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REVENUE ACT OF 1924.

FRIDAY, MARPH 71," A924.-

UNITED STATES SENATE,
COM3ImE ON FINANCE,

Wa#4ington, D. 0.
The committee met in executive session at 10 o'clock a. m. in the

hearing' room of the Senate Fina*qe Committee, ai" Senate Office
Building, Hon. Reed Snioot (chzirfhian)' presiding.

Present; Senators Smoot chairmanan, McLean, Ciirtis, 'Wats0,,
'Eirst;'Stanfield, Simmons, Jones of 'New 3Mexido, Geik., W*Ish'7.fass aechusetts, H arrigon, and K i ng. . . ' i ''' : :.
* "There were also present: A: W. Gregg, specidl:'assistant to'?"

'Sebretai of the Treashty; M: Beamnanj' 06glativ 6'd;aftshyn 6f
Hbuse of Repres6ntatives; F.' P. Le, 16egislitive daftsfnan 'f t7Mw
'Senate; and J..S. M:cC6IM , special dviser to the Fihsmice' Conimittee
of the Senate."' " . ' ' "': -

The CFAMMJANTr. cTy ¢ ittee' il m ton odoi r. h r "
The conmitte6 agkedlihe, Sihta'-5 o the Trest 'y to appeat6ere

this morning at '10 o'clock, bimt'Sebitbi:'Siniotohs'.estTday 'dfviatd
me that he, together with others, thought it wa"I bet: to make a n
examination ofthe bill and ,'nmke some. prbvisiofis ' in nit befOte the
Secretary' comes before the comhIntteef, I F :W'ibtified the ISe retard
and also'advised him thdt I did not know the exabt date oh which, We
would call him to the committee, but we wanted him to-be ready at.
any time the committee may summon him to appea'.,, .

t was going to' silggest to the comm ittee that av long as the states
will lead to a great deal of discussion, and the Senators would like
more time to examine them, that the committee' thi' morning take
up the administrative prvisioils .of the bill._ I think there is very'
little opposition to any of the amendments that may b6 made, 'and'
I suggest that we begin 6n' page 144 6y the bill, Part ]V.

It is true that in the first part of the bill there ar adminiistrative
features, but they are qf AItal importantd'and'afftct ihot 'only, the
revenue directly and thi 'rates also, but- the general administrative
provisions.', ' ' ' . - " 7 ' '

Senator Simomos. Which one is this you are pn now, the 'con-
fidential print? ' ' '" " !

The'CHAIRMAN. The print in which is. shown the House Bill vith.
the amendment of the existing law-committele print Nb. 1.

Senator SimmoNs. Most of these changes made in the adminiS-
trative part of the 'bill were suggested 'by' the Secretary 'of' the
Treasury as the result of his experience in administering the law ?

The. C AIRMAN. Yes, or our own drafting bbrau in consultatioYL
with. the Secretary. '" '
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Senator SIMMoNs. When the draftsmen of the bureau made the
suggestion I suppose it was simply to clarify?

The CHAIRMAN. Yes.
Senator SimMons. Not to make any change in substance. I would

like to inquire whether the changes were the changes as suggested
by the officials?

Senator CuRTIs. I think that is a good suggestion.
Senator SiMMoNs. I want to inquire of them first whether they

made any change except for the purpose of clarification?
'The CHAIRMAN. Well, Mr. Gregg can answer that question as far

as the Secretary is concerned.

STATEMENT OF A. W; GREGG, SPECIAL ASSISTANT TO THE SEC.
RETARY OF THE TREASURY, WASHINGTON, D. C.

Mr. Gwe . These administrative sections that we are starting on
now were not changed in the House at all. They are the same as
were prepared in the Treasury. There was a committee in the
f.asury working all last summer on these matters with Mr. Beaman
,d Mr. Lee, of the drafting service; the result was sent to the Ways
'Id Means Committee by the Secretary, and as far as the pro-

, ,sions that we are reading now are concerned, they were not touched
in the House Ways and Means Committee nor on the floor of the
House, and are just exactly the same as sent down by-the Secretary.

Senator SiMMoNs. What do you mean by "not touched "? Do
you mean that they were adopted just as you made them?

Mr. GRwG. Yes; just as recommended by the *Secretary. They
are purely administrative provisions, and adopted by the House just
as recommended by the Secretary.

Senator SimMONs. I want to knoW whether this committee of ex-
perts that were examining into this were examining into it with the
view of making such corrections as occurred to you ought to be
made, or were you considering suggestions of corrections made to
you by officials of the department? 'p

Mr. GR o. Both. We got from every division of the department
their recommendations in full as to desirable changes in the law;
where it worked inequities; where there were holes in the provisions
of the law; where it worked a hardship; where it was indefinite; and
then we went over it most carefully ourselves.

Senator SimmoNs. You went over it yourself?
Mr. GRze. Yes, sir.
Senator SiMmos. You were a committee of experts?
Mr. GRmG. Yes, sir; I was one of a committee.
Senator Spzozos. In going over it did you make changes arbi-

trarily that affected the substance, or merely changes that clarified
the meaning of the law?

Mr. GRFwo. They were changes both of substance and of law.
Senator SIMMONs. Well, who suggested those changes of sub-

stancel
Mr. GREw. Some of them came from the different divisions of the

bureau that sent us suggestions. Some of them came from the
members of the committee.

Senator SIMos. Did you as experts in writing the law adopt
suggestions made to you by officials of the department?
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Mr.- Giuo. Noi-sir.: What we were doiig ,-is thisi:,we were' pro
paring the bill- .... P-hZ- ( . . ,,.

Senator SiMmorn. I am just 'trying to .get at by whAt authority
you, representing these experts, made these clanges; whether _.ou
did it upon your own suggestion and your own theory as to whether
the law should be amended or not, or whether you made them at the
suggestion of some official, responsible ioffioial o f the department '

Mr. GREGo. Well,,we are all officials of the department, all of us on
the board.

Senator SIMMONs. I am not meaning to impeach.you at all
Mr. GREGW. Certainly.
Senator: SIMMOxS. But I want to. see what was behind these sug,

gestions of changes. " . I . 1 .
Senator McLEAN. Senator Simmons, if you will permit an inter-

ruption, there seems to be a supplement here to the bill which ex-
plains the very questions that you are asking. A supplemental note.

Senator SimmoNs. Well,'I did not know ofthat. I have not read it.
Senator MCLEAN., And it may be that a reading of these notes will

clarify the situation somewhat. The.e notes contain all the changes,
do they not? , .

Mr. B A AN. No, sir; the important. ones.
Mr. GREGG. They contain the changes that were made in the Treas-

ury draft by the House. They do not refer to the changes made by
the bill in the existing law

Senator MCLEAN. Oh, I thought you said that the House adopted
bodily the provisions without any chahges.'.

Mr. GREGG. Not as to the whole bill. of course. The earned in-
come, the Board of'Tax Appeals,. the, vates, that sort of thing, of
course, were changed in the House., , i I

Senator MoLAN. Do these notes also contain changes in the ad-
ministrative divisionI

Mr. GREW. Wherever they were made.:
Senator MCLEAN. Wherever they were made, and the reasons?
Mr. GREoG. No, sir; it does not e6ntain the reasons.
The CHAIRMAN. But in the bill itself as printed now under a note

of each amendment made will be fouhd Just what the change is.
For instance, on page 145, striking out section 250, the note says:

The above two paragraphs are superseded by section 270 on pages 165-167
of this print. The secopiv sentence of the first paragraph is superseded by
section 270 (b) (1) ;.the third and fourth sentences by section 270 (c) ; the
last sentence by section 270 (b) (2). 1!

Then after reading this section 250 as stricken out, you can
turn to section 270 and just see what changes were made.

Senator WATSON. Now you say the Secretary appointed this
board?

Mr. GiEGo. Yes, sir.
Senator WATSON. And when he appointed you what were your

instructions What igre you todo? % ;.
Mr. GRw. We were to study the entire act. The board was com-

posed of Mr. Moorehead, who is chairman of the Tax Simplification
Board; M. Bright, who is the DeputyCommissionerof Internal
Revenue, in charge of the Income Tax Unit, and myself; we. were
to 'work with Mr. Beaman and Mr. Leotin the technical redraftitg
of the bill. In other words, it was an, attempt to make a technical
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revision of the bill -at, the same time as the general reduction, nd
revision in rates.

Senator Jozs of New Mexico. What is your nameI
Mr. Giwo. A. W. Gregg.
The CHAIRMAN. The same policy was followed when Doctor

Adams was in the department.
Mr. GPmoo. Yes;,subAtantially the same thing was done.
Mr. BFnAMAN. May I make a little further statem6ntI The way

the thing started was this: Last spring Judge Green, of Iowa,'the
chairman of the Ways 'and Means Committee, asked the Secretary
of the Treasury if he would not appoint a committee or board to
study the law with the view to preparing amendments for the sim-
plification, wherever possible, and the clarifying and making what.
ever changes were necessary to iron out the troubles in the- adminis-
tration of the law, correcting abuses either WherelThere was inequity
or 'hardship upon the taxpayer, or loopholes or evasion whereby the
Government would be defrauded of its just:taxes, and to have ready
at the first of the session recommendations along those lines to sub-
mit to the Ways and Means Committee when, it started preparation
of the bill, if it saw fit. And he requested that we, working in
conjunction with whatever committee the Secretary, might appoint-
that the drafting service might be permitted-to participate in that
discussion, so that the committee might be advised when the recom-
mendations were made. Acting on the suggestion of Judge Green
the Secretary did. appoint the committee, constituted as 3. Greg
has explained it, and Mr. Lee and myself participated in their
discussions.
" Senator SimmoNs. Mr, Gregg's statement a little while:ago simpli-

fied the matter in my mind, I have; been udder the impression,
from his first statement, that this was a committee comIbosed, of the
experts, like yourself, who have been sent here 'to assist the commit-
tee. I wanted to see what authority was behind them. I under-
stand Mr. Gregg now to say that that' committee' was composed of
three officials o-f ,the rasny "Department, yourself--:and whom
did you say ' ,'-', -' ' ': i - .; - , .. ,

Mr. Gioo.' Mr., Bright, who 'isthe Deputy. Commissioner ,f 'In.,
ternal 'Revenue, in charge of the Income Tax Unit; and Mr. Moore.
head, chairman of the Tax Simplificatiog Board created by the reve-
nue act of 1921. ., .

