL. Yes, sir.
Senator CONNALLY. So the extent of your statement is that it is

on the assumption they will pay in 1936 what they paid in 1934?
Senator BYRD. That is comparable. I asked for 1935.
Senator CONNALLY. I am not criticizing. 'I mean it is based on that

assumption.
The CHAIRMAN. Is there any other information, Senator Byrd, that

you desire?
Senator BYRD. That is sufficient.
The CHAIRMAN. You cannot give the committee the information

re4%ested by Senator Black yet?
r. MORGENTHAU. Mr. Chairman, we have some of that informa-

tion, and if we may proceed, Mr. Russell will take up the next para-
graph in your letter, which says:

I would also ask that vou furnish the committee a list of our larger individual
taxpayers by name who own stock In corporations.
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Now, Mr. Russell has got some of them. He will go as far as he
can.

The CHAIRMAN. All right, Mr. Russell.
Mr. RUSSELL. I might say that we only have five or six cases here.

We have not had time to get up very many of these. We have been
working on these other requests. We have been trying to work the
two together. We have been working until 1:30 at night. While we
have a volume of material it is not in shape yet, but I want to bring
it over here.

And, further in many cases where there are more recent returns
out in the field for investigation we used earlier returns, incomes shown
by earlier returns, and applied the new rate of tax to them had they
earned the income this year. We did not do that to deceive anybody;
we did it because it would be the latest year that we had available in
the Bureau.

The CHAIRMAN. Is that 1934?
Mr. RUSSELL. In some cases we used earlier years and applied the

new tax rates to them.
The CHAIRMAN. All right.
Senator KING. How far back do you go?
Mr. RUSSELL. The earliest one here is 1930.
Senator BYRD. Do you not bring it down to date?
Mr. RUSSELL. We do not have the returns in the Bureau, Senator.
Senator KING. Where are they?
Mr. RUSSELL. Out in the field for investigation.
Senator KING. You mean, 1.931, 1932, 1933, 1934, and 1935 are

out in the field?
Mr. RUSSELL. Yes. In the case of 1931 and 1932 we did not have

the stockholdings. We had to take the years in which we had stock
holdings.

Senator KING. Do you think that information as to the holdings
in 1930 or 1931 would be any accurate revelation of holdings now?

Mr. RUSSELL. It might not be. We just merely took the best
information we had.

Senator BLACK. It would be an accurate picture, however, of the
effect of this law in connection with what has occurred, and it would
also give us an accurate picture, if these individuals have escaped a
large amount of taxation back in 1930 by reason of the present cor-
porate system, would it not?

Mr. RUSSELL. That is right.
Senator BLACK. Do I understand you have some other papers that

you gathered together that you have not yet had time to formulate
the figures on, so as to bring them up here?

Mr. RUSSELL. That is right; yes, sir.
Senator BLACK. Mr. Chairman, I would want to request that at a

later date we get this other information.
The CHAIRMAN. I wish you would get that to us as soon as you

can.
Mr. RUSSELL. Yes.
The CHAIRMAN. That will be placed in the record.
Mr. RUSSELL. I might say, Senator, we could have gotten more

of this information had we had more time, we could have gotten
this 1934 income and probably the 1934 stockholders, but in some
cases that would require 3, 4, or 5 days.
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Mr. MORGENTHAU. I had hoped that Chairman Landis would be
here. I would like him to listen particularly to this.

The CHAIRMAN. Under the rules and unler the law this must be
an executive session.

Mr. MORGENTHAU. All right.
Senator CONNALLY. Mr. Chairman, will it be really beneficial to

just nibble at this now? Why cannot we go ahead and prepare a
more comprehensive tabulation?

Senator COuZEN8. Let us take what he has got.
The CHAIRMAN. Give it to us, Mr. Russell. Let us proceed.
Mr. RUSSELL. All right. The first example is the R. J. Reynolds

Tobacco Co. Two of the principal stockholders are Bowman Gray,
who owns 5 percent of the stock, and W. N. Reynolds who owns 2.39
percent of the stock. The company had $17,116,238.05 income which
it (lid not distribute as dividends.

(The tables referred to are as follows:)

R. J. Reynolds Tobacco Co., 1982
Statutory net income ---------------------------------- $45, 514, 006.13
Dividends received ------------------------------------- 1, 602, 231. 12
Adjusted net income ------------------------------------- 47, 116, 238. 05
Dividends paid ------------------------------------------ 30, 000, 000. 00
Income tax payable at 1035 rates ------------------------- 6, 826, 500. 92
Undistributed income ------------------------------------ 17, 116, 238. 05
Dominating stockholder and percentage of stock held:

Bowman Gray ---------------------------- percent-- 5. 00
W. N. Reynolds _ . ..--------------------------- do-. 2.39

Bownzan Gray

Taxable net income ------------------------------------ $1,564, 682. 00
Highest surtax bracket (1935) ------------------- percent. 74
Total dividends reported --------------------------------- $1, 524, 000. 00
Interest on undistributed earnings ------------------------- 869, 504. 89
Additional surtax if entire corporate income distributed ------- 639, 080. 44

IV. N. Reynolds

Taxable net income ------------------------------------- 1, 069, 727. 73
Highest surtax bracket (1935) -------------------- percent.. 73
Total dividends reported -------------------------------- $1, 218, 918. 37
Interest on undistributed earnings -------------------------- 694, 919. 26
Additional surtax if entire corporate income distributed ------- 507, 291. 05

Senator BYRD. What year was this, Mr. Russell?
Mr. RUSSELL. That was 1932, and we are applying the present year

taxes to it.
Senator BYRD. Well, you have got 1934 where it shows they dis-

tributed more than the net income.
Mr. RUSSELL. I know, but we did not have the stock holdings for

that year.
Senator BYRD. I do not think that is fair, Mr. Chairman, to take

1932 when it has already been shown here that in 1934 they distributed
$9,000,000 more than they earned in 1934.

Senator COUZENS. It is giving what Senator Black wanted, outside
of the question of the specific year.

Senator BLACK. Mr. Chairman, it is perfectly admissible. We want
to show how the stockholders have been evading taxes. It is wholly t

immaterial whether it is 1934, 1933, 1932, or 1929. In other words,
we want the truth; we want to find out how this system has worked. w

The CHAIRMAN. That is all right. Proceed, Mr. Russell. in
tf
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Senator BYRD. Is it possible to get the information for 1934? In
1934 this particular company distributed $9,000,000 more than it
earned, and therefore the stockholders would have paid more taxes
than if they had only distributed their earnings.

The CHAIRMAN. Is it possible to get 1934?
Mr. RUSSELL. It might take 2 or 3 days to get the stock holdings.
The CHAIRMAN. We wanted this as quickly as possible. Give us

what you have got.
Senator HASTINGS. Why don't we take 1934 and assume the same

stock holdings that you mentioned here?
Mr. RUSSELL. We can readily do that.
Senator CONNALLY. I do not see where it would be harmful to take

the actual fact, even if it is 1932 or 1929.
Senator COUZENS. I agree with you. We want to establish what

the principle is. It is not the specific year that we are trying to get at;
it is what the practice is.

Senator LA FOLLETTE. Nor any specific company nor any specific
taxpayer.

Senator BYRD. 1932 was the year in the midst of the depression.
It was very natural for these companies not to distribute earnings for
1932.

Senator CLARK. Wiy not give 1932 now and put in 1934 later?
Senator BLACK. We are interested in knowing whether or not the

Government has been losing taxes and certain large stockholders have
been making unfair profits without the payment of tax.

Senator BYRD. We are likewise interested if the Government is
gaining in a certain year. In 1934, with respect to this particular
company, the Government gained by the policy of paying out more
than they earned. We are interested in both sides.

Senator LA FOLLETTE. One side has already gone in. I do not
see why this is not just as specific an example.

The CHAIRMAN. All right, proceed, Mr. Russell.
Senator BYRD. There is no objection to furnishing the information

for 1934 later, is there?
The CHAIRMAN. Not a bit. I was in hopes they would have it

this morning.
Mr. RUSSELL. Bowman Gray's undistributed share of the net

income was $869,504.89, and lie would have paid an additional tax
of $639,080.44 had his undistributed share been distributed.

Senator BLACK. He would have paid an additional $639,080?
Mr. RUSSELL. Yes.
Senator GEORGE. Under the 1932 rates?
Mr. RUSSELL. No, sir; under the present rates, the 1935 rates.
The CHAIRMAN. All right, go ahead.
Senator GEORGE. Can you say how much lie would have paid

under the 1932 rates?
Mr. RUSSELL. We could give you that if you want it.
Senator GEOftGE. I mean, could you say it pretty quickly? Don't

you know what the rate was in 1932?
Senator CLARK. If you want to apply the facts to the 1932 situa-

tion, you ought to apply the 1932 law.
Senator GEORGE. In order to find out why the corporate earnings

were withheld you have got to apply the situation that was then pend-
ing. It would be manifestly unfair to apply the higher rate and say
that is the reason it was withheld.
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The CHAIRMAN. We all know the rate in 1932 was not as high as in
1935.

Mr. RUSSELL. That is right.
The CHAIRMAN. We can make our own deductions, it seems to me.

He says in order for him to make the calculation it would take some
time. What we want to do is to get along as fast as we can.

Senator HASTINGS. In order to make any calculations we have got
to know what his other income was, so as to add this $869,000 to it.
Have you got those figures?

Mr. RUSSELL. Yes, sir; we have them.
Senator HASTINGS. Let us have those figures.
Senator CONNALLY. Lot me ask one question. You mean your

computation now is based on what he would have paid under the new
bill if it would have been in effect in 1932?

Mr. RUSSELL. No, sir; what lie would have paid under the 1935
rates.

Senator CLARK. It does not seem to me that would give us any
more comparison, Mr. Chairman, than to say that somebody in 1913,
let us say, paid a certain ampunt of tax and if the law in 1913 had been
as it was in 1935 he would have paid so much more. If you want to
take the figures in 1932, the only way you can get any light on the sub-
ject is to apply the 1932 law. To say a man paid a certain amount of
tax in 1932 if the law had been then the same as it was in 1935, does
not shed any light on it.

The CHAIRMAN. If you applied the 1935 tax to 1935 returns you
would get some light.

Senator CLARK. What I am getting at is this: He is taking the
figures for 1932. I say you ought to apply the 1932 law, because what
we are trying to find out is whether this method of accumulating sir-
plus did permit substantial leaks in the revenue. The only way by
which we can find out how much leak there was in the revenue would
be to apply the 1932 law to the 1932 figures, and apply the 1934 law
to 1934 figures.

Senator LA FOLLETTE. Mr. Chairman, I do not see any difference
in applying the new to a situation in 1932 than there is in Senator-
Byrd's applying the new bill and assuming that a corporation would
do exactly what it did in 1934. What we would like to see and under-
stand is what happens under any kind of a state of fact when you
apply the new bill to this situation that exists, between what a
corporation pays and what the individual pays.

Senator CLARK. What I mean, Senator La Follette, is this: That
the rate was different in 1935 than it was in 1932. You come in here
with a flat figure and say thai in 1932 he would have paid so much
more. That, to me, is not a fair comparison unless you apply the
1932 law to the 1932 figures.

Senator LA FOLLETTE. What is the difference between doing that
und taking the figures of the company for 1934 and its statement
of earnings and distribution of dividends, and assuming that this new
tax bill, vhich has not even become a law yet, was in operation in
1934 and that therefore the company would have paid no tax?

Senator CLARK. It is not a question of rates, it is a question of this
fundamental structure.

Senator LA FOLLETTE. So is this.
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The CIIAIRMAN. Why is not the best way out of this to let Mr.
Russell give us the facts that have been asked for, and then supply
us with the 1932 rates later?

Senator HASTINGS. Now, Mr. Russell, when you give me the total
income reported by stockholder A, you say we would have gotten
$869,000 in 1932?

Mr. RUSSELL. The taxable income was $1,564,682.
Senator BLACK. How much would it have been?
Senator HASTINGS. You would have had $869,000?
Mr. RUSSELL. Yes, $869,000.
Senator HASTINGS. To estimate the full share of the 1932 taxes?
Mr. RUSSELL. Yes. Of the taxable net income which he reported

$1,524,000 was dividends.
Senator HASTINGS. And $17,160,000 was a deduction before taxes,

was it not, in 1932?
Mr. RUSSELL. Sir?
Senator HASTINGS. $17,000,000 and odd was before taxes were

deducted?
Mr. RUSSELL. Yes, sir.
Senator HASTINGS. And your figure of $869,000 is without de-

diicting any taxes at all?
Mr. RUSSELL. Yes, sir.
Senator HASTINGS. All right.
Senator CONNALLY. That was based upon the fact that they did

not distribute?
Mr. RUSSELL. That percentage.
Senator CONNALLY. That was the amount of money that they

made which they did not distribute in that year?
Mr. RussELL. Yes, sir.
Senator CONNALLY. Of course, you do not know how much they

distributed in later years of that same $17,000,000.
Mr. RUSSELL. No, sir.
Senator BLACK. Do you have the amount that the corporation

would have had to pay on that part of the dividend that he would
receive?

Mr. RUSSELL. The corporation tax?
Senator BLACK. Yes, his part. I want to see the difference

between the $639,800 and the amount of tax which was actually
paid on it by the corporate device.

Mr. RUSSELL. His share of the total corporation tax, which would
include his other dividends, was $346,786.24.

Senator BLACK. That included lrs other dividends?
Mr. RussELL. Yes, sir.
Senator BLACK. I want to find out what it was on this particular

item. That includes the dividends?
Mr. Rus.3ELL. Yes.
Senator BLACK. Do you have his proportion of this particular

amount?
Mr. RUSSELL. It would be that proportion of the $346,000 to the

$1,524,000.
Senator BLACK. About one-fourth?
Mr. RUSSELL. Yes.
Senator CONNALLY. Wait just a minute there. You mean his

whole yield from dividends in that company is only $346,000?

!S
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Mr. RUSSELL. No, sir; $1,524,000.
Senator CONNALLY. What is the $346,000?
Mr. RUSSELL. That is his share of the corporate tax which was paid.
Senator CONNALLY. He did pay that much?
Mr. RUSSELL. Yes, sir; the corporation paid that.
Senator CONNALLY. I mean it came out of his portion?
Senator BLACK. No, no. That is what I am getting at. That did

not come out of his portion. It was undistributed, Senator. What I
am trying to get at is his part of the taxes on all dividends is $324,000.
That includes the $1,564,000.

Mr. RUSSELL. That is right.
Senator BLACK. If you add the $1,664 000 and $869,000 you would

get the total amount that would have been distributed, but if you
have not done that, then we will have to add that later. That was
requested in the letter; it was requested that that be placed in separate
columns so we can see how much that individual made or lost.

Mr. RUSSELL. On that particular income.
Senator BLACK. Yes. But you did not do that?
Mr. RUSSELL. We have not as yet.
Senator BLACK. All right.
The CHAIRMAN. All right, Mr. Russell, you may proceed.
Mr. RUSSELL. W. N. Reynolds' undistributed share was $694,-

919.26. He would have paid an additional tax, if that had been
distributed, of $507,291.05.

Senator GEORGE. You mean under the present rates?
Mr. RUSSELL. Under the 935 rates.
Senator GEORGE. But if the rate then on the individual income

had been no higher than the corporation figures that would illustrate
nothing?

Mr. RUSSELL. That would be an impossible situation.
Senator GEORGE. I know, but it would illustrate nothing, would it?
Mr. RUSSELL. That is right.
Senator GEORGE. That is what I am getting at.
The CHAIRMAN. It would show that he paid less.
Senator GEOR(E. No, no, Mr. Chairman. I take it that the

committee knows very well, it must be presumed to know, that if a
corporation is permitted to withhold all of its dividends, or if the
rates make it possible for it to withhold all of its dividends, that a
means of tax avoidance is present. It seems to me there is no need
to argue that question. But when corporate profits are withheld,
whether they are withheld for the purpose of avoiding taxes or for
some good sound business reason, that is a pertinent question for us
to consider. Now, manifestly if you had a rate on the personal
income that was no higher than the corporate tax imposed, the flat"-
corporate tax imposed, you could not reach any conclusion from the
fact that they withhelid or paid them all out, because they paid
nothing more in one instance than in another. What you are doing
here is taking an individual's share of undistributed profits or earnings
in a year when the personal income tax was a different rate from the
rate that you are now applying to it.

Mr. RUSSELL. Yes.
Senator BLACK. Mr. Chairman, I think we are entitled to have

that.
Senator GEORGE. You are entitled to have it, but it proves nothing.

NI
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Senator BLACK. It proves a great deal to me.
Senator GEORGE. It does not to me.
Senator BLACK. Because of the fact that what we are after is a

rate of taxation that will be fair. Now, we can very easily settle all
of this controversy, if there is a controversy, by finding out from the
,R. J. Reynolds Tobacco Co., who are the chief stockholders today,
and my guess is we will find these particular genltemen own more
now than they (lid then. Certainly if the only information we have
is as to the amount of stock they owned in 1932, then we have a right
to use that as figures to determine what, would be the effect in 1935.
That is what I am getting at.

The CHAIRMAN. Mr. ussell is going to furnish us those figures,
after he has given us the figures in 1932, and everybody can make
his own deductions.

Mr. RUSSELL. That is right.
The CHAIRMAN. All right. Let us go to another one.

* Mr. RUSSEIL . The Star Holding Co.
Senator CONNALLY. Mr. Russell, Senator Bailey has come in.

Will you name the two stockholders that you have talked about?
Mr. RUSSELL. They were Bowman Gray and W. N. Reynolds.

• Senator HASTINGS. Have you any idea how many stockholder
there were in that corporation?

Mr. RUSSELL. No. Probably 100,000.
Senator BAILEY. I do not know what they paid in 1932, but I

know there is a current statement in the paper. They print their
annual statement every January. They have been paying for at
least 2 years $3 a share. You say you would not be collecting any
additional taxes under those conditions?

Mr. RUSSELL. No.
Senator BAILEY. Either from the shareholders or from the cor-

oration. Probably they may have earned more in 1932. I (1o not
now. That is one corporation whose stockholders did not pay any

more than they are paying now.
Senator BLACK. Mr. Chairman, it would seem to me that the

thing to (1o would be to try to find out who the stockholders of R. J.
-Reynolds are now, and this other thing is illuminating on the basis,
as I stated, of what would have happened under the present payment.

The CHAIRMAN. Let us get to the next corporation.
Senator CouzENs. That is the William Randolph Hearst Corpora-

tion.
(The figures referred to are as follows:)

Star holding Corporation, 1982
Statutory net income ------------------------------------- $74, 918. 64
Dividend& received --------------------------------------- 6, 041, 005. 15
Adjusted net income --------------------------------------- 6, 115, 923. 79

iDiidends paid ------------------------------------------- 700, 000. 00
Income tax payable at 1935 rates ---------------------------- 10, 679. 29
Undistributed income ------------------------------------- 5, 415, 923. 79
Dbminating stockholder: William Randolph Hearst.
Percentage of stock hel( .----------------------------------- 95

" William Randohph tlearst (Star Holding Corporation), 1932

TaxaAe.net income ---------- --------------------------- $714, 720. 90
H'hes tsartax bracket (1935) (percent) ------------------------- 76
t OtaYdividchds reported- - .- - .-.---------------------------- 665, 000. 00
idrest in undistrilbuted earnings -- ------------------------- 5, 145, 127. 59

Additional surtax if entire corporate income distributed -------- , 709, 581, 07

70, U
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Mr. RussELL. Yes, sir. They had an adjusted net income of
$6,115,000.

Senator HASTINGS. What year is that?
Mr. RUSSELL. 1932.
The CHAIRMAN. You do not have it for 1934 in that case either?

Mr. RUSSELL. The 1934 return is not in Washington, Senator.
We can get it.