, Senator SiMmovs. Those were the three officials of the Treasury
Department, and these gentlemen, the draftsemn, were associatedt
with you for the purpose of preparing the matter that you might
see fit to adopt, or recommend, with the right of pEdtioipating in the
discusiions I" ,. ' • ',.'

Mr. Gitso. We were working on the recommendations which the
Secretary made to Congress. When he made.his recommendations
to, the Ways and Mean sCnmittee lie sent with them 'a complete
technical redraft of the bill which had been prepared in the Treasu.ry.
Department , '

;,8.enatr: SMmoxis. Did you: make r;ecomnmenditions to the See.'
tary;,-r did the; Secretary xb&Re rebbmmendations toyod--I mean, to
yourboard, . ,i ,

'o. '3 (hmo. Both ways. "The Sedretavy workedlright with us., He',
s, of course, very muchinterested in tai mattersa
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$u1140V SUMM94 When youz dsded.. tjwt there!i ought(to, Ib'*,, i
change in the a~ministrative features of the*.w-vqaudj that, -s, .v"
important, becaue itvery vitally afects, the subdtaii Qtthie) lwfvl i
mnany respects-rdid -you! submit thtto 'the' Secreary ifO, 11W 'ip-
provafl.

Mr .0a We win4 over it with the - = .osd with X(r4 Wimp
*ton, the Undersecretary. We took it up r with themm:

Sentor $MMOS.,JLam not talkinow, ai6ut the .suggestions
made by tli. Secretary, of the Treaury - I am-talknp about chmnges
that you, upo your own. -initiative suggested. or -decided ufn 1! 1:7
*Mr. (hm~t. That is what I was referzriag~o,,. ci

Senator SimmoNs. Did you submit them, Wo th. Seretary ,)ferIIi
approval? l.''' '

Air. (.*ixo. -0 we would redrafta section-we woiul sen -it tolthe
Secretary .and, to*!Ar. Winston for theit consideration and -ommeai
if it was of any. mel importance we took it, up with them'pe snally
and discussed it. Everything that we did,,. howvr y ez suabMitt=
to thenn.1 , lEah draft that was made was siitte',to, the. $ore-
tay and to the tUndersecretary. *

en~qr MCLE&AN.X[ld Lunwerstiui4 you to say; that IPooterA)Mkxs
ap,,roved thse ham? . A

Senator SimmoN~s. -He said that Doctor Adams made the sugg"ton
for the. appointment of -this commilttee.:r -I'!

Mr. Gwazq Noar; -Judge GyrenAd.. ,

The C*AMWAN.. I; atedthat .the work, Qf, tjiia Cnitti e wf
similar to the work done b y iDoctor 4en, ,Who was, a ie~nber, 0
somne committee which revised the, Armertrevenue "ct. *

the House committee, 'and was famil',r wit these, vliapgw)s n4
gppr.Qved theni,,

-Mr. QitEG Re did not -advise the, House. convmittee.
Senator Mova.0i. But he lis quote4 .i Ash debates in. the iVue.
Mr. GERo.,I do notlnow lnwhat: oapaaity1 .,

The Cx MAi, Tlios,are statemvptoI think,,inadeby ixwe
the present law was under consideration.

BfW.; OhEM. That -was, thp resjdt of a, letter ,m.whhDqtor, A4 rswrote to Judg oren. ,

Senator JoNxzs of New Mexico. Wbeore is; APoqto'Adams'o ito.
Mrn OGmao. In New Raven..; ,
Senator JON"x of New Mexico. Is he' any logr, wt4"14

the Treasury, Departmnt? I I ,. .il/,

.A qu.e . iwade avery grarjSMN.Y wgij 49es.
tio4s'Prchanges, did you, not9 I ~:~* ~-.~

Mr. Qnz.In whqt wa are, coping tp -nqoiter are aqIprj n-
Porto -t i 64ngi Thad mn r~tve SeOWQ~ oil~wNd)
wa beenther, elcW;, thQe. h4ve QiaVez vetccrt
penalties we6reI quite. oevoe,e, and, we,tq~edt~~4 to, thAem"

moore -fltfi%~ to, the oftomq There -ha9 Wen, a ..compjetw rov14%, 04nd
rewriting o * the administrative sectiqus. - ,1;11 '. I I I

Sriator Simuoi. I Lo~qpght. we, made 64 very, 9Pniphet revioioajof
the. 44miniptrative features. in,4921 ,416th the *0 epAU(*e of., ,qq*.r
Adams, who very carefully went into these'ingterq i: Raembo
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that'upon the floor of thb; Senate we took a good deal ot tintenponth~e administrative features.,' .' " : : , ..
iiiThe; QkAiRMAX!. NOtof the administrative-features,".
,Senator WATs. w .Y do hot think so, Senator Simmons.
Mr. BEAMAN. My recollection is that we all spent a good deal of

time'bn' those thing bit it was never done in a systematic wayw-
it was asoortofpathwork.'

,,Senator Srmmoxs. Doctor Adams supervised that, did he notl
Mr. JBIAMAN. He worked along, but there was, no systematic

examination: and revision, of the thing, from the bottom.'up -to set
it up in an orderly fashion.

ISentor .. ixs,;, There were a 'great many amendments 'made
to the administrative features of the 1917 act?
. Mr. BEAMAN. There were, Senator; but as I say, they were in
thenature of patchwork, and as a. result it was not very successful.

Senator' SrmmoNs. Your impression is that this revision was very
much ,more satisfactory

Mr.' BEAMAN.. Oh, absolutely, Senator. 'This has been very care-
fully worked over.

Ihe CHAIRMAN. I thought perhaps Mr. Beaman cold take the
bill, beginning at section 144, and read the administrative pro-
visions-

Senator SimmoNs. The reason I made my inquiry was because
I wanted to know how Congress is going to examine these various
and sundry situations, to, see whether these provisions have been
thoroughly verified and proved in the department. . .

Mr. GRwoc. They have been most thoroughly studied. We got
suggestions from every division in the department and then we
went over the whole thing ourselves..

Senator SIMMONS. Personally, I am thoroughly aware of my in-
ability to understand clearly these administrative provisions. They
are very complicated, and I simply wanted to know whether they
had been made after mature consideration and with care.

Mr. GEmo. After the most mature consideration and 'with great
care.

Senator JONEs of New Mexico. How long have you been in thedepartment, Mr. GreggMr. Gmo. About our years, sir.

Senator JoNzs of New Mexico. What is your principal duty in
the department ?

Mr. GIwm. I have been working on legislative matters for the
last year, almost. Before that, if you care to go back-

Sienator JoNEs of New Mexico. Yes; I want to know your quali-
fications for the job which you have undertaken.

Mr. GRwo. I am a lawyer by profesion. I was in the Income
Tax Unit first; later I was in the office of the Solicitor of Internal
Revenue; I was chairman of the special committee on a ppeals and
review, and after that I was detailed to the Secretary's office to work
on tax matters there, particularly the legislative end of it.

Senator Joms o#New Mexico. Now, tell us briefly about the
other two members of the board. N lyb
- Mr. G me. Mr. Moorehead is a lawyer, from Pittsburgh. He is

chdirinan of'the Tax Simplification Board,-which was created by the
ict of 1921. Mr. Bright is-I--
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Seiito. SIMMo~Zs. lb Mr. Moorehead a youigman4 .

-Mr. Gi oa. Oh, I should say Mr. Moorehead is about 45.'
Senator Sirmo's. Has he had any experiece with this charActer

of work before he went into the'department for the purpo, of hWlp-
i you in this work I

Mr. Gmoo. He had the usual lawyer'S experience.
Senator SImMoNs. I know,: but how long, has he been connected

with the department?
Mr, GRMG. He has been connected with the department for about

the la6t two years. r • . : 1
. Senator SIMmONs. Largely in connection with this character of

w o r k ? I , .. ..

Mr. GREGG. Yes: he has worked on the revision. He is chairman
of the Tax Simplification Board, and has had to do with problems
of this type.

The third member is Mr. Bright, deputy commissioner, head of
the Income Tax Unit. He has been with the unit for about five
years, and has been the chief of the different divisions in that bureau.

Senator JoNis of New Mexico. And where did Mr. Moorehead
practice law?

Mr. Grmo. Pittsburgh.
Senator JoNEs of New Mexico. Was his practice related especially

to the income tax law?
Mr. GRiwo. It was not.
Senator Joqes of New Mexico. And what position did he take

in the department when he came into it?
Mr. GniGx. He came in as chairman of the Tax Simplification

Board.
Senator SiMmoNs. Was this Tax Simplification Board that you

are speaking of an independent board?
Mr. Grmo. An independent board.
Senator SiMmoxs. Why was not the revision of this law referred

to that Tax Simplification Board?
Mr. Gimo. Will, the simplification board was not appointed for

that purpose; they had other duties. Their duties were primarily
the simplification of procedure within the bureau, such as the simpli-
fication of forms.

Senator Kiro. Was there any thought given to the drafting of a
bill not connected with war or war times, but a new bill, particularly
with respect to procedure?

Mr. Gnoo. Yes sir. This is a complete redraft.
Senator KINo. 4 ou have of course in your studies observed the

tax bill and the administrative features of the English bill? You
have got complexities here and a wilderness of doubt that do not
exist in the English law. Why don't you simplify it and get away
from the war-time administrative features?

Mr. Gmxoo. We did our best to simplify it. The complications
come primarily from a complicated policy. I :can give many ex-
amples of that. The net loss section-the reorganization section-
all of them involve problems that are necessarily complicated. It is
the result of a complicated policy, which is, I think, perfectly nece-
sary and proper. But the complications are there. It must be
remembered, however, that those complications affect comparatively
few taxpayers.
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Senator SImMoxS. Mr. ,Gregg, did this committee to 'which you
belong and which you are talking about now have to do with any
other sections of the law than those relating to administration?

Mr. GwEo. We worked on the whole ,law, Senator. To go back
to what Mr. Beaman said, Judge Green, at the end of the last session
of Congress, asked the Secretary to appoint a board to study the bill
and be prepared to make the recommendations of the Treasury
to Congres-

Senator SiMmoxs. When was that, did you say?
Mr. Graoe. The end of the last session of Congress, last March.
Senator SiMmoNs. It was not supposed then that we were going

to have a revision?
The CHAIRMAN. Oh, yes.
Mr. GRwo. You remember, at the end of the last session of Con-

gress the Treasury proposed several amendments.
Senator SimoMos. That was March a year ago?

. Mr. GREo. Yes, sir.
Senator SImmoNs. But. we did not have then a surplus that justi-

fied our reduction of rates?
Mr. GRo~oo. No, sir.
Mr. BEAMAAN. No, Senator. Judge Green's recommendations had

nothing to do with the reduction ol rates.- What he was after Was
to do away with loopholes and opportunities for evasion and hard-
ship upon the taxpayers through administration.

Senator SIMmoNS. I understand that. But of course this com-
mittee not only made its investigations and recommendations as to
the administrative features, but its activities embraced the consid-
eration of the wl. ole bill?

Mr. BEAMAN.' In so far as they did that they- were representing the
Secretary of the Treasury in preparing his recommendations on
those matters. Judge Green had, of course, no interest in those.
, Senator SxMx ONs. Did you recommend changes in the rates?

Mr. GREOG. Some of the recommendations came from the Secretary
down to us to prepare, and some of them went from us up to the
Secretary.

S Senator Six1iozs. Did most of them come from you or did most
of them come from the Secretary?

Mr.. Gno. I can, not say. Take the earned income proposition;
that is a, good 'example. We studied the question of earned income.
I suppose we worked for a month on the matter of earned income,
to determine whether it was practicable to make such a distinction
betweenearned .anL unearned income. Then we took it up with the
$ecretryandi the Undersecretary and discussed it very thoroughly
with tlie ip, and then, we drafted the provisions. That is a typical
example o tNUe way: we worked.

Senator SiimoNs. Did this committee undertake the study of the
bill with. a-view to detern~ining how these changes to bring about
a.redutipn:in taxation should bie made?.

Mr, Gmo, Our, consideration was not primarily of rates at all.
Earned-income was more or less a technical matter.

Senator SIMiMoNs. But you took up the income tax and the excess-
proflitstax and considered teim to determine what you thought ought
to- betbe rates ' ... - : ,
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Mr. GREoo. No; we were: not going into the rates at that time.
When we started to work----

Senator SJ.mmoss. I am not talking about that time; -I mean any
tim e. , , 

Mr. Gme. We had little idea, you see, until about the time Con-
gress met, as to the surplus.

Senator SiMMoNs. I mean, when it was determined that we had
some money there that we could turn back to the taxpayers in the
form of reduced taxes, was that left to you, and did-you then under-
take an investigation or make suggestions of changes in rates with a
view to reduction in taxes I

Mr. GRmEU. No, sir. The suggestions of changes in rates were
made primarily by the Secretary and the undersecretaries, Mr. Gil-
bert and Mr. Winston.•

Senator SIMmONS. You did not make any recommendations then
as to changes in rates?

Mr. Giw, No, sir; no original suggestions.
Senator SIMMoNs. Or as to revision in taxes upon this thing or

that thing? You just took the suggestions of the Secretary and con-
sidered them and advised them how those reductions could be made,
whether they could be made or not, within the limitations that he
was acting under?

Mr. GRm. Well, it was not necessary for us then to do that. .: The
question of whether they could be made or not was a question of the
surplus available.

Senator SIm i4ONs. I am trying to get you to tell us exactly what
you did as to changes in rates upon incomes and other things as
well. '

Mr. GeEmo. As to recommendations as to changes in rates I can
say we had very little to do with that. That was not our primary
purpose to go into the rates. Our business was more as to the tech-
nical revision of the bill, the stopping of evasion, and the smoothing
out of the inequities and inequalities of the law.

Senator JONES of New Mexico. Who was it suggested the revision.
of the rates? .. 1.

Mr. GREGO; It was not a matter of suggestion. As soon as it was
known that the surplus was there, of course the Secretary personally,
took up the matter of tax reduction whieh was made possible by the
surplus. , , I
. Senator JONES of New Mexico. Wel), who suggested the reduction,

of the iates on individual incomes?
Mr. GRFOO. I do not just understand you, Senator Jones. If you

mean the exact rates that were recommended, the Secretary took up
the reision of the rates himself.

Senator SibimoNs. You did not have anything to do with it?. -
Mr. GREGG. Oh, I would not say I had nothing to do with it. We

sat in with them at times and discussed it. , 1 1
Senator STIMMO.Ns. I mean, your committee had nothing to do,

with it?
Mr. GREGG. Our committee had nothing officially to do with it;

no0, sir.
Senator, Su-moims. You were not consultedabout it?
Mr. GREGG. No. We sat in with them on the matter.
Senator SiMtoNs; I am talking about the committee.
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Mr. Gmwo. No, sir; the committee didn't.
Senator KNG. Did you consider the propition of increasing the

exemptions with a view of reaching a far larger number that might
profit by the differentiation between earned and unearned income?

.Mr. Gezoo. Well, of course the differentiation between earned' and
unearned income affects all taxpayers. I mom, it affects primarily
the ones in the lower classes, as far as numbers are concerned.
. Senator Kimo. It would not affect any considerable number, would
it, if you had an exemption of $3.000 for unmarried and $4.000 for
married, with the other exemption for minor children? -"

Mr. GREaG. Of course, it would cut lown decidedly the nuimber'of
people affected, because it would cut -lown to such a great extent
the number of taxpayers.

Senator KiNG. The difference between ea.'ned and unearned in-
come would-not cut any figure with the overwhelming number if you
adopt the exemptions of $3.000 and $4.000?

Mr. GREGG. No, sir; very little, because that wuuld Cut out so many
of the taxpayers.
, Senator Kio. May I inquire, with the permission of the commit-'

tee, whether the matter was considered by the Secretary, if it is not
betraying his confidence, or by the committee, of abolishing entirely
this matter of capital losses and capital gains and adopting the plan
which they have in Great Britain?

Mr. GRFGO. Yes; that was considered.
Senator KING. But the Secretary made no recommendation?
Mr. GRGo. As a matter of fact, in the letter which he wrote to

Judge Green, containing his recommendations with reference to the
capital loss provision Which he recommeiided, he stated that unless
some such provision as that were inserted it probably would be better
to go to the English system of ignoring -capital gains and capital
losses entirely.

Senator KINo. If it is not betraying any confidence didn't you
discover that that provision of our law was the most diffcult of ad-
ministration and the most prolific of controversy and trouble, with-
out corresponding gains?

Mr. GREGO. It is a provision which causes much difficulty of ad-
ministration. I do not say it is more troublesome than any other
provision, but it does give rise to 'a great many difficulties. I can
say, however, that ignoring capital gains and losses would give rise
to some problems. There are many border-line cases where it
would be difficult to distinguish between ordinary income and capital
gains. The problem of avoidance, if such a distinction were made,
would be a very. difficult one and would have to be very carefully
considered.

Senator KING. Great Britain does not have any trouble?
Mr. GRme. Oh, yes, sir. They have had considerable difficulty in

distinguishing between capital gains and ordinary income and in pre-
venting evasion through converting what is ordinary income into
capital gains. The existing law distinguishesi but does not go So far
as the British law. The existing law provides that capital gains
shall be subject only to 121 per cent tax. We have recommended
to Congress several amendments to stop the evasion through this pro-
vision. Particularly in corporate transactions it is sometimes rather
easy to convert what is in fact ordinary dividends into capital gains.
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Senator KINo. Mr. Chairman, I shall not pursue that now, but J
shall have an amendment to offer-when we come to that feature of
the bill.

Senator REED of Pennsylvania. What would be the effect on the
revenue of excluding all Capital gains and capital losses from con-
sideration I

Mr. GREGo. Senator Reed, I imagine it would increase the revenue
in the long run. However, I yield to Mr. McCoy on that. Have you
made an estimate, Mr. McCoyv I... u

Mr. McCoy. I was consulted in that matter, and I think that on my
recommendation the 12-J per cent went in.

The CHAIRMAN. The Senators who were members of the committee
at the time of the passage of the bill in 1921 will remember that this
very subject was discussed for days and days. Doctor Adamd was;
1 suppose, the most insistent on limiting it to 1 per cent.. He
demonstrated to the committee beyond any question of doubt at that
time that if business was to proceed in its regular way, without any
hampering at all through investments or purchases, it would only
procie by the limitation of 121 per cent upon the gains. That is the
reason it was adopted in 1921.

Thequestion of the English law was also discussed very carefully
at that time by Doctor Adams. Up to that time, if his informa-
tion was correct, if the information that was given to this committee
was correct, England was having a great deal of trouble before we
were in relation to capital gains and capital losses.

If there is no objection, I will ask Mr. Beaman to begin to read
section 251-if the committee wants to hear it read.

Senator SIMMoNs. Are we going to take up these provisions with
a view to studying them and acting upon them?

Senator JONES of New Mexico. I suggest that we go through the
bill and make notes of the things which we want to consider further.

The CHAIRMAN. Of course, at will be distinctly understood, even
though we approve of an amendment, that at any time any member
of the committee can call up a provision for reconsideration. And
it would not surprise me at all if there may be some amendments
offered by the drafting board on some of these provisions, or by
the committee appointed. So, whatever we aet upon now we shall
not have to cover the ground again unless some Senator or any of
the members of the committee want to refer to it.

Senator KINa. Of course, if there is any change in the substance
of the bliw in the taxing, features, that would necessarily compel us
to return to the administrative features for emendation of them.

The CHAIRMIAN. Yes. My thought is that the Senators here may
want several days-for the examination of the rates particularly-
and I did not ask the consideration of the administrative features in
the fore part of the bill, because they are the vital ones. These are
general, and therefore I thought we should go to page 144 and go
through this and then let the Senators study the rates in the bill and
also the provisions affecting those rates.

Senator WALSII of Massachusetts. Mr. Chairman, in 1921 when
the law of that year was under consideration an estimate was I be-
lieve, submitted to us of the probable loss of revenue caused by the
changes. Since that time, of course, the law has been in operation
and there have been revenues received. May we have a table show-

-11
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ing what the estimate was at that time, and what has been actually
received under the various items?