The CHAIRMAN. Furnish that to us, too.
Senator BARKLEY. You say the 1934 return is not in Washington?
Mr. RUSSELL. It is in the field. We sent all our returns back for

investigation.
Senator CLARK. What is that figure?
Mr. RUSSELL. $6,115,923.79.
The CHAIRMAN. All right.
Mr. RUSSELL. They paid dividends of $700,000. They paid an

income tax of $10,679.29.
Senator COUZENS. And Hearst holds 95 percent of the stock in that

corporation?
Mr. RUSSELL. Yes, sir; he holds 95 percent of the stock in that

corporation.
Senator CONNALLY. They had an income of $6,000,000 you say?

Mr. RUSSELL. $6,115,000.
Senator CONALIIY. Net income?
Mr. RUSSELL. Net income.
Senator BARKLEY. I did not get the dividend it, paid.
Mr. RUSSELL. $700,000.
Senator CONNALLY. Why did not they pay more than $10,000?
Mr. RUSSEL L. This $700,000 was dividends received.
Senator CONNALLY. That was paid by the corporation, was it not?

Mr. RU6SELL. I imagine so.
Senator CONNALLY. Sure. It had to be.
Senator BARKLEY. Unless they got from some other -orporation.

Senator CONNALLY. Where did it come from? If it came from a

dozen different corporations all up the line, somewhere down the line

they paid the 15 percent?
Mr. RUSSELL. They may or may not have paid it. That is the

question.
Senator CONNALLY. Why would not they?
Senator BLACK. They might have had a loss in the corporation.

Mr. RUSSELL. If they received it during the taxable year.

Senator CONNALLY. I am talking about where we started. We

had to start somewhere with this money. Wherever it started a sub-

sidiary had to pay the tax; did it not?
Mr. RUSSELL. Let us assume they did pay 15 percent tftx.

Senator CONNALLY. I do not want to assume it unless it is so.

Senator BAILEY. What is the law on that subject? What is the

existing law on the subject of taxing dividends of corporations?

Mr. RUSSELL. The existing law is they tax corporations on 10 per-

cent of the dividends.
Senator BAILEY. You are not telling us, are you, that that is not

being paid somewhere?
0r. RUSSELL. I say they collected approximately 15 percent on it.

Senator BAILEY. If it came by way of dividends and the taxes

were not paid on it that would be the fault of the Treasury Depart-

ment; would it not?
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Senator LA FOLLETTE. As I understand it, Mr. Russell, the only
reason you qualify your statement this way is that you haive not
examined the income tax returns of the subsidiary corporations, and
until you did that you could not be positive that they did not have
other deductions on their return which would result in their not
having the subsidiary pay the 15 percent tax?

Mr. RUSSELL. Yes, sir.
Senator LA FOLLETTE. You are simply qualifying it in order to be

correct.
Mr. RUSSELL. Yes.
Senator LA FOLLETTE. You stated several times yesterday that you

assumed that they paid it, but as I understand it, you cannot make
that positive assertion unless you had time enough to examine the
income-tax returns of every one of the subsidiaries of this particular
holding company.

Mr. RUSSELL. That is it exactly.
Senator CONNALLY. It is just as unfair, though, to say, "Here is a

corporation of $6,000,000 net income that is only paying $10,000",
without taking into account the possibility-

Senator BLACK (interposing). We have not finished with the answer
'to the question that I asked. I am going to assume that he paid the
15 percent. I am going to assume he paid the 15 percent-he might
not have paid the 15 percent, because it happens that I know it was
not done in each instance, but assuming that he did, I want the
difference between what he would have had to pay if they had de-
clared it to him individually and what he would have had to pay
through the corporate device.

The CHAIRMAN. That is what Mr. Russell is going to give us now.
Senator BLACK. Yes, sir.
Mr. RUSSELL. He would have paid as an additional tax

$3,799,581.97.
Senator BLACK. That is if it had been paid as an individual and

gone to him in the brackets that he was in?
Mr. RUSSELL. Yes, sir.
Senator BYRD. What is his bracket?
Senator COUZENS. It is the highest bracket, 75 percent.
Mr. RUSSELL. 75 percent.
Senator BYRD. If he controls the company why should he encour-

age distribution of earnings and pay 75 percent on it, whereas, when
it is left in the company he would only pay 42 percent, under the
proposed law?

Mr. RUSSELL. He would pay 42 percent under the proposed law.
If he ever drew it out he would still pay the other tax.

Senator BYRD. If he wants to be selfish and cold-blooded about it-
and I assume he does-why should he pay the 75 percent instead of
leaving it in the company and pay 42 percent?

Senator BLACK. Mr. Russell, would you mind figuring ou; 'or us
what it would be on the 42.5 percent, on the figure that you -ave awhile a o?Mr. RUSSELL. Which is that, Senator?

Senator BLACK. The $3,799,000 figure. Of course if we thought
the 42 percent was not enough in the new law we could raise it to
75 percent, and yet 42 percent is a great deal more than the 15 percent
in the present law; istit not?
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Mr. RUSSELL. Yes, sir.
Senator BLACK. So in reality what Mr. Hearst did in this, by not

distributing these incomes as he would have done under the law, or
as he could have (lone under the law, was to save $3,799,581?

Mr. RUSSELL. Yes, sir.
Senator CLARK. Mr. Russell, there was some considerable difference

in what Mr. Hearst would have paid on' his private income tax, be-
tween what he (lid pay under the 1932 law: ar. what he would have
paid under the existing law, not the pro,,,,,v.*i law but the existing

Mr. RUSSELL. Yes.
Senator CLAIK. It seems to me the 1935 law is the fair basis for

comp arisen. As I said a while ago, if we are going to find out how
much difference this proposed law would make we ought to figure on
the basis of the 1935 law, in other words, apply the same law to the
same facts. I come back to that same proposition again.

The CHAIRMAN. Mr. Russell is going to furnish to the committee
the application of the 1932 law.

Mr. RUSSELL. That is right.
Senator BLACK. Just one question there. Mr. Russell, the com-

mittee is not now considering a change from the 1932 rate to the
proposed rate in the new law, is it?

Mr. RUSSEILL. No.
Senator BLACK. We are acting under the law as it is now.
Mr. RUSSELL. The 1935 law.
Senator BLACK. And you are giving us figures which show that

u.n(ler the law as it exists, with reference to rates, if Mr. Hearst still
has 95 percent of the stock he would save $3,799,000?

Mr. RUSSELL. Yes, sir.
Senator BLACK. Have you any reason to believe that the general

corporate structure has been shifted to such an extent in the last
3 years that there are not still numerous and multitudinous people
who own large blocks of stock? Do you know of any revolutionary
change that has taken place in stockholding?

Mr. RUSSELL. No, I do not.
Senator CLARK. Nobody is making any such contention as that.

The only thing I say is the only true picture to be presented is to
take the law and the figures in the same way. In other words, when
you say he would pay $3,000,000, or $4,000,000 or $5,000,000, that
is applying the law to a situation which is existing in that year.

Senator LA FOLLETTE. My point is that is just what was (lone
with the corporations that went into the record yesterday.

Senator CLARK. What went in yesterday was to apply the proposed
law to that. I have no disposition to object at all if you take the
1932 figures and apply the 1932 rates and compare that with the
proposed law. All I am saying is that on your basis of comparison
you ought to have the same figures and the same law applied to them.

Senator BLACK. Mr. Chairman, if there is any question about it I
want a vote of the committee.

The CHAIRMAN. There is not any question about it. lie is giving
us the information under the present law. He is going to furnish a
memorandum as to the rates and the law applicable to theyear 1932.

Senator HASTINGS. Mr. Chairman, -if you will permit me, I might
say Mr. Parker has worked out that law, what itwold be under the
1932 law, and it might end this difficulty if I would give it.
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The CHAIRMAN. All right.
Senator KING. I would like to ask one question before that is

done.
Mr. Russell did you assume in the figures you just gave that those

various companies in which the person referred to was interested had
no losses?

Mr. RUSSELL. These individuals?
Senator KINo. You were referring to Mr. Hearst.
Mr. RUSSELL. Yes.
Senator KING. He has a large number of corporations, I am told

I know nothing of his private affairs, and I do not want to know.
Mr. RUSSELL. lie has quite a number.
Senator KING. I was just wondering if you had taken into account

the fact, if it be a fact, that in some of his corporations there were
some losses?

Mr. RUSSELL. This is the parent company which received the
dividends from the subsidiaries.

Senator LA FOLLETTE. If it did not receive any dividends from
the subsidiaries I assume it would not pay anything.

Senator HASTINGS. Mr. Russell, will you follow me and see that
I do.,not make a mistake? My understanding is that the largest
stockholder in the Reynolds Tobacco Co. had a net personal income
of $1,564,000 and that $1,524,000 of it was from dividends.

Mr. RUSSELL. Yes, sir.
Senator HASTINGS. If you take a personal exemption of $1,006 the

net tax that he paid in 1932 was $803,220. If all of that had been
distributed in dividends and you would have added to his dividends
the sum of $869,000 he would have paid a total tax of $1,281,170,
or a difference of $477,950. Now, if you deduct from that the 13%
percent, the normal tax that that corporation would have paid, that
amounts to $199,487. So his increase in taxes would have been
$358,463.

Mr. RUSSELL. That is right.
Senator LA FOLLETTE. Under the 1932 individual rates.
Senator HASTINGS. Under the 1932 individual rates and the 1932

corporate rates. The highest rate then is 55 percent. Those figures
have been worked out by Mr. Parker.

Senator KING. I have one other question. Suppose that the hold-
ing company did receive, from various subsidiaries, a large sum, but
the persons who were the chief beneficiaries in the holding company
had enormous losses in other corporations, there would be no deduc-
tion allowed?

Mr. RUSSELL. No, sir.
Senator GEORGE. Personal losses?
Senator KING. Yes; personal losses, where the personal losses were

the result of other companies which had no profit whatever.
Mr. RUSSELL. Yes.
Senator LA FOLLETTE. As I understand it, Mr. Russell, you have

taken the individual return and simply applied this additional income
to arrive at these figures.

Mr. RUSSELL Yes, sir.
Senator 4A FOLIaT .. So that whatever losses actually were in-

curred and'were deductible have already been deducted before you
arrived at your statement of fact?

63884-pt "-3_---2
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Mr. RUSSELL. That is right.
The CHAIRMAN. Mr. Russell, let us proceed to General Motors.

That is the only other one you have, is it not?
Mr. RUSSELL. This one right here. General Motors had an un-

distributed income of $19,786,539.17.
(The General Motors tabulation is as follows:)

General Motors Corporation, 1930
Statutory net incom e ....................................
D ividends received --------------------------------------
Adjusted net incom e -------------------------------------
D ividends paid -----------------------------------------
Income tax payable at 1935 rates -------------------------
'Undistributed incom e ------------------------------------
Dominati.g stockholder: C. F. Kettering through C. F.

Kettering, Inc. in which he owns 80 percent of stock.
Percentage of stock held ---------------------------------

$144, 546, 763. 50
4,655, 365. 78

149 202, 129. 28
129, 415, 590. 11
21, 681, 454. 54
19, 786, 539. 17

8.3

Charles F. Kettering (General Motors Corporation), 1980

T axable net incom e ----------------------------------------
H-ighest surtax bracket (1935) -------------------- percent ....
Total dividends reported ------------------------------------
I nterest on undistributed earnings ----------------------------

Charles F. Kettering -----------------------------------
Charles F. Kettering, Inc -------------------------------

Additional surtax if entire corporate income distributed ---------
Amount paid to C. F. Kettering, Inc. Holding Corporation ------

Taxpayer owns 80 percent of C. F. Kettering, Inc., stock and
dominates -------------------------------------

Additional surtax if holding company income distributed -------
T otal additional tax ----------------------------------------

$568, 875. 88
74

$9, 627. 00
1, 642, 282. 75

14, 610. 32
1,627, 666. 43

2, 046. 28
1, 340, 391. 00

1, 075, 314. 00
1, 182, 228. 19
1,184, 274. 47

Senator KING. That is for 1932?
Mr. RUSSELL. That is for 1930.
Senator KING. That is for 1930?
Mr. RUSSELL. Yes, sir.
Senator BYnD. Why did you select 1930?
Mr. RUSSELL. It was the only year in which we had the stockhold-

ings of the principal stockholder, Mr. Kettering.
Senator KING. Don't you know that there have been a great many

changes in the stockholdings of that company?
Mr. RUSSELL. No doubt.
Senator CONNALLY. Who is that?
Mr. RUSSELL. C. F. Kettering, through his holding company, the

C.-F. Kettering Incorporated.
Senator BARKLEY. You mean he is the largest stockholder in

General Motors?
Mr. RUSSELL. Yes, sir.
Senator BYRD. What percent of the holdings does he hold?
Mr. RUSSELL. 8.3 percent.
The CHAIRMAN. Did he control and own all the stock of C. F.

Kettering, Incorporated?.
Mr. RUSSELL. He owned 80 percent of the stock of C. F. Kettering,

Incorporated.
Senator KING. And that company had 8 percent of the stock of the

other company? h •
Mr.- RsSEL-. 8.3 percent, yes, sir. His share in the undistributed

earnings was $1,642,282.75.



Senator CLARK. You mean his share or his company's share?
Mr. RUSSELL. His company's share. Had that been distributed

to his company, and likewise on to him, the tax would have been
$1,184,274.47.

Senator BYRD. What percentage of the General Motor's income
was distributed that year?

Mr. RUSSELL. They had a statutory net of $144,000,000, dividends
of $4,000,000; they had a net income of $150,000,000, and distributed
$129,000,000. I am speaking in round figures now, Senator.

Senator BYRD. What percent is that?
Mr. RUSSELL. That would be about five-sixths that was distributed.
Senator KING. It was more than that, was it not?
Senator BLACK. About 92 or 93 percent.
Mr. RUSSELL. It would be $129,000,000 as compared with $150,-

000,000.
Senator COUZENS. What did Kettering pay?
Mr. RUSSELL. You are referring to the total taxes he paid?
Senator COUZENS. Yes.
Mr. RUSSELL. I do not have that here, sir.
Senator COUZENS. Have you got what lie paid in his holding com-pany ?
Ivr. RUSSELL. He paid nothing on those dividends in his holding

company.
Senator COUZENS. Have you got what he paid personally?
Mr. RUSSELL. He reported $568,000 taxable net.
Senator COUZENS. What was the tax he paid on that?
Mr. RUSSELL. I do not have that right here, sir. What we were

computing is what lie would have paid as an additional tax.
Senator BLACK. That (lid not irclude any part of these dividends

of $568,000?
Mr. RUSSELL. No.
The CHAIRMAN. The total additional taxes would have been

$1,538,000?
Mr. RUSSELL. That is right.
Senator CONNALLY. Were there surtaxes on the dividends in those

years?
Mr. RUSSELL. On which dividends?
Senator CONNALLY. Any dividends.
Mr. RUSSELL. Sure.
Senator CONNALLY. Did he distribute those?
Mr. RUSSELL. We are just speaking of what they did not distribute.
Senator LA FOLLETTE. His holding company received dividends

because of the stock owned in General Motors, and then his holding
company did not distribute to him.

The CHAIRMAN. That is all that you have here so far?
Mr. RUSSELL. Yes, sir.
The CHAIRMAN. Will you furnish us with the memorandum re-

quested by the committee on the question that was brought up as to
the 1932 law, and in this case the 1930 la w?

Mr. RUSSELL. Yes, sir.
Senator BLACK. And we want the other information too.
The CHAIRMAN. Yes; and the other information.
Senator BYR__D. In order to show us the whole picture we have got

to recognize that when two people control these companies they have
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got the option of letting the company pay 42 percent or paying 73
percent individually. Then when they avail themselves of the option
they save this 36 percent, and we ought to know what the company
would have to pay if that particular company does not distribute
any of its earnings. Take the Hearst Corporation, for example. I
imagine Mr. Hearst would save 36 percent by leaving it in the
company.

Senator CoT1sss. He takes a great risk in doing that, because he

is an old man and he would have to get rid of it sooner or later.
Senator LA FOLLET E. On the other hand he would have to pay the

tax in his personal income tax if he ever takes the money out. He will
not get any credit for the 42 percent when he takes -it out.

Senator B ARKLEY. Of course, in either case lie would pay more

than he would pay now.
The CHAIRMAN. Have you answered, Mr. Secretary, as to- all the

information that has been requested, or have you some further infor-
mation?,

Mr. MORGENTHAU. Mr. Chairman, we have more, in answer to
the letter you sent me last night.

The CHAIRMAN. Let us get that. What is this information now

that you are going to give us?
Mr. MORGENTHAU. This is the corporations earnings one million

dollars or more which (lid not distribute any dividends whatever.
The CHAIRMAN. Well, suppose we put these in the record like we

did the others? How many are there?
Mr. MORGENTHAU. There are 75. The 75 paid a tax of $27,000,000

and under the proposed act they would have paid a tax of $96,000,000.
(The list of corporations referred to is as follows:)
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Senator CLARK. How much did they pay?
Mr. MORGENTHAU. $27,004,892.
Senator BYRD. I would like, Mr. Chairman, the same information

as to the total tax that would be saved by the 129 companies. I
would like to have the details on those companies just like on the
others.

The CHAIRMAN. Will your furnish that information?
Mr. MORGENTHAU. Yes sir.
Senator LAFoLLETTE. The difference between the total number

and those that Senator Byrd asked for-and these are corporations
which would have no change in their tax situation--

Mr. MORGENTHAU. What is that, Senator?
Senator LAFOLLETTE. Yesterday you stated that there were cer-

tain corporations, I remember something like 600, that had an income
of $1,000,000 or more. You furnished to Senator Byrd, and it was
furnished upon his request, the number which would pay less or no
tax under the existing law.

Senator BYRD. The number that would pay 50 percent less tax
was 268.

Senator LAFOLLETTE. Now then, as I understand it, you furnished
the information as to how many would pay more.

Mr. MORGENTHAU. Not all of them. I furnished the information
as to how many of these companies have paid no dividends and paid
that much tax, and I still have another schedule.

Senator 'BYRD. When you get through this morning we will have
all of the 600 companies in the record?

Mr. MORGENTHAU. You will have all of the 600.
Senator BYRD. Why would it not be well for the Treasury Depart-

ment to figure it on the 600 corporations, take the basis of 1935 and
see how much the Government would lose or gain? The list furnished
me referred only to those that would save 50 percent or more. Some
would save 20 percent, some would save 30 percent and some would
save 40 percent. If you want to get these figures in I am very much
in favor of it, but I think it ought to be (lone in an orderly way. Take
the entire 600 corporations and figure the losses and gains on each one
of them.

Senator LA FOLLETTE. Let us take up the ones that we have before
us this morning.

Mr. MORGENTHAU. Mr. Chairman, I think we are doing it in an
orderly way. We are here this morning in answer to your letter of
May 13. We have got everything you asked for in your letter.

The CHAIRMAN. I understand.
Senator BYRD. You furnished me what I asked for.
Mr. MORGENTHAU. That is the point that I want to make. We did

furnish you with what you asked for. Now, we would like to furnish
what the Chairman asked for.

Senator BYRD. You furnished it very promptly and efficiently.
Mr. MORGENTHAU. Thank you, sit.
The CHAIRMAN. All right.
Mr. RussELL. Here is another list of 89 corporations which dis-

tributed less than 25 percent of their net income.
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Senator KING. In what year?
Mr. RUSSELL. 1934. They would pay more tax under the new

act than they paid under the present act.
The CHAIRMAN. And they distributed less than what percent?
Mr. RUSSELL. Forty-five percent.
Senator BYRD. How many companies were there that did not

distribute anything?
Senator BLACK. Seventy-five.
Mr. RUSSELL. Seventy-five.
Senator BARKLEY. That does not include all the corporations in th

United States that did not distribute, does it?
Mr. RUSSELL. No, sir; only those of $1,000,000 or more. I might

say also that these figures that you have called for have all been
showing a statutory net income of $1,000,000 or more. Now, there
are a very substantial number of companies that have received divi-
dends in excess of $1,000,000, but because dividends were not included
in the statutory net income you have not got the picture, and I think,
in order to have a true picture, you should have some of those.