The CRAutMAN. I think that call be gotten up very quickly, call it
not, Mr. McCoy?
Mr, McCoy. I think so.
Senator WALSH of Massachusetts. I want to find out, in other

words, how accurate the estimates were that were submitted in 1921.
Mr. McCoy. I can give you the 1921 estimate.
Senator MoLEAN. It must have been put into the Congressional

Record of the debates.
The CHAIRMAN. I think it was.
Senator WALSH of Massachusetts. Then I want also what was

actually realized under the operation of the law the first year. Can
that be gotten?

,Mr. McCoy. Oh, yes. The trouble is that that was on a different
basis from the basis of the revenue as realized.

Senator WAwSI of Massachusetts. Certainly, but I would like to
have the table for whatever it is worth.

The CHAIRMAN. Mr. McCoy. you may prepare that and present
it to the committee Just as quicl:Y as possible.
, Mr. Gregg, Mr. Beaman suggests that you do this and make'any

explaoitations that you desire. ..... ' ;
,,,Mr. GRod. May I ask what procedure the committee would rather
adopt?' * f J . I ' 1

(After informal dismission.)
,Senator Kro; I resume that when you get to section 250 you will

explain the reason for striking out section 250?
Mr. Gam , I may say, to start with, that section 250 was a con-

glomeration of provisos, with as many as seven provisos in one para-
graph, and it was almost impossible to understand it. We rewrote
it, sometimes for purposes of clarity and accuracy of expression only.
I can explain those changes as we come to them.
* The CHAIRMAN. All right. Section 254.
Mr. Guxo (reading):

SEC. 254. Every corporation subject to the tax imposed by this title shall,
when required by the Commissioner, render a correct return, duly verified under
oath, of its payments of dividends, stating the name and address of each share-
holder, the number of shares owned by him, and the amount of dividends
paid to him.

Now, do you wish me to take it up and discuss it?
The CHAIRMAN. Yes. If there is any question any Senator wants

to ask, or any explanation he desires, he may say so now.
.Senator McLeAN. I think it would be a good plan to have an ex-

planation of each section in the record.
* Mr. GEoo. 'All right, sir. "lEvery personal service corporation
is stricken out, because with the repeal of the excess-profits tax the
provisions as to personal service corporations went out of the bill.

In lines 6 and 7" stockholder" is changed to "shareholder." In
the 1921 law the language generally used was "stockholder or mein-
ber." We have put in a definition of shareholder, which includes a
member in an association, and all through the law we have used the
one word "shareholder."

Senator JoNEs of New Mexico. Before you leave that, the Senate
passed a resolution early in the. session, calling on the Treasury De-

12.
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Parent for a statement of the net incomes Of ;corporations,, divi-
dends declared, etc. How is that work progressing? - , .

Mr. GREGo. We advised, as I remember, that as soon as it -was
prepared it would be submitted to the Senate. Is not that the
reply-

Senator JONES of New Mexico. I never saw any reply at all. But
even if that were the reply, I would like to know how; the work is
progressing and when we may expect a report.

Mr. GREGO. I can not answer you accurately on that, Senator. I
will look it up for you.

Senator JoNEs of New Mexico. I wish you w(,uld, please, Mr.'
Gregg.

Senator Kiro. Let me inquire whether under this section persons
who are conducting their business and putting their dividends and
other earnings into the corporation for the purpose of evading taxes,
except corporate taxes--whether this is intended to cover that. "

Mr. GRxoo. No, Sir; the sole purpose of this, section i4't allow
the Secretary and the commisioner to require corporation t6
funiish a statement of the dividends paid by them during the year,:
for the purpose of checking up on the stockholdirs to e if thk'
stockholders return those dividends. ' This' is purely a #iean' 'el0
enabling the commissioner to check' the hccurdy of tho1rettirhs
made by the individual stockholders. It has been 'in' the. liw' for
many years. You see, that is optional with the cdimission.''

Senator WALSH of Massachusetts. I was just g65tig't - "aSk ybt' does'
he resort to that authority? I' ' d e

Mr. GREGG. It has never been resorted to until aboiit't',o month
ago, .%.hen the conunissioner required complete stat~meits ,ide thi§
provision.

Senator IVALS11 of Massachusetts. From all corporation?'S '
Mr. GREGG. From all corporations- yes, sir
Senator JO Es of New Mexico. Why is thit left in the disciretfon

of the commissioner?
Mr. GREGG. Ordinarily it is not necessary to have these returns.
Senator JONES of New Mexico. Why? .
Mr. GREGG. Our agents can check the books of the corporations and

get these statements, and then check up against the individual's re-
turn.

Senator JONES of New Mexico. 'Would it not aid those agents very'
materially and make very much less work for them I

Mr. dInEoo. Well, it is a decided burden, Senator, on a corpora-
tion with fifty or sixty thousand stockholders to make those returns,
as many as four times a year, giving the name of each shareholder,.
his address, and the amount'of dividends paid t6 him dtirifid the
year. -

Senator JONES of New Mexico. It is nothing in the *world but
copying from the books, is it?

3r. GREG. That is trite; it is clerical work, but it is quite a burden
at that.

Senator JO.NES of New Mexico. You say it is quite a burden. De-
fine that to some extent.

Mr. Gtro. Well, when we put it into effect two months ago we
got such a storm of protest as to the work involved that we hifd to
postpone the requirement for the submission of those returns.
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Senator JoNEs of New Mexico. Those corporations have a list of
their stockholders and the number of shares owned by each, have they
not?

Mr. GRnw. Yes, sir.
Senator McLEAN. It is required now. Is it likely to be a perma-

nent requirement?
Mr. Gitwo. I doubt that it will be a permanent requirement, be-

cause of the burden that it involves.
Senator KiNG. You are not making it retroactive?
Mr. QG m. No, sir. The dividend payments are matters con-

cerning which it is comparatively easy to check up on the individual
stockholders.

Senator KING. Would it not aid the Governmnet materially and
prevent fraud if the suggestion made by Senator Jones were car-
ried out?

Mr. GRaEm. I do not think so. We have very little trouble with
the matter of dividends from corprations being returned by the
stockholders. They are practica always returned. These re-
turns of information are such a burden that we try to cut them
down in every instance possible. Ownership certificates were re-
quired to be filed with reference to interest payments, and they
were such a burden that we cut them down as much as we could
without jeopardizing the Government's interests.

Senator JONFS of New Mexico. Will you tell us what you mean
by those interest payment certificates?

Mr. GREGo. They were certificates or returns that a bondholder
had to fill out when collecting interest on his bonds. All those
certificates were filed with the department and were then checked
against his return to see if he returned as income the amount of
interest which he collected on the bonds during the year. That was
the effect of that provision.

The CHAIRMIAN. I noticed in this morning's paper, I think it was,
that the Secretary had modified that order so as to require only
the stockholders whose dividend was above $500 to make it.

Mr. GREaG. That was brought about by the burden that was im-
posed upon the corporations as well as the department in checking
the return matters against the individual stockholders.

Thle CHAIRMAN. It would be a.good thing, would it not, to find
out just what the dividends ftre throughout the country, even if it
should be rather burdensome at this time? I do not think it would
have any particular effect upon the revenue, but it would give us
information that we have not got.

Mr. GREao. We can get that information from the corporations.
Whenever we want it in an individual case, we can get it.

Senator Kido. Let me inquire whether there had been evasions,
frauds, and concealments by stockholders of corporations which in-
duced the recommendation here that we give the authority to the
commissioner to require it?

Mr. Gitrio. No, sir; there has been very little failure by stock-
holders to return dividends. It has been negligible, because it is
something that can be checked so easily. As I say, this provision
has been in the act; it was in the 1921 act, the 1918 act, and how
much further back I do not know. But it has never been enforced
until recently.
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Senator KiNG. What prompted the commissioner to put it in
force?

Mr. GREGO. I can not say just what the idea was behind it.
Senator KINo. Had any evils arisen or had they discovered any

fraud or evasion which prompted the change in the policy?
Mr. GREGG. It was not prompted by the matter of fraud or evasion

on the part of the individual stockholders. However, I will be glad
to find out just what occasioned the order. It was purely an ad-
ministrative order, and I am not particularly familiar with it.

The CHAIRMAN. You may proceed with section 255.
Mr. GREGG (reading):
SEC. 255. Every person doing business as a broker shall, when required by

the Commissioner, render a correct return duly verified under oath, under such
rules and regulations as the Commissioner, with the approval of the Secretary,
may prescribe, showing the names of customers for whom such person has
transacted any business, with such details as to the profits, losses, or other
information which the Commissioner may require, as to each of such customers,
as will enable the Commissioner to determine whether all income tax due on
profits or gains of such customers has been paid.

There is no change in that section, except the change of "indi-
vidual, corporation, or partnership" to "person."

Senator REED of Pennsylvania. Has that power been utilized?
Mr. GREGO. No, sir; never.
Senator KING. Let me inquire whether you have discovered that

any or any considerable number of brokers throughout the United
States have failed to register or be licensed as required by law?

Mr. GREGO. No, sir. You see, that is something that is very
easily checked. The tax is very small from $50 to $150.

Senator KINo. Do you get these bucket-shop brokers as well as the
legitimate brokers, so called?

Mr. GREGO. Yes, the individual brokers pay the tax. We get prac-
tically all of them. There has been no evasion. It really would not
be worth while evading it.

Senator KINo. Do they keep records of their transactions so that
you can get any information from them?

Mr. G-REGO. I think their records are usually complete. Of
course, that depends upon the individual case. We7 ocasionally find
cases where the records are not complete, but we have never had any
difficulty in getting what information we wanted.

Senator KING. You have difficulty if you seek to obtain informa-
tion from the exchanges, do you not, as to the business done by. the
brokers upon the exchanges?

Mr. GREGO. I do not remember that the department has ever made
any attempt.

The CHAIRMAN. Not as to the gains, but as to the individuals who
initiate the transaction. I do not think the exchanges generally-I
am quite sure it is true as to the New York Exchange-keep the
name of the party selling the stock or the name of the party who
purchases it. All they keep is just simply the transaction.