Senator COUZENS. Give us the total schedule, showing the tax
paid and what would have been paid under the new bill.

Mr. RUSSELL. On the 89 corporations the tax actually paid was
$18,000,000.

Senator COUZENS. That is on the second sheet, is it not?
Mr. RUSSELL. Yes, that is right. That was $35,099,710. The

tax under the proposed bill would have been $78,791,731.
Senator BYRD. Mr. Chairman, my statement was not to get all

the details; it was to get the same information that we had before.
The CHAIRMAN. He was to produce for the committee the same

information. The other is merely included in the estimate. All
right; is there any other information?

Senator WALSH. May I ask a question, Mr. Russell? Have you
any information as to the number ot these corporations who purposely
distributed the net earnings for the purpose of avoiding taxation?

Mr. RUSSELL. Not the exact figure.
Senator WALSH. So far as the information that you have is con-

cerned, in every instance it might have been sound fiscal policy for
these corporations to prevent distribution of their earnings?

Mr. RUSSELL. I do not know, Senator.
Senator WALSH. You do not know?
Mr. RUSSELL. No; not without spending maybe 3 weeks on each

corporation, analyzing it.
Senator BARKLEY. All you know from the records up to date is

thev withheld a certain amount of money, but you are not presuming
to ascertain what their method was?

Mr. RUSSELL. That is right.
Senator WALSK. There is a statute now that permits the Commis-

sioner of Internal Revenue, where he suspects a corporation not
making the proper distribution, to levy a penalty of 50 percent tax
on the net earnings, is there not?

Mr. RUSSELL. Those statutes are difficult to enforce.
Senator WALSH. There is such a statute; and so far as we know,

that statute has been invoked only about 300 times on 300 corporal,
tions; is that not true?
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Mr. RUSSELL. I do not believe it is quite that many. It is prob-
ably somewhere around 200 or 250.

Senator WALSH. So with your authority from Congress, that the
Treasury Department shall notify a corporation that it is not distrib-
uting what it ought to distribute, for the purpose of avoiding taxation,
the record shows so far that less than 300 corporations have been
notified?

Mr. RUSSELL. That is right.
Senator WALSH. That are escaping their distribution of the net

incomes?
Mr. RUSSELL. Yes, sir.
The CHAIRMAN. Those have been within recent years?
Mr. RUSSELL. Yes, sir.
Senator KING. Do you know what the results have been with

respect to those, sir?
Mr. RUSSELL. The results have been that most of them are being

appealed before the Board of Tax Appeals.
Senator KING. Because they contest the validity of the claim of the

Government, they insist that that was not for the purpose of evasion,
but it was for legitimate purposes?

Mr. RUSSELL. Yes, sir.
Senator BARKLEY. The burden of proof is on the Government

in all those cases, too, is it not?
Mr. RUSSELL. The Government has to prove intent and purpose.

That is very, difficult.
The CHAIRMAN. When did you start these cases?
Mr. RUSSELL. In 1933.
The CHAIRMAN. Had there been any cases filed before that time?
Mr. RUSSELL. Four, five, six, or seven, something like that.
Senator KING. Where you allege fraud in any manner, the burden

of proof rests upon the person alleging fraud in a business transaction.
Mr. RUSSELL. That is right.
Senator KING. If I allege that you have fraudulently imposed upon

me in the matter of stock transactions, the burden rests upon me
to prove it.

Mr. RUSSELL. Yes, sir.
Senator WALSH. So far as the records go in the Treasury Depart-

ment, up to the time of the preparation of this bill there has been no
record made of more than 300 corporations that have been suspected
of not distributing their net earnings?

Mr. RUSSELL. Speaking from memory, I would say *that your
figures are approximately correct.

Senator BYRD. Three hundred out (if how many in all?
Senator WALSH. It was less than that.
Mr. RUSSELL. Only the ones, Senator, that we thought we could

prove.
Senator BYRD. I understand. What was the total number making

the returns?
Senator WALSH. The total number paying the taxes.
Mr. RUSSELL. Two hundred and fifty thousand.
Senator WALSH. In other words, only 300 that you suspect had

been unduly and hnproperly withholding their earnings out of that
number of 250,000?

Mr. RUSSELL. The only ones we have got so far.
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The CHAIRMAN. Is not that a little misleading? It was not only
those that you would suspect, but the ones that you 'thought you had
sufficient proof to prove?

Mr. RUSSELL,. We would not allege it if we merely suspected it.
Senator BARKLEY. You could not get anywhere just on suspicion.

You have got to have enough facts to make a case.
Mr. RUSSELL. That is right.
Senator BARKLEY. If you thought you could not make a case you

would not start?
Mr. RUSSELL. That is right.
Senator LA FOLLETTE. Not only that, but is it not a fact, Mr.

Russell, that you are convinced, from your experience, that you have
got to have an open-and-shut case, because you would get licked if
you did not? One man spoke here the other day of a case where the
Board of Tax Appeals decided with the taxpayer because he alleged
he was saving money in his movie company because sometime in the
future lie was going to produce another picture.

Senator COUZENs. Then we have got another fellow who would
let the corporation keep the money rather than have it distributed
to himself. t
Senator LA FOLLETTE. That is just the point.
Mr. RUSSELL. We cannot afford to go before the Board of Tax

Appeals on one of the cases that was weak.
Senator HASTINGS. Could we not readily change all of that by

changing the presumption-by saying that a corporation that with-
held over anti above a certain percentage shall be presumed to have
(lone it for the purpose of evading taxes? If we did that, would that
not change the picture a great deal?

Mr. RUSSELL. I would not say, Senator. I do not believe it would.
The CHAIRMAN. Mr. Oliphant, do you want to answer that ques-

tion? Will you, speaking generally?
Mr. OLIPHANT. I think generally very much as the joint com-

mittee does about it. I feel pretty hopeless about that way of going
after these cases. We go through the record of all of these cases which
any fair-minded man-case after case after case-and are morally
certain that this case is over on the other side of the line, but we
know from our experience when we come up with those cases it is
hopeless.

Senator HASTINGS. Why do you not answer the question, if you
can answer it?

The CHAIRMAN. What do you think about changing the rule?
Mr. OLIPHANT. I think that when you shift the burden of proof t

fundamentally what you do, you will slift not the total content of
the record, but what you shift is the person who has to put the stuff t.
in the record; and when the total record is in, whether it is put in by r
the Government or is put in by the other side, I think you get sub-
stantially the same result before the court or the Board of Tax Appeals L
who are to pass upon the records-which is a more'direct answer to 84

the question. c
Senator CONNALLY. Does not a, presumption yield to very, slight

proof? It does not take a great deal to wipe out the presumption
that you start with.

Mr. OLIPHANT. And then, of course, the burden of going forward
with evidence shi(ts back to the other side.

C
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Senator CONNALLY. I do not 'think much about that theory of

shifting it back and forth. I do not think the burden of proof ever
shifts.

Senator HASTINGS. I think it would make a very great difference
if Congress said in an act which it passed that a corporation which
withholds more than 50 percent of its net income shall be presumed
to have been withholding it for the purpose of avoiding taxation ,

Senator WALSH. How can you do that without taking into con-
sideration the capitalization of the corporation?

Senator HASTINGS. Fifty percent of its net income.
Senator COUZENS. It has no relation to the capital at all.
Senator HASTINGS. I do not see that it does at all.
Senator WALSH. Fifty percent of the net income might very prop-

erly not be distributed if a corporation had a $i0,000,000 capital;
while if it was a $10,000 corporation, it might.

Senator HASTINGS. Suppose it had $10,000,000 income; then my
suggestion is that if you should put in there, write into that law, that
if they withheld more than $5,000,000 of it, it shall be presumed to
have been done for the purpose of avoiding taxes. It seems to me
that having been established as a policy of the Congress, certainly
it would make a very great difference when you came to try the case.

The CHAIRMAN. You have given us all of the information, Mr.
Russell, that we have requested, is that right?

Mr. RUSSELL. Yes, sir.
Senator LA FOLLETTE. That is, all that you were able to prepare?
Mr. RUSSELL. Yes.
The CHAIRMAN. And you are getting us the balance?
Mr. RUSSELL. Yes.
The CHAIRMAN. Anything else, Mr. Secretary?
Mr. MORGENTHAU. That is all we have now.
Senator BARKLEY. Is the Secretary going to leave us?
The CHAIRMAN. Did you want to ask any questions?
Senator CONNALLY. You sent in some estimates?
Mr. MORGENTHAU. Yes.
Senator CONNALLY. Have you any objection to your staff breaking

it down? You just lumped it in one.
Mr. MORGENTHAU. The staff is here. They will do anything

you ask.
The CHAIRMAN. We will use your staff.
Mr. MORGENTHAU. Would you like them to stay here?
The CHAIIMAN. I think they had better stay here. We are going

to need a lot of additional information.
Mr. MORGENTHAU. May I say, Mr. Chairman, that I am sorry

that Mr. Haas cannot be here because he has broken down from
physical exhaustion and Mr. Seltzer will represent him,

Senator BLACK. Mr. Chairman, there might be a misunderstanding
in one request that was made. Of course, in order to get this picture
so far as the corporate tax is concerned, we would have to have the
corporations that received all of their income from dividends, the
same as those that had not received it from dividends-over a million
dollars. I want it understood that we want that list, too,

The CHAIRMAN. I understand that you have in your notes Just
what is desired, and- that you will furnish the committee that, M r.
Secretary.
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Senator BLACK. There seemed to be some misunderstanding about
that.

Senator GERRY. Would the Secretary put in there how many of
those are utilities?