Senator JONES Of New Mexico. Would it not be a good idea right
in this connection to require such accounts to be kept by these
brokers?

902----- 2
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Mr. GREo. We have authority over in the general administrative
sections, Senator Jones, to require the keeping of any necessary
books and records. It is a general power. We can require anyone to
keep sufficient records to enable the department to determine tax
liability.

The CHAIRMAN. I think they keep records now sufficient to deter-
mine that.

Mr. GREo. In other words, it gives us power to require the keep-
ing of such records as are really necessary.

Senator KING. Of course the stock exchanges have no tax liability,
as I understand it. If I am in error-

Mr. GREGG (interposing). Yes, I think you are. The New York
Stock Exchange is liable to tax on its income, I know.

Senator JONES of New Mexico. Have these brokers kept such ac-
counts as are referred to here, of which you have any knowledge?

Mr. Gitoo. As I said, Senator Jones, this provision only comes
into effect when the commissioner with the approval of the Secretary
shall prescribe, and it has never been brought into effect.

Senator JONES of New Mexico. I understand, but do those brokers
keep the information which you could get if you asked for it?

Mr. GREGG. I think the majority of them do.
The CHAIRMAN. I think all the brokers do.
Mr. GREGG. There may be individual cases where the record would

be incomplete, but I think that as a general proposition they have
sufficient records.

Senator McLEAN. A broker has to keep a record of every trans-
action.

Senator REED of Pennsylvania. The ledger account with every
customer would show that.

Senator WATSON. They could not do business unless they kept some
sort of record.

Senator MoLEAN. The exchange keeps a record of every transfer
of every stock, the name of the broker representing the purchaser
and the seller, but not the party owning the stock.

Senator JONES of New Mexico. Do you think, Senator, you could
go to any broker and find out. from his books what the losses and
gains of any individual customer were?

Senator MCLEAN. Oh, no doubt about it.
Senator KING. With the exception of the bucket-shop brokers--

.many of them.
Senator McLEAN. Any legitimate broker.
The CHAIRMAN. I think the bucket shops keep it too.
Senator REED of Pennsylvania. They could not run their busi-

ness if they did not have such an account.
Senator McLEAN. A respectable broker, of course, has to furnish

his customer every year with a complete statement of every trans-
action, for income-tax purposes..

Senator SIMMONS. When an individual reports that he has sus-
tained a certain loss on a transactionyou can go to the broker through
whom he operated and ascertain whether he did sustain that loss?

Mr. GREGG. Yes sir.
Senator KING. have you had occasion to make any inquiries to

determine whether the losses reported by taxpayers are true -.
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Mr. GREGG. You see, we adopt the other course andido not generally
do as suggested by Senator Sinmons. Rather tlian.g'to ille brokerto see if ]iis statement is true, we can disallow the los's and miake'the
taxpayer come in with the broker's record and prove that, it is co r-
rect if we are doubtful about it.

Senator SImMoNs. That saves you trouble?
Mr. GREGG. Yes, sir; it saves us the burden of taking tjie.initiative.
Senator KING. I think that is where the burden of proof should. be.
Senator REED of Pennsylvania. Furthermore, y0u require, the per-

son to state through whom the transaction was conductedV
Mr. GREGG. Yes, sir.
Senator MCLEAN. How do you trace transactions in coupon bonds

that are not registered? Do you have any trouble there?
Mr. GREGG. No, sir; we have these ownership certificates, requir-

ing the owner of the bond to file a certificate at the time he collects
the interest and the certificate is attached to his return, and we can
trace it back.

Senator CURTIS. And they do not pay it unless that certificate is
made out?

Mr. GREGG (reading):
Si:c. 256. All persons, in whatever capacity acting, including lessees or mott-

gagor4 of real or personal property, fiduciaries, and employers, making payment
to ii ioth.r person. of Intere.st, rent. salaries, wages. premiums, annuities, com-
pensatlons, remunerations, emoluments, or other fixed or. determinable gains,
profits. and income (other than payments described in sections 254 and 255),
of $1.() or more in tiy taxable year. or, In the case of such payments made by
the United Stttes. the officers or employees of the United States hitilng infor-
mation as to such lalyments and required to make returns In regard thereto by
the regulations hereinafter provided for, slall render a true and accurate
return to the commissioner, under such regulations and in such form and man-
ner and to such extent as may lie prescribed by him with the approval of the
Secretary. setting forth the amount of such gains, profits, and Income, and the
name and address of the recipient of such paynient.

Such returns may he required. regardless of amounts, (1) in the case of pay-
ments of interest upon bonds, mortgages, deeds of trust, or other similar obli-
gations of corporations, and (2) In the case of collections of items (not payable
in the United States) of interest upon the bonds of foreign countries and
interest upon the bonds of and dividends from foreign corporations by persons
undertaking as a matter of business or for profit the collection of foreign pay-
ments of such interest or dividends by means of coupons, checks, or bills of
exchange.

When necessary to make effective the provisions of this section the name and
address of the recipient of income shall be furnished upon demand of the
person paying the income.

The prorIsions of this section shall not apply to the payment of interest on
obligations of the United States.

Senator REED of Pennsylvania. That section is pretty generally
ignored, isn't it?

Mr. GnEo. The first part of it is pretty closely followed, Senator
Reed. The returns of information by employers making payment
of salaries of $1,000 or more are filed very generally and are very
accurately checked against the individual.' That is really the only
information return which is of any value to the department.

Senator RUD of Pennsylvania. How about rent?
Mr. GREGG. Yes; we get the returns on that.
Senator KINo. Does this section require the lessee to make a re-

turn of the rents which he pays during the year if they exceed
$1,000?
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'Mr. QrLoo. To the lessor; yes, sir. However, where one person
makes a payment to another person he often does not make the re-
turn required here. . Where a concern pays salaries to several em-
ployees, that is a. case where the return is almost always made and
where we check it accurately, particularly the large employers.

Senator KING. That is the existing law?
Mr. Gm. Yes, sir.
Senator GEmnY. What is the special object of having these returns

made by the lessee?
Mr. GREGG. It is just a means of checking, to see'whether the in-

come is returned by the recipient. The type of case where it is most
general' used is tle case of the large employers making returns for
a large number of employees.

Senator JONES of New Mexico. My recollection is that the forms
have never provided for any such information.

Senator GERRY. Would it not require a tremendous tniount of
bookkeeping to carry that out? Is not that useless?

Mr. GREGG. We have never had any trouble with it.
Senator GERRY. Is it really enforced or carried out.?
Mr. GREGG. It is not carried out in the case of an individual who

may make a payment to some one person. It it carried out in the
case of a corporation making payments to many people, as of wages
and salaries.

(After informal discussion as to further procedure:)
Mr. GReG. Section 257 I think I had better read.
The CHAIRMAN. Let that go over.
Senator WATSoN. Why let it go over?
Senator SIz.oNxs. That is one of the important sections. We

might discuss it a little bit.
The CAIRMAAN. There are :o many of these that I thought we

could get out of the way, and this is one of the vital things which I
thought we had better'let go over until we get the balance of the
bill, because it. is about the only thing there will be any discussion
on in my opinion.

Mr. Giuoo. Shall I pass section 257, Mr. Chairman?
The CHAIRMAN. Yes.

•Mr. GimoE. Section 258 merelv prescribes that the commissioner
-shall publish statistics of income, with which publication you are all
familiar. That is existing law.

Section 259 is the existing law. It deals with the returns of people
undertaking as a matter of business the collection of foreign pay-
ments of interests 6r dividends, etc.

Section 260 is the existing law. without any change.
Section 261 deals with the income of citizens in the possessions of

the United States.
The CH r4 MAN. I have an amendment suggested by some man

living in the Philippine Islands, but I do not think, we need take
it up now.

Senator KINo. Let me inquire in regard to th t. What tox do we
collect under this law from the inhabitants of the Philippine Is-
lands?

Mr. Gimoo. As a matter of fact, in. the Philippines they have
power to amend this law so far as its effect in the Philippine Islands
is concerned. and I understand that it has recently been entirely
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amended by the Philippine Legislature as to its effect in the Philip-
pine8..

Senator KiNo. By that do you mean that they have suspended this
law as far as their country is concerned?

Mr. GREGG. Substituted another one for it; yes, sir.
Senator McLEAN. Does the substitute result in the receipt of any

income by the United States?
Mr. GREGG. No. sir. You see, we have never gotten the money

from it anyway.
Senator SItmoNs. In other words, when we are passing a law

to apply to the islands, the islands have the right to change that
in any particular they see fit.

Senator MoLEAN. WCe have a lot of their bonds, which we are
morally obligated to pay, I suppose. I did not know whether there
was any provision made in the Philippine law for a sinking fund
or anything to take care of those bonds. I do not suppose there is.

Mr. GnEGo. Section 262 is substantially the same as existing law,
and provides for a tax of the incomes of persons living in the pos-
sessions of the United States.

Section 263 is the provision of the existing law under the China.
Trade Act of 1922.

Senator KIxo. Returning to section 262, would that apply to the
Philippine Islands?

Mr. GRFO. Yes, sir.
Senator ERNST. Everything except the Virgin Islands?
Mr. GREGM. Everything except the Virgin, Islands.
Senator Gr:init. Why are the Virgin Islands especially exenipted"
Mr. Gil-Go. 'itey collect their own revenues. There is an appro-

priation act which provides that the entire revenue collected from
the Virgin Islands shall go to the use of the Virgin Islands, andy
for that reason it was excepted. That wias a provision of some naval
appropriation act.

The section with reference to China Trade Act corporations is the
seine as existing law. '

Senator KuIN. Has that been found to work satisfactorily?
Mr. GuEGG. No, sir. The people who were after the Chinla Trade-

Act were behind this and asked for this. and when this exemption
was given to them it was not what they wanted. They want a much
broader exnimlition than this is. and they are bringing a new bill
before the Judiciary Committee of the "House asking for amend-
nients to this.

Senator Kim'o. Do we get any revenue now from persons who oper-
ate under the China Trade Act?

Mr. GIrEGO. Yes, sir: to the extent that the stock of the coik ora-
tion is held In others than Chinese resident in China or Americans
resident in China, we get the tax from it.

Senator KING. Do vou find any evasion under which American
investors put their capital in the name of the Chinese or aliens?

Mr. GRxEm. We have not found any. That is subject to pretty
close regulation by the l)epartme nt of Commerce.

Senator ,ox:s of New Mexico. What is the difference between this.
China trade act and the law as to foreign trade generally?

Mr. Gnti.o. heree is no corresplon(iing law "as to foreign trade
generally.
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Senator JoNEs of New Mexico. What is the effect of this section"?"
Mr. GRo. The American citizen deriving income from sources"

without the United States, whether he is in the United States or.
outside of the United States, and a domestic corporation deriving
all of its income from sources without the United States is taxed.
This provision, however, gives exemption to corporations organized
under the China trade act of 1922 deriving their income from sources
within China, the exemption being based upon the percentage of
stock of such corporation which is held by citizens of China resident
in China or citizens of the United States resident in China.

Senator WATSON. If any member of the corporation is a resident
of the United States, why then he is taxed.

Mr. GREGG. To that extent the corporation does not get the ex-
emption.

Senator JONES of New Mexico. Then it is an advantage to owners
of stock in corporations doing business in China to become residents
of China, is it?

Mr. GihFto. It was designed primarily to encourage investment by
Chinese resident in China andc by Americans zesient in China in
our corporations. It was an attempt to put the American corpora-
tion trading in China on the same basis as the English corporation
with reference to the attractiveness of the investment by Chinese
and Americans resident in China.

-Senator KINo. The contention was made, Senator, that the Chi-
nese would invest in English corporations rather than American,
because they did not have any interest in American State charters
or Alaskan charters and they wanted United States charters. More-
over, the English escaped taxation and the Americans were taxed to
the full amount of the capital.

The CHAIRMAN. The Englishman was exempt from taxation.
Senator KINo. You have derived some revenue from this provi-

sion?
Mr. GREo. Yes, sir. To put it the reverse way, they have gotten

very little exemption. I V
Mr. BEAMAN. Very few corporations have been organized, because

the exemption given by this bill was not sufficient.
'The CHAIRMAN.. The 80 per cent was not enough.
Senator WATSON. In other words, it was not sufficient to put them

on a level with English corporations doing business in China.
Mr. GnEoG. That is what they say.
Mr. BrEAAN. In other words, what they really wanted was an

exemption to permit people living there to put their money in there.
Senator JONES of New Mexico. It strikes me that this matter ought

to be taken- up with the English Government and have that special
provision eliminated from both countries.

The CHAxxAN. But England does not propose to do that.
"Mr.. GREmo. That is the general policy of the English taxing law.

They do not tax income of their citizens, resident outside from
sources outside of England, which is contrary to the basic theory of
our income tax law.

Senator JowE of Noew Mexico. Then why should we single out
China in order to make an exception?

Mr. GRFG. It was singled out just to encourage trade with China.
There is no income tax in China, nor, so far as English companies
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are concerned, is there any English tax. As to m6t other coluitries
there 'is an income tax. For that reason China stands in a p iliar
posifi6n. '" I. .... y ..

Senator JONES of New Mexico. I have my doubts about the policy.Mr.Giipo. Section 270 begins the provisions as to the payment of
the tax. I will run over these provisions, stating what they, do and
Wherein they differ from the existin law."

The CHAIRMAN. Turn back to section 144, and you can follow it.
Mr. Gitwo. It is very difficult tb follow it from 144, because it

is so cut up. As Mr. B~eaman said, it was a patchwork job.
The CHAIMA. Then you may read it and make your explanation.

*Mr. GEoo (reading):
Sw. 270. (a) Except as provided in subdivisions (b), (c), and (d) ot this sec-

tion the total amount of tax imposed by this title shall bepaid-
(1) In the case of a taxpayer, other than a nonresident alien Individual, and

other than a foreign corporation not having an office or place of business in
the United States, on or before the 15th day of March following the-close of
the calendar year, or,. If the return should be made on the basis of a fiscal
year, then on or before the 15th day of the third month following the close
of the fiscal year; and

The effect of this is the same as the existing law. [Reading:]
(2) In the case of a nonresident alien individual, and of a foreign corpora-

tion not having an office or place of business In the United States, on or before
the 15th day of June following the close of the calendar year, or, if the return
should be made on the basis of a fiscal year, then on or before the 15th day
of the sixth month following the close of the fiscal year.

That is the same as the existing law. [Reading :]
(b) (1) The taxpayer may elect to pay the tax in four equal installments,

in which case the first Installment shall be paid on or before the date prescribed
In subdivision (a) for the payment of the tax, the second installment shall be
paid on or before the 15th day of the third month, the third Initallment on
or before the 15th day of the sixth month, and the fourth installment on or
before the 15th day of the ninth month, after such date.

The effect of that is the same as the existing law. [Reading:]
(2) If any installment is not paid on the date fixed for its payment, the

whole amount of the tax unpaid shall be paid upon notice and demand from
the collector.

That is the same. If the taxpayer falls down in one payment, the
entire tax becomes due. [Reading:]

(c) (1) At the request of the taxpayer, the Commissioner may extend the
time for .payment of the amount determined as the tax by the taxpayer, or
any Installment thereof, for a period not to exceed six months from the date
prescribed In subdivision (a) or (b) for the payment of the tax or an In.
stallment thereof. In such case the amount in respect of which the extension
is granted shall be paid on or before the date of the expiration of the period
of the extension.

The effect of that is the same as the existing law.
Senator KiNG. Can you grant the extension without the payment

of interest?
Mr. GRGG. No, sir; the next section covers that. [Reading:]
(2) If the time for payment is thus extended there shall be collected, as a

part of such amount, interest thereon at the rate of 5 per centum per annum
from the date when such payment should have been made if no extension
had been granted, until the expiration of the period of the extension.
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The existing law states the rate of interest, but it is indefinite,
and you have sometimes two rates of interest, 12 per cent and 6 per
cent, under the existing law. • That was inadvertently done, but it
is done, nevertheless.

Senator Joxs of New Mexico. Who suggested the change of the
rate to 5 per cent per annumI

Mr. GREGG. From 6 per cent to 5 per cent? We have all through
the bill, Senator Jones, changed the rate of interest from 6 to 5.
In other words, it is a rate which more nearly represents payment
for the use of money and has not the element of penalty in it. We
pay 5 per cent interest on refunds and collect 5 'per cent interest on
deficiencies. It has been made uniform throughout the bill.

Senator JoNEs of New Mexico. Does not that enable many tax-
payers to get money at a very much lower rate of interest than the
current business rate, and is that advisable? Is not this an induce-
ment to taxpayers to get an extension?

Mr. Goo. Well or course a man has to give a valid reason for
an extension. He does not have a right to an extension; he requests
an extension.

Senator Jowms of New Mexico. Suppose he gives the reason that
he has not got the money.

Mr., GREGG. Well, that is not a sufficient reason.
Senator Jonts of New Mexico. Then if he has the money, why

can't he pay?
Mr. GREGG. The usual case of ani extension is where the party is

out of the jurisdiction. The extension of time for payment of an
installment is very seldom used. They say it is used about 20 times
a year, and usually in the case of a taxpayer abroad or something
of that sort. Sometimes he can not make his return.

Senator JoNxs of New Mexico. It really is not a very important
matter?

Mr. GREG. It is not an important matter at all; no, sir.
Senator McLCAN. In the past you have exacted 6 per cent, have

yqu not?
Mr. GP~w. Yes, sir.
Senator McLEAN. And that being so, the probabilities are there

has Ieen no invitation for anyone to hold back. But if you reduce it
to 5 per cent, you are holding out an invitation that has not hereto-
fore existed.

The CHAImmAN. But he is liable to penalties, too, you know.
Senator KiNo. I move to strike out 5 per cent and insert 6 per cent.
Mr. GREG. We have the right to supervise, you see, and pass upon

the merits of the claim for extension. If there is no valid ground
for the extension, it is not granted.'

Senator MotzxN. But suppose you should reduce it to 4 per cent ?
Mr. GREGG. Five per cent is an attempt to get at approximately the

rate the Treasu is paying on its loans. We set 5 per cent as being
a fair rate for the use of the money and representing no element of
penalty.

Senator KINo. Would it not be a misfortune and dislocate the
working of the Treasury if you made the rate of interest so low as
to induce people to avail themselves of the opportunity of borrowing
and thus deprive the Treasury of the money?

22



REVENUE ACT OF 1924. 28

Mr. GnEoo. It could not be done. You see, they have to give a'
valid reason for the extension.

Senator JONES of New Mexico. What is the objection to raising
this to 6 per cent?

Mr. GiREo. I have none. It is not important.
Senator McLEAN. Most taxpayers in the States pay more. In my

State they have to pay 10 per cent.
Senator WATsoN. I ask for the question on Senator King's motion.
(The motion by Senator King to substitute 6 per cent for 5 per

cent was agreed to.)
The CHAR'AN. Proceed.
Mr. GRmxI. Subdivision (d) relates to the case of withholding

agents. They are really collecting agents for the Government, and
they should pay it right over to the Government. They should not
be allowed to pay in- installments or anything of that sort.

Mr. BEAMAN. Furthermore, those sections referred to in this pro-
vide when the tax shall be paid.

Mr. GRE o. Section 271 is merely introductory to the follow-
in--tenator GERRY. Why should not that be made a time certain f

Mr. GREGo. It is later. The period of limitation is prescribed
later. (Reading:]

S c. 272. If the taxpayer has paid as an Installment of the tax more than'the
amount determined to be the correct amount of such Installment, the excess
shall be credited against the unpaid Installments, If any. If the amount already
paid, whether or not on the basis of installments, exceeds the amount deter-
mined to be the correct amount of the tax, the excess shall be credited or
refunded as provided In section 281.

That refers to the case where the commissioner examines the
return before or after the last installment is paid and sees that the
taxpayer has overpaid.

•Senator Jos of New Mexico. That would be involved in con-
nection with this reduction of taxes which we were discussing yester-
day. I understand there are some taxpayers who have paid their
taxes for this year already.' If they pay in installments and we pass
a law deducting 25 per cent, they get back that reduction on subse-
quent payments under this provision?

Mr. GREGG. That would probably be true, Senator Jones. To be
more specific, however, we provide specifically in that case for the
crediting of the overpayments against the next payment.