Mr. MORGENTHAU. Yes.
(Off the record.)
The CHAIRMAN. The experts are working on some estimates which

have not yet been furnished, and I understood there might be others.
If you desire to go on with your work so that we can get them quickly,
you may retire. I do not think we are going to ask you any questions.

Mr. MORGENTHAU. When would you need them back?
The CHAIRMAN. We cannot tell. We will get in touch with you.

What we want to do is to get this information as soon as we can.
Mr. Oliphant, I wish you would hear Mr. Landis. We are going to

ask him some questions with reference to stock rights.
Senator CouzENs. Before you get into that, may I ask Mr. Helver-

ing whether or not it was not testified here sometime during this
hearing that you had sent out 5,000 deficiency letters based on the
assumption of withholding earnings because of tax avoidance. Is
the t correct?

Mr. HELVERING. I think in the hearings it was testified that there
were over 4,000 cases, but we have not actually sent deficiency letters
on those; in other words, there are over 4,000 holding companies
so-called, and we look with suspicion on holding companies for the
purpose of avoiding taxes.

Senator COUZENS. Out of that 4,000, as I remember the testimony
here before us-as I rememer it, it was 5,000-but assuming that you
sent out 4,000 deficiency letters, that seems to be in conflict with
what Mr. Russell testified to awhile ago that there was only 300
suspected corporations.

Senator WALSH. Ie said he did not send out that number of letters.
Senator CouzENs. I understand that, but I heard the other testi-

mony, and the other testimony was to the effect, as I recall it-
and I think it is in the record-that there was some 5,000 cases where
the Treasury suspected the withholding of undivided profits for the
purpose of tax avoidance, and the statement in itself conflicts con-
siderably with what Mr. Russell said. I wish you would check it up
to see which is accurate.

Mr. HELVEIING. I cannot tell you the exact number. I know
there have not been that many deficiency letters sent out on these
holding companies.

Senator CouzENs. Will you get the information if you can for me,
please?

Mr. HELVERING. Yes.

STATEMENT OF JAMES M. LANDIS, CHAIRMAN, SECURITIES AND
EXCHANGE COMMISSION

The CHAIRMAN. Mr. Landis, the question arose in consideration Of
this bill, that some concerns that needed money niglit issue stock
rights and so on, and whether or not in doing that, would they have to
apply to your organization to ,get their approval, what delay that
would occasion, and what difficulties might ensue?

IJ
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Mr. LANDIS. If I understand your question rightly, Mr. Chairman,
it is this: Supposing a. corporation offers rights to its stockholders in
the effort to get money by subscriptions from its stockholders with
reference to those rights. In that instance the stock which would be
subscribed for pursuant to those rights would require registration with
the Securities and Exchange Commission.

Senator COUZENS. You say it would?
Mr. LANDIS. Yes.
Senator BYRD. That is only where they tire offered on the New York

Stock Exchange?
Mr. LANDIS. No; it makes no difference. If they are offered

through the mails or in interstate commerce.
Senator BYRD. Suppose it is only a small matter?
Mr. LANDIS. No; not under those circumstances. The line of

demarcation is between what is known as a public offering and a price
offering. A public offering is an offering to a substantial number of
the public, and it makes no difference that the particular number of
the public happened to be stockholders of that corporation.

But if we take a case, we will say, of 5 or 10 stockholders who coin-
prise the entire group of the stockholders of that corporation, then
the offering could be made to that small group without registration.

Senator BYRD. Without getting your approval?
Mr. LANDIS. May I interrupt here, Senator? We do not approve

these issues.
Senator BYRD. You issue a permit?
Mr. LANDIS. No; we issue no permit. Our power is simply to get

an accurate statement of the facts. It makes no difference as to the
economic soundness of the security or its value or anything of that
type, but if the facts themselves with reference to the security offering
are not stated correctly, then we can intervene and take proceedings
to issue a stop order to stop the sale of those securities. But we do
not approve in the sense that perhaps some of the blue-sky commis-
ions of the States approve.

Senator BYRD. How do your duties conflict or coordinate with
State organizations? There is in Virginia a State agency. Suppose
you had a corporation in Virginia that (lid purely an intrastate busi-
ness and would not offer its stock through the mail but offered it to
the board of directors personally. What would be the situation?

Mr. LANDIS. There are numerous exemptions under the statute,
the purpose of which is to draw a line between what might be called
nationalissues and local issues. For example, if a corporation organ-
ized in a State offers stock solely to the residents of that State, no
registration is required. There is an issue which is completely within
the jurisdiction of the State.

Senator KING. They can use the mails.
Mr. LANDIS. They can use the mails, if that offering is to be con-

lined to the State.
Senator HASTINGS. Mr. Landis, is it not necessary, or is it :not

safer for a corporation to make application to the Securities Commis-
sion to ascertain whether or not the Securities Commission considers
it a public offerin or a-private offering? Is that not universally done?.,

Mr. LANDIS. That is quite frequently (lone; I would not say it is
"universally- done." - In many -of these offerings .which -are being

made today to small group of insurance companies where because

UIi
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the insurance companies have so much capital ready for investment
they will take up a five- or a ten-million-dollar issue, four or five
insurance companies, under those circumstances there is no applica-
tion made to us.

Senator CONNALLY. While you do not approve in any sense in
giving your stamp of recognition on these issues, yet from the corpo-
ratio#!s standpoint, is it not to its advantage and does it not hell)
the marketability of its securities to say, "We are registered with the
Securities Commission"?

Mr. LANDIS. I am very doubtful of that, Senator. Under the
statute, it is a crime to represent that that registration with us is an
approval of the security.

Senator CONNALLY. I did not mean that. But is it not to the
advantage of the corporation when it sells its securities to let it be
known that they have registered with you? Take the case that
Senator Byrd mentioned. * While they might not have to (to it, being
purely an intrastate corporation, does it not give a little prestige, as
suggested by Senator Hastings, the fact that they have filed their
application with you?

Mr. LANDIS. I do not believe I could answer that. Some of these
private offerings that would not really require registration are regis-
tered with us, but they are registered wyith us primarily for the reason
that at the time the offering is made, they do not know whether they
can succeed in the private offering, and they may have to follow with
a public offering, and therefore they want to be ready to distribute t
that way if they cannot distribute it very narrowly.

Senator HASTINGS. Mr. Landis, will you give us in detail what is
necessary in order for a corporation to do that desires to offer stock
to its stockholders in order to get the consent, permission, or approval,
or whatever you call it, of the Securities Commission?

Mr. LANDIS. It files with us a registration statement. That state-
ment contains a number of questions which are related first to the
history of the corporation. We insist upon those answers being as
brief as possible; the management of the corporation-who are they;
what is their stake in the corporation; what is the capital structure
of the corporation as it exists today; then, what are the proceeds to
be used for; then, what is the cost of selling-what are the distribution
costs?

Senator HASTINGS. What proceeds are to be used for? Q
Mr. LANDIS. Yes. If you are buying a bond issue, you would like

to know what that money is going to be used for by the corporation.
Senator HASTINGS. The particular thing we are interested in is the

corporation getting back money for working capital.
Mr. LANDIS. Yes.
Senator HASTINGS. That is all they would have to say?
Mr. LANDIS. That is all they need to say "For working capital."
Senator KING. Do you not pass upon the validity of the structure,

or rather upon the feasibility or practicability of the project?
Mr. LANDIS. No; we do not. We require a statement- a
Senator KING (interposing). Have you not withheld approval of b

applications upon the ground that the representations made show b

that the project was not feasible ?
Mr. LANDIS. No, we have not. We have withheld the right to

sell in many instances where the representations made are untrue or
inadequate.
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Senator HASTINGS. Suppose the representation was that it was a
$5,000,000 corporation and it had a deficit of $1,000,000, and it was
undertaking to get this $1,000,000 back into the corporation. You
would not hesitate to give consent to that, if that appeared?

Mr. LANDIS, We could not hesitate to give consent if they were
going to take that $1 000,000 and throw it into the ocean if they told
the true story about it. .

Senator HASTINGS. Then your only purpose of requiring them to
say what they are going to do with it is just to tell the public and let
the public know?

lr. LANDIS. Exactly.
The CHAIRMAN. How long does it take, generally, after the appli-

cation and the papers are filed with you, before action is taken?
Mr. LANDIS. Under the statute it takes 20 clays. We cannot

accelerate. We cannot shorten that 20-day period excel)t in the case
of one category of issues which are foreign government refunding
issues, which are 7 days.

The CHAIRMAN. Does it take longer than that in many cases?
Mr. LANDIS. It does. I can give you some figures on how long it

takes, broken clown with reference to corporations of different sizes.
On the average, the larger issues go through faster because they are
better prepared. They are usually from corporations whose ac-
counts are in better condition and they have less difficulty to go
through. For example, just to give you an illustration. Out of 50
cases here where the issue was over $10,000,000, those that went
through in 25 clays or less were 92 percent. That is an increase of
5 days over the statutory period.

The CHAIRMAN. There is a good deal of expedition shown?
Mr. LAND'IS. I think there is. As much expedition as we could get.
Senator HASTINGS. What would be the average time required?
Mr. LANDIS. If you want to see that with reference to issues of

various sizes-from $5,000,000 to $10,000,000?-69.2 within 25 clays.
You get down to the under $500,000 class, and it is as low as 38.5
percent.

Senator HASTINGS. Give us an example of a long time that it takes.
Mr. LANDIS. Some of these issues halve actually.lain with us for

6 months or more, and the reason for that is that the persons who are
proposing that type of offering have never thought the thing through
soundly. We have innumerable cases where that kind of a situation
has occurred. We have had innumerable cases where we have in-
vestigated and of course have found that some of these things were
purely fraudulent stock jobbing schemes.

Senator GE.RRY. Does it not really depend a great deal upon the
ability of the counsel and the familiarity of the counsel with the issue
to work it out, if you are going to do it quickly, because a man who is
thoroughly familiar with it, as you have lust said, in a big corporation,
gets his papers right, but if you take a little man in the country with
a small laivyer who is not as familiar with it, then naturally he prob-
ably does not get his paper work clone well, and you have to send it
back, and all that comes into it until he gets straightened out, and that
is what takes the time.-

Mr. LANDIS. I think there is.no doubt but that professional compe-
tence counts. It may very frequently happen that it is not lawyer.

03884-pt. 5-30-----3
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It is very frequently an accountant who has a hard job going through
the papers of sofne corporation and try to get the accounts in order.

We had a corporation the other day, for example, where we found
really that the cash account was in the promoter's pocket. If you
want to get that audited, you have'a job on your hands and it takes
time.

Senator COUZENS. May I ask also, if you do not require physical
appraisal of the property at times?

Mr. LANDIS. No; we do not require physical appraisal. We do go
out and scan the properties in instances where we have a reason to
believe that the appraisal is false.

For example, we had a case of a brewery the other day up in Con-
necticut where we had reason to believe that the appraisal was wrong,
and we sent our men out there and found a barn appraised as a three-
story building, and all that kind of thing, which very frequently goes
into these things, but there is no requirement for any appraisal.

Senator GERRY. But it is technical, is it not, to get up your papers?
Mr. LANDIS. It is always technical. The whole business of cor-

poration finance is technical, Senator.
Senator KING. How do you determine the value of the mining

property? For instance, a corporation is organized for the purpose of
developing a mine. The ore is far beneath the surface. How would
you determine the value?

Mr. LANDIS. We do not. We do not determine the value, and we
do not ask the question of the people involved to determine values.
In fact, we are glad if they do not determine values. Commonly they
put an estimate for purpose of the stock that is issued against that
property, they put an estimate of value on it. The board of directors
do tlmvt.

Senator KING. Do you not determine that?
Mr. LANDIS. If the board of directors say that this is a purely

arbitrary value, that this is not an engineering estimate, that is full
warning, and from our standpoint the facts are disclosed that they
have not valued their property. All we are after is setting that prop-
erty down on the balance sheet, and to balance the stock issue that is
issued against it.

Senator KING. Do you determine the amount of stock that may
be issued in every case?

Mr. LANDIS. No, we do not.
Senator KING. Do you approve of the issue of stock of no par'

value?
Mr. LANDIS. We have no power.
Senator WALSH. Registration means that you have in your posses-

sion public information as to the financial structure of the issue of
stock?

Mr. LANDIS. That is right.
Senator HASTINGS. What did you do in the brewery case in

Connecticut?
Mr. LANDIS. We issued a stop order there on the basis of a false

representation.
Senator CLARK. In other words, Mr., Landis, it is the business of

the Co'mnission to determine whether the prospectus and the .state-
ments put out by prospective security issuers. represent triily the
correct state of the business?

_ _ _ m
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Mr. LANDIS. That is right.
Senator CLARK. Whether their accounts are in proper shape with

their claims?
Mr. LANDIS. Yes.
Senator HASTINGS. If that brewery had declared a dividend and

was trying to get it back by offering new stock to its stockholders if
I understand you correctly, you would have put a stop order on it on
the ground that they had made false statements?

Mr. LANDIS. Exactly.
Senator GERRY. Do you not think that in time the operation of

the law will be simplified?
Mr. LANDIS. We are continually working on the process of simpli-

fication, and I do not think it is a fair statement to say that it is a
complex process now. I make that statement not upon my own
experience, but upon the experience of men who have come and gone
through the process and said, "Well, this is not difficult; this is very
easy." I can give you record evidence of that.

Senator GERRY. know that there are some really good lawyers
who have not found it difficult to comply and they have had no
trouble, but it was been technical until they found out what was
wanted.

Mr. LANDIS. Of course, we spend a good deal of time working
with these people to show them what to do.

Senator G&Rmny. As time goes on it will be easier to operate?
Mr. LANDIS. Yes.

y Senator BARKLEY. It is not your province to advise as to the
wisdom of any particular investment, but with all of the facts dis-
closed, if anybody wants to invest his money, it is his business?

Mr. LANDIS. It is his business. We preserve the right of the
investor to make a fool of himself.

Senator KING. What sort of approval or disapproval do you finally
register when the application is all through?

y Mr. LANDIS. When the application is all through, the thing hap-
pens automatically; that is, if I file on the 1st of April and nothing
happens for 20 days, I do not get an order, notice of deficiency or
anything of that type, I am entitled to sell at the end of 20 days.
It works automatically under the law. We have to act in order to
stop it. Otherwise the right to sell automatically is acquired by the
person who applies.

Senator KING. But you may issue what is called a stop order?
Mr. LANDIS. We can, yes.
The CHAIRMAN. You have to work for 20 days, and then the other

fellow has to work after that to straighten it out?
Mr. LANDIS. I do not quite understand.
The CHAIRMAN. If you intercede, you have to act before the 20

days are expired?
Ln Mr. LANDIS. Yes.

Senator COUZENS. May I read just a brief statement that came
from a tax expert at page 284 of the hearings on the present bill:

Furthermore, the Securities Act of 1933 is designed to regulate the public scale
of securities in Interstate commerce. In general the act provides that securities
offered for sale through Interstate commerce channels must be registered with
the Commission. There will be many instances where the plans of the corpora-

I e tions for minimizing their tax liability under this bill through the issuance of
rights, securities, dividends, debentures, or other forms of corporate obligation
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will come into conflict with the provisions of the Securities Act and regulations
of the Securities Commission. Thus it may very well be found that one form
of relief contemplated under this bill may be taken away from the corporations
by another Federal statute.

What is your interpretation of that statement?
Mr. LANDIS. I do not understand that statement. I do not see

how that can be true, because we have no power to derine what
the corporate set-ip shall be, what the character of the security issue
shall be.

'he CHAH.NIAN. Is there anything else?
M!. LANDIS. Do you wavnt some figures on the costs of this opera-

tion?
Senator LA FOLLETTE. Yes; let us have that.
Mr11'. LANDIS. The best figures that I can give you are figures taken

from 305 registration statements that have been filed with us. I
would like to say this with reference to these figures, tlht they do not
include underwriting costs or distribution costs. That I do not think
is appropriate to include.

Senator HASTINGS. Or counsel fees?
Mr. LANDIS. They do include counsel fees, accounting fees, certifi-

cation fees, and the like.
Senator COUZENS. By the corporation?
Mr. LANDIS. Yes, sir.
Senator CoUzENs. How do you get those figures of what they pay

their lawyers and accountants?
Mr. LANDIS. We get them because we ask for them.
Senator COUZENS. That is the only reason?
Mr. LANDIS. We think it desirable that the investor ought to know

as much as he can, and how much of the proceeds of this issue is
actually going into the business.

Senator COUzENS. Take any of the proceeds of new issue which
they pay to their accountants and auditors, and so forth, would you
get those figures?

Mr. LANDIS. Yes. There are 305 statements. Broken down into
statements under $500,000, $500,000 to $1,000,000, $1,000,000 to t
$5,000,000, $5,000,000 to $10,000,000, and over $10,000,000.

Of the $500,000, they run 1.7 percent.
Between $500,000 and $1,000,000 they run at the same figure, f

1.7 percent.
Between $1,000,000 and $5,000,000, they are 1.2 percent.
Between $5,000,000 and $10,000,000, they are 1 percent.
Over $10,000,000, they are 0.6 percent.
Averaging as a total-this average is I think loaded because of the c

geat number that are over $10,000,000-it is 0.7 Percent. a
I think it should be noted that those costs that are involved in

there, certification fees and accounting fees and legal fees, are not
to be regarded as entirely attributable eo this act, because many of $
those fees were incurred in any issue at any time. There were always
accounting fees and legal fees that were involved.

Senator COUZEN,.- Have you the maximum of any case? The
trouble with averages is that one fellow gets stuck with a high rate 0
and the other fellow with a low rate, and therefore the average does
not troly reflect the condition .in any one individual corporation.

'Mr. LANDIS. I have no fees.

• .i ' " .. m'
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Senator COUZJNs. I understand there are some maximums and
minimums that are wide apart?

Mr. LANDIS. I have no doubt that in some cases the accountants
and the lawyers have come off with very fine fees.

Senator L FOLLETTE. That is in the control of the person making
application, is it not?

Mr. LANDIS. Yes.
Senator LA FOLIETTE. If he is sap enough to get stuck with a fat

fee by some attorney, it is in his control, is it not?
Senator KING. But you decide it, do you not?
Mr. LANDIS. Oh, no; we do not pass on it.
Senator COUTZENS. I do not agree with the Senator from Wisconsin

in that connection at all, because a corporation out in Montana or
Wisconsin that wants to come down here and issue 100,000 or 200,000
of shares, it is much more important to him as to what it costs than
to the fellow that issues $5,000,000 or $10,000,000 worth of securities.
It is what it costs him to get this little issue out. That is what
interests him, and not what the average is.

Senator LA FOLLETTE. My only point, Senator, was that attorneys'
fees and accounting fees are a matter that is arrangeed between the
particular attorney and the particular firm of accountants, and the
person who is making the application.

Senator HASTINGS. A good deal depends on what he has to do.
The CHAIRMAN. Does this include brokers' fees?
Mr. LANDIS. No.
Senator LA FOLLETTE. If this law imposes any additional work,

that would represent an additional cost of an issue, but whether lie
pays a high price or a low price or a big fee or a small fee is something
that is in his own control.

Senator COUZENS. Oh, no; because the Securities Commission re-
quires certain information, and they have to appear sometimes before
the Commission, and they have the traveling expenses and the law-
yers' fees and the accountants' fees, and that costs the little fellow a
much higher percentage than it does the big fellow. What I was
trying to get at was what the maximum and minimum costs were in
these issues. Mr. Landis has not got that.

Senator LA FOLLETTE. My point is this: Say that there are two
fellows in the city of Butte, Mont.-to use your illustration-who
want to issue the same amount of stock for identically the same kind
of a corporation with identically the same amount of work to be done.
One of them can go to a lawyer and the lawyer may charge him
$10,000. Another fellow can go to a different lawyer and he may
charge him $5,000 for the same number of hours and exactly the same
amount of work. It is a bargaining proposition, as I see it, between
the applicant and his particular attorney or firm of accountants.