Senator JoNEs of New Mexico. It was proposed yesterday that we
pass a resolution through the Congress, without delay, providing that
this might be done.

Mr. GC oo (reading):
Sac. 273. As used In this title the term "deficiency "means-
(1) The amount by which the tax Imposed by this title exceeds the amount

sho*n as the tax by the taxpayer upon his return; but the amount so shown
on the return shall first be Increased by the amounts previously assessed (or
collected without assessment) as a deficiency, and decreased by the amounts
previously abated, credited, refunded, or otherwise repaid In respect of such
tax; or

(2) If no amount is shown as the tax by the taxpayer upon his return,'or
If no return ti made by the taxpayer, then the amount by which the tax
exceeds the amounts previously assessed (or collected without assessment) as
a deficiency; but such amounts previously assessed, or collected without assess-
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meat, shall first be decreased by the amounts previously abated, credited,
refunded, or otherwise repaid in respect of sucA tax.

That is just to cover the case when no return is filed.
Senator SIMMONS. Is that entirely new?
Mr. GREGG. There is a definition contained in the existing law,

but it is inaccurate.
Senator SiMONs. This is just a rewriting of it?
Mr. GREoo. Yes, sir.
Senator SIMMoNs. But it covers the same thing?
Mr. GREo. It covers the same thing as the existing law.
Senator KINo. The purpose of this is to determine whether there is

a deficiency in the payments tendered by a taxpayer, and to define
just what the deficiency is?

Mr. GREGo. Certainly and accurately; yes, sir.
Senator KINo. And to make application of amounts in excess to

unpaid taxes which are due for the year.
Mr. GRG . It is to provide for the collection of any money that

is not paid, or to refund any amount that is overpaid, stated gen-
erally. [Reading:]

So. 274 (a) If, in the case of any taxpayer, the Commissioner determines
that there is a deficiency in respect of the tax imposed by this title, the tax-
payer, except as provided in subdivision (d), shall be notified of such defi.
ciency by registered mail. Within 30 days after such notice is mailed the tax-
payer may file an appeal with the Board of Tax Appeals established by sec-
tion 900.

This is new, because the Board of Tax Appeals is new. Shall I stop
now, Senator Smoot, to make an explanation about that Board of
Tax Appeals?.

Senator KINo. I should like to know what that is. I have as-
sumed that we would create some sort of judicial tribunal that would
pass upon these refunds and claims for refund instead of permit-
ting millions to be paid out as we have been doing in the past. And
if this is to answer the purpose I had in mind, a board of review, I
should be very glad to have that explanation now.

Mr. GREGG. The bill provides for a Board of Tax Appeals, an en-
tirely new body. This board, I might say, is entirely outside of the
Treasury Department. It is to be appointed by the President, with
the" advice and consent of the Senate. The members range from 7
to 28 in number, not less than 7 and not more than 28. It is divided
into divisions of 3--

Senator JoNEs of New Mexico. Who determines the number?
Mr. GREGG. The President, the appointing officer. The reason for

that large variation, Senator Jones, is that right now we have an
accumulation of excess-profits tax cases that it will take, I should
estimate, a couple of years to get rid of, and we will need a large
board to dispose of them. After we have disposed of those cases
the necessity for a large board will pass and the number can be
reduced.

Senator JoNEs of New Mexico. Are these members of the board
appointed for a definite length of time?

Mr. GREGG. They are appointed for 10 years, but the original ap-
pointments may be for 2, 4, 6, or 8 years. Any reappointment will
be for 10 years.

Senator McLEAN. What is the salary?
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Mr. GREGG. $7,500. The Treasury Department recommended
$10,000.

Senator SimmoNs. Let me understand that. There may be 28
members, you say?

Mr. GREGG. Yes, sir.
Senator SI Mo s. And you say that because of this vast accumula-

tion of excess-profits tax cases you would probably need a large com-
mittee right now?

Mr. GREGG. Yes, sir.
Senator SiMMoNs. Suppose the President should appoint 28 of

them now in this present emergency. Now they would get through
with that within a year or two. Have we then got to continue those
28 men in office for 10 years?

Mr. GREo. No, sir; the original appointments may be made for
only two years.

The CHAIRMAN. Is there any provision in the law that there shall
be a certain number appointed only for two years?

Mr. GREOO. No, sir; that is not stated definitely.
Senator WATSON. If we ever get 28 of them in there, there will be

28 there as long as we live.
Senator JoNEs of New Mexico. I suggest that you propose some

other solution of that for our consideration.
Mr. GREGo. Let me give you this, gentlemen. At the present time

we have a committee on appeals and review dealing with these same
questions, but just as to the income tax. On that committee there are
24 members, and they handle just the income-tax cases-----

Senator SIMMONS. But they do not have a term of 10 years?
Mr. GumG. No, sir.
Senator SMMONS. They are Treasury employees, are they not?
Mr. GREGo. Yes, sir. But there are 24 of them now doing prac-

tically the same thing with reference to income-tax cases-
Senator WATSON. Then what becomes of this Board of Appeals

and Review that you have now?
Mr. GREGG. It won't be necessary then.
Senator WATSON. Those men are sent back to their previous

positionsI
Mr. GREG. In the bureau, .or possibly some of them will go to

the board. I don't know.
Senator MoLEAN. How many of them are required to constitute

a court-to pass upon a claim?
Mr. GRE . In theproposed bill, or in the present law?
Senator MCLEAN. In the proposed bill.
Mr. Gum. In the proposed bill they are divided into divisions.

of three.
(After informal discussion:)
The CHAIRMAN. I am quite sure we can not cover this subject this

morning. Let us pass this over. The committee will stand ad-
journed until 10 o'clock to-morrow morning.

(Whereupon, at 11.52 o'clock a. in., the committee adjourned to
meet at 10 o'clock a. m. to-morrow, Saturday, March 8, 1924.)





SATURDAY, MARCH 8, 1924.

UNITED STATES SENATE,
CommiTTEE ON FINANCE,

Wahington, D. 0.
The committee met in executive session at 10 o'clock a. m. in the

hearing room of the Senate Finance Conunittee, 810 Senate Office
Building, Hon. Reed Smoot (chairman) presiding. _

Present: Senators Smoot (chairman), McLean, Curtis, Watson,
Reed of Pennsylvania, Ernst Stanfield, Simmons, Jones of New
Mexico, Gerry, Harrison, and ki

There also were present: A. Gregg, special assistant to the
Secretary of the Treasury; M. Beaman, legislative draftsman of the
House of Representatives; F. P. Lee, legislative draftsman of the
Senate- and J. S. McCoy, special adviser to the Finance Committee
of the Senate.

The CHAIRMKN. The committee will come to order. Mr Gregg,
will you proceed with your statement?

STATEMENT OF A. W. GREGG, SPECIAL ASSISTANT TO THE SEORE-
TARY OF THE TREASURY, WASHINGTON, D. C.-Continued.

Mr. GRFG. I will read section 275 (a), which appears on page
172. [Reading:]

If any part of the deficiency is due to negligence, or intentional disregard of
rules and regulations but without intent to defraud, 5 per centum of the total
amount of the deficiency (in addition to such deficiency) shall be assessed,
collected, and paid in the same manner as if it were a deficiency, except that
the provisions of subdivisions (e) and (f) of section 274 shall not be applicable.

The existing law imposes a flat penalty of 5 per cent and in-
terest at the rate of 1 per cent a wonth; that is 12 per cent a year.
The department being several years behind in auditing returns,
the result of the present pro _sion is that the interest sometimes tuns
up to 24 to 36 per cent, making the penalty out of proportion, to
the offense. So, 4we cut the penalty to just 5 per cent, which is
sufficient for negligence.

Paragraph (b) of the same section reads:
If any part of the deficiency is due. to fraud with intent to evade tax, then

50 per centum of the total amount of the deficiency (in addition to such defi.
ciency) shall be so assessed, collected, and paid, in lieu of the. 50 per centum
addition to the tax provided in section 3176 of the Revised Statutes as amended.

That is the same as the existing law. Section,276 f(a) reads:.)
(1) Where the aniount determined by the taxpayer hs' the tax impoid by

this title, or any installment thereof, or any part of such amount or Install-
ment,, is not paid at the tipe prescribed for its .payment, there sbpU be q0-
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elected as a part of the tax, interest upon such unpaid amount at the rate of
I per centum a month from the date prescribed for its payment until it is
paid.

Senator SIMMONS. Let me aik you a question about that 50 per
cent. Suppose you impose that in a case where the taxpayer claims
that he was not defrauding, but you find that he was, what oppor-
tunity has he to show that you were mistaken?

Mr. GREGG. He has two opportunities under this bill. He has
the right to appeal to the Board of Tax Appeals before paying the
tax or penalty. Then, should the Board of Tax Appeals decide
against him, he has to go into court after filing a claim for refund.

Senator SIMMONS. Does he have an opportunity to get into court?
Mr. Gitxo. Oh, yes.
Senator KINo. Where is the provision for court procedure?
Mr. GRFIG. The provisions of the law allow both the Government

ald the taxpayer to appeal to the court from the board's decision.
Senator J-oNs of New Mexico. In case of absolute fraud, there

ought to be a pretty severe penalty.
The CHAUxmAN. We discussed that, and we thought that 50 per

cent was the minimum we ought to impose.
Senator KiNG. Is section 8116 of the Revised Statutes the general

statute-
Mr. GRo (interposing). That is the general statute imposing

a penalty for fraud.
Senator SIMMONS. Who makes the first decision on that?
Mr. GPWG. The commissioner himself upon an examination of

the returns. I should say some one acting for him, of course, does so.
Senator SxftmoNs. I doubt very much whether a subordinate ought

to have the power to decide that a man is guilty of fraud when it
results in such a heavy penalty being imposed. I think a more re-
sponsible official ought to do it.

Mr. GRFAw. Such a decision is, of course, approved by the com-
missioner.

Senator WATSON. Are there many cases?
Mr. Gaxuo. Very few.
Now, coming back to section 276 (a). [Reading:]
(1) Where the amount determined by the taxpayer as the tax imposed by

this title, or any installment thereof, or any part of such amount or install-
ment, is not paid at the time prescribed for its payment, there shall be col-
lected as a part of the tax, interest upon such unpaid amount at the rate of 1
per centum a month from the date prescribed for its payment until it Is paid.