Senator HASTINGS. My understanding of your average is that a
$5,000,000 issue would cost $60,000.

Mr. LANDIS. Yes; 1.2 percent.
Senator iqING. I would like to ask a question of Mr, Landis. Ifa

corporation has only common stock issued and it feels the necessity
of increasing its business or enlarging its plant, and it can induce
people to take preferred stock, and it wants to get an issue of pre-ferred stock, it would have to come to you for that purpose?
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Mr. LANDIS. That is right.
Senator KING. And you would have to examine it then to deter

mine whether under all of the facts and circumstances it would be r
fair to the public to issue that preferred stock?

Mr. LANDIS. No; we would only examine to see whether or not
they have stated the situation upon which they are asking the public
to put its money in that plant.

Senator KING. Suppose they wanted to issue bonds in order to $
borrow money to build a new plant; they would have to make the
application to you for that purpose?

Mr. LANDIS. Yes.
The CHAIRMAN. But they would have to apply to you and get

registration for stock rights?
Mr. LANDIS. For stock rights.
The CHAIRMAN. Are there any other exceptions where they would

not have to be registered?
Mr. LANDIS. The distribution of stock dividends (toes not require

any registration.
The CHAIRMAN. That (toes not have to go through that process?
Mr. LANDIS. Nor if instead of actually putting out the cash, they s

wouhl issue notes to the stockholders in lieu of dividendss that they
did not distribute but held in their treasury, they would not be
required to register, because in this instance you (to not have a sale.
But in the instance of the issuance of rights, there is new money
coming into the corporation, which has not come ouLt of the corporation
in the first instance. There is a portion of it which is new money
coming in. a

Senator KING. Suppose instead of declaring a cash dividend, you
imperatively needed improvements in your plant and you wanted the
stockholders to buy stock in the corporation and you were making a
new issue of stock, the stockholders would have to come to you for
that purpose?

Mr. LANDIS. If you are trying to get the stockholders to buy some-
thing from you, then it is true that you have to come to us?

Senator KING. Suppose he is entitled to his dividend and you want a
him to convert his dividendd into stock, you would have to obtain per-
mission to issue more stock, and then if the stockholder is willing to
transmute his cash into qtock, he could (o so.

Mr. LANDIS. Not if you did that by corporate action. If by cor-
porate action you would take that sum of money and distribute it by .
stock dividends so that no individual stockholder has to make up his
individual mind as to whether he wants cash or whether he wants a
dividend, under those circumstances_

Senator GEORGE (interposing). Whenever it becomes taxable in the
hands of a stockholder and it was a public issue, lie would have to
register.

Mr. LANDIS. If the money was actually received by the stockholder.
Senator GEORGE. That is what I mean.
Mr. LANDIS. And then there is an effort to try to got that stock-

holder to give up that money for a security, then that is right.
Senator GEORGE. In other words, if lie has discretion or it is a P

matter of option?&
Mr. LANDIS. Yes. d

p
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Senator CLARK. If the money ever gets into the hands of the stock-

holder and then an opportunity was afforded to the stockholders to
pay the money back in stock, that would require registry, would it
not?

Mr. LANDIS. Yes. May I interrupt to bring one point to your
attention, inasmuch as you have talked about small corporations?

Under the act, there is also an exemption of offerings that are under
$100,000. Any offering that is under $100,000 does not have to regis-
ter. It simply files with us the form of the prospectus upon which it
is going to make the solicitation, a very brief tung.

The whole theory of that is that these small offerings of that type
are really not matters of national concern, and therefore the national
concern ought not to be bothering with what might be called chicken-
feed from a broad standpoint.

The CHAIRMAN. That would apply with reference to stock rights
under $100,000?

Mr. LANDIS. Yes.
Senator CLARK. So that if a corporation were to declare an aggre-

gate dividend of less than $100,000 and would offer rights to the
stockholders for that, it would not be necessary to rigister in such
cases?

Mr. LANDIS. No.
Senator GERRY. How often can he do that?
Mr. LANDIS. Once every year.
Senator HASTINGS. Doesn't he have to do anything?
Mr. LANDIS. He files with us a prospectus in which we ask him

about 13 items. We have no requirements with reference to audits,
and we have no stop-order procedure that is involved in the thing.

Senator HASTINGS. Suppose it happened in that Connecticut cor-
poration which you mentioned?

Mr. LANDIS. If it had been under $100,000, under those circum-
stances our only means of dealing with that situation would have been
to go to the courts and say that this is a fraudulent offering and there-
fore an injunction ought to be issued against these men for committing
a fraud.

Senator HASTINGS. If it were over $100,000 you could stop it your-
self?

Mr. LANDIS. Yes.
Senator HASTINGS. But under $100,000, you have to go to the

court to do it?
Mr. LANDIS. Yes.
Senator BARKLEY. Is it not true that many corporations have

more authorized capital than they have actually issued?
Mr. LANDIS. Yes.
Senator BARKLEY. And in any case where there was unissued stock

which had been previously authorized, any stockholder who wanted
to plow his dividends back into the corporation could buy that un-
issued stock without any additional registration, could he not?

Mr. LANDIS. No; he could not do that.-
Senator BARKLEY. Where a corporation has registered for the

purpose of issuing, say, $5,000,000 additional stock, and they sell
$4,000,000 of it and do not sell the other $1,000,000, and the thing
drags along as frequently happens, any stockholder can buy any
part of that $1,000,000 with any money that he obtains through his

UNN=
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dividends or from any other source, without any additional regis-
tration?

Mr. LANDIS. That is true. The only thing that we require under
those circumstances is if a year has elapsed since the time that the
corporation furnished the information in the first place, we ask the
corporation to bring that information up to date.

Senator BARKLEY. But as a matter of fact, it is true that many
corporations, nearly all the large ones, have authorized more stock
than they have actually sold?

Mr. LANDIS. Yes.
Senator HASTINGS. Do you mean that they could offer another

million to the public without coming to you?
Mr. LANDIS. No; as I understood the case, it is this: They have

filed for the $5,000,000 offering, and they have only sold $4,000,000
and $1,000,000 is still in their treasury.

Senator HASTINGS. I see.
Senator COUZENS. Then a year expires, they have to come back

and notify you of their changed conditions'?
Mr. LANDIS. He brings up to (late his financial statement and

other matters.
Senator LA FOLLETTE. One other question, please. What would

happen, Mr. Landis, in the case of a corporation offering to stock-
holders dividends, so to speak, and the right to take it either in cash
or in stock? In that sort of a situation, would they have to register?

Mr. LANDIS. No; they would not have to register either, because
under those circumstances there is no sale involved.

Senator BLACK. Mr. Landis, I want to ask you one question in
connection with what Senator Clark asked. As I understood your
reply to him, in all of these instances under all circumstances wherever
an application is filed, if the truth is stated, then that ends the
situation?

Mr. LANDIS. That ends the situation.
Senator KING. See if I understand your answer to a question of

Senator La Follette. Do I understand you to take this position, that
if a corporation has $100,000 of dividends which it wants to dis-
tribute, or rather it is available for distribution but it needs money
for legitimate and proper development and expansion and it wants
to issue stock in lieu of the dividend, and some of the shareholders are
willing to take stock but others want their cash, do you think that the
corporation could issue, say, $500,000 of new stock to sell in lieu of
the cash which the stockholders were entitled to, without coining
to you?

Senator LA FOLLETTE. That was not the statement to the question C
I asked.

Senator KING. That is my question.
Mr. LANDIS. As I understand the Senator's case, it is this: Suppose

there is a $100,000 of undistributed earnings available tor dividends,
atnd the- -ciorpoation declares an optional stock dividend, giving to the
,stockholder the opportunity either to take cash or to take stock,
under those circumstances no registration is required because there
is no sale involved.

Senator BARKLEY. That would not be a sale to the public.
Mr. LANDIS. It is not a sale.
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Senator GEORGE. Suppose in a case where there is no concealment
whatever and the statement of facts showed on the face of it that the
stock when sold would only be worth 40 or 30 cents on the dollar,
would you have no recourse?

Mr. LANDIS. No.
Senator GEORGE. You can do nothing about it?
Mr. LANDIS. No.
Senator GEORGE. Just leave it up to the public to buy?
Mr. LANDIS. Leave it up to the public to buy.
Senator GEORGE. Do you formally register it? Is there anything

that you do with it at all?
Mr. LANDIS. It is filed with us. The registration statement

becomes effective after the passage of the appropriate time,
Senator GEORGE. Does he get anything from you?
Mr. LANDIS. No.
Senator GEORGE. You do not give him any certificate or any

license or anything like that?
Senator LA FOLLETTE. None of them gets that?
Mr. LANDIS. They do not.
Senator BA1RKLEY. The information is there for the service of any

investor anywhere in the United States to find out what the condition
is, and if after finding it out notwithstanding the situation, he buys
the stock, it is his business.

Mr. LANDIS. Let them try and sell it.
Senator HASTINGS. Do you inquire of him what he is going to ask

for this stock?
Mr. LANDIS. Yes.
Senator HASTINGS. And if his answer shows that lie is going to ask

a dollar for it and the facts filed with you show it is only worth 40
cents, you permit him to do it just the same?

Mr. LANDIS. Certainly. One of the facts that we bring out on
the first page of the prospectus in a new venture is always this fact:
"How much is the promoter paying for this stock and how much
is the public paying for this stock?" Again and again you see that
the promoter is paying 5 cents and the public is being askwl a dollar.
Those things are tremendously important in a new venture, but when
they are right there on the face of the prospectus, if the public wants
to go ahead on that basis, it is up to them.

The CHAIRMAN. Thank you, Mr. Landis.
(At this point by direction of the chairman, further proceedings

were off the record.)
(Whereupon, at 12:15 p. m., the committee recessed until 2 p. In.

of the same day.)
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