That is in the case of delinquency. The existing law imposes a flat
penalty of 5 per cent and interest at the rate of 1 per cent a month,
which is a very heavy penalty; so the House bill cuts it down to .1
per cent a month.

Senator SiMMONS. That contemplates a case where the delinquent
fails to pay by the result of his negligence; but suppose the delin-
quent fails to pay because of inability?

Mr. GRn o. It is the same.
Senator SIMMoNs. But the question I am raising is whether that

ought to be the same.
Mr. Gwo. There is a provision for an extension of time.
Senator SiMmoNs. This is a very heavy interest charge to place

Upon him during the time that he is not able to raise the money.,
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Senator MCLEAN. If he is solvent he ought to be .abl to get it in
the market.

Senator SIIMONs. There are plenty of cases 'where a perfectly
solvent man can not get money.

Mr. GREoG. We have a provision here allowing the. commissioner
to extend the time for payment in such cases as that.

The CHAIRMAN. At what rate of interest?
Mr. GRExo. Five per cent under the bill.
Senator ERNsT. After this 1 per cent begins to run, you mean to

say that the commissioner will then extend the time?
'Mr. GREGG. No, sir; not after it begins.
Senator McLEAN. These cases arise under a reauditing of an old

account, and in such cases where the man is solvent the commis-
sioner can allow an 18-month period in which to pay.

Senator SiMMoNs. And during that period heras to pay what?
Mr. GREW. Five per cent interest. Under the amendment which

your committe adopted yesterday, I suppose we will have to change
that to 6 per cent.

Senator KING. Where there is a reauditing and a larger amount
found due from the taxpayer to the Government and it was not the
taxpayer's fault, because he put down what he thought was proper;
in other words, the return which'he submitted he believed to be
entirely fair, but, on account of technicalities, a greater amount of
taxation is imposed, what penalty is he then subjected to?

Mr. GREGG. If there is no negligence, no fraud, there is no penalty.
An additional assessment of the tax under the 1921 act or this act
would carry interest at the rate of 6 per cent from the time the tax
should have been paid. The prior acts do not provide for interest.
That interest provision was first adopted in the 1921 act.

Senator KING. A number of persons have come to me who were
assessed large sums. Their returns had been made out by representa-
tives of the Government. They had acted in good faith. . Two or
three years afterwards they are notified that they have to pay $10,-
000 more.

Mr. GREGG. There is no penalty at all in such a case.
Senator JONES of New Mexico. This is a case where the taxpayer

himself makes his return and does not pay it and he is taxed 1 per
cent a month. I do not think that is out of the way.

The CHAIRMAN. I do not, either.
Senator JoNES of New Mexico. This is where the amount as de-

termined by the taxpayer himself is due and he does not pay it. I
think that is about right.

The CHAIRMAN. If we do not have a penalty of some kind on it,
some people will not pay their taxes.

Mr. GRoo (reading)':
(2) Where an extension of time for pa.iment of the amount so determined

as the tax by the taxpayer, or any Installment thereof, has been granted, and
the amount the time for payment of which has been extended, and the Interest
thereon determined under paragraph (2) of subdivision (c) of section 270, is
not paid In full prior to the expiration of the period of the extension, then, In
lieu of the interest provided for in paragraph (1) of this subdivision. interest
at the rate of I per centum a month, shall be collected on such unpaid amount
from the date of the expiration of the period of the extension until It ispald.

That question deals with the tax owed on the taxpayer's return,
not with an additional assessment.
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Senator MCLEAN. What is the difference between this and the ex-
isting law?

Mr. GREGG. It just clears up the inaccuracies; the principle is the
same. [Reading:]

(b) Where a deficiency, or any interest or additional amounts assessed in
connection therewith under subdivision (f) of section 274, or under section
275, or any addition to the tax in case of delinquency provided for in section
8176 of the Revised Statutes, as amended, is not paid in full within ten days
from the date of notice and demand from the collector, there shall be collected
as part of the tax, Interest upon the unpaid amount at the rate of 1 per centum
a month from the date of such notice and demand until It is paid.

This is the case of an additional assessment of a tax for which
demand is made of the taxpayer. If he does not pay within 10 days,
interest at the rate of 1per cent per month runs. The present law
provides a flat penalty of 5 per cent, plus an interest charge of 1 per
cent per month. [Reading:]

(c) In the case of estates of incompetent, deceased, or insolvent persons,
there shall be collected interest at the rate of 5 per centum per annum in lieu
of the interest provided in subdivisions (a) and (b) of this section.

In other words, this is a provision not to penalize the incompetent
for the act of the guardian.

Senator WATSON. Shall we make that 6 per cent to be uniform?
(No response.)
Mr. GREGG (reading):
(d) If a claim in abatement is filed, as provided in section 279, the provisions

of subdivisions (b) and (c) of this section shall not apply to the amount covered
by the claim in abatement.

In other words, if the taxpayer comes in with a claim in abatement
the interest charge of 1 per cent per month does not run when that
claim in abatement is filed. [Reading:]

SEc. 277. (a) Except as provided in section 278 and in subdivision (b) of
section 274 and in subdivision (b) of section 279-

(1) The amount of income, excess-profits, and war-profits taxes imposed by
the revenue act of 1921, and by such act as amended, for the taxable year 1921
and succeeding taxable years, and the amount of income taxes imposed by this
act, shall be assessed within four years After the return was filed, and no pro-
eeeding in court for the collection of such taxts shall be begun after the ex-
pirttion of such period.

The period is the same as was *adopted in the 1921 act.
Senator WATSON. Why is that in italics?
Mr. GREwo. The language in the 1921 act was different.
Senator Jo-zs of New Mexico. What does that meant Four years

would only put us back to 1920.
Mr. GREGG. The next paragraph will answer your question, Sena-

tor. (Readihg:]
(2) The amount of income, excess-profits, and war-profits taxes imposed by

the act entitled "An act to provide revenue, equalize duties, and encburage the
industries of the United States, and for other purposes," approved August 5,
1909, the act entitled "An act to reduce tariff duties and to provide revenue for
the Government, and for other purposes," approved October 8, 1918, the revenue
act of 1916, the revenue act of 1917, the revenue act of 1918, and by any such
act as amended,. shall be assessed within five years after the return was filed,
and no proceeding in court for the collection .of such. taxes shall be begun after
the expiration of such period.



UVESVP XCT _OV 11924. 81

That gppe'the'.fiveyear period, from 'the time the return, is filed
to all acts prior to the revenue act of 1921, which is carrying oit the
theoryoftherevenue'act'of,1921.i, " ,* -. -. ...

Senator JONFS of New Mekico: -That would shut out any ,claims for
the'yearb 1917 ahd! 1918, would it'not - . -

Mr.- Gmno. Yes.
end ,i, 6fts of N Me -ico. Are those all adjusted. V '

Mr. Gmoo. Thev are all adjusted or protctcd by :waiverS.,
*The 'C niA*.'Most °of them' by-waivers. ' ,
Senator ,W^Aio*. You iwouldc'not -say: most of them'?:,:
The CHAUxAOU. I think so. ..
Senator Gmi-. That special act that- we passed thkes care. of the

contertlaims? '

Mr.! G#oA:, ' matter of fat; for 1917 and 1918 there are about
24,000 unsettled, cases at the" present time. They. are-beinig adjusted
attherateofaout 14,000&month. I ,.

Senato' JoNia of;' ew -Mexieo. YeSterday some gentleman cdme
to me who wanted to talk about an amendi ent.,, I told him "it was
useless to talk about it aid 'I said to him that he would! undchibWdly
have an' opportunity to present the matter to the committee.,, Ater.
wards I did read the little statement which he 9aveie.,, 1 have not it
with me, but it related to aiAdjuttment of I eIaxw ithich 'would
enab he teinto g-'back andopfx up-the whole thing, espeially relat.
in g'tfteesilprofits taxee, atd, he thought that tht mttteir of excess
profits taxes for any one year would necessarily invblVe -the taxes
for all yksracti6Ally. '-He wanted some chaue ,iii this redpe , I
take i. , ' WhetheIrit relkftd tp this particular secton'or not, I d.hiot
now recall. - ' . ' ''

Senate# Wkxso v. Evidently the five-year period' is lonj enough .
'Senator Jo Wgsi of -New Mexico., I 'am iclined to think Joi too, but

I caught this' point, that'ih the administration of the excessLprofits
tax it really makes Very -little diffeenc, what a fellow starts ot *ith
if he keeps it up, you, know, in his 'beoks-the same aitount' of in-
vested, cipitdi, tethix with;the changes that'have beei made in it.
It w4b'itaelf 6ut'n an eqtfitable way in:,the . long run of years.

-That is.the point, as I took it, that' he had in mind. -- -. -,- '
The C mm AN. This applies to.the hereafter and'there is tiot
rbi -thdA 15' Ver' bent now' of the lains that require adjutihent' as

compared' *ith 1917; 'when thbibiil first went into 'effect. The tmi-
payer ih h6t*learning'how to-make out his tax return.

Senator &mMONs. Let me ask you one question. This section here
requires that the Government shall begin its proceedings.within'the
flve-yer'period?

Mr. Gmzao. Yes, sir.
Senator SIMMONS: And you say that a large. number of the elalns

have nbt'beet audited yetF and the five-year period- is, about to rim
ot tdi'you are'proteting those cli'ims by waivers.

Mr. Gt'o. Yes,'sit 'in so ne cases.
Senator Sn~zMONS. Supposed you do secure a waiver. *Thefive'

yeasts h h 'm out and It Gov eit is prtected by that. Wiat
do yoki J61to"rotedt thetaxpayet' hgaiist the expiration of his time'
'fol ." o. gat is t hi resolution 'whichas 'jost paid) the

House.
9020-24- 8
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.8.Senator, SImMONS.. But you have not made. any provision in this
bill for that. I , .

Mr. Gitmo. In the claim for refund e.tionweare going to put in
exactly the. same provision as in that bilLf .. . ..

Senator SIMMONS. Would it not. be just swell .o put it in this
bill I

Mr. Gnoo. Oh,,yes;,it should!be in this bill, in both tplamis and
we will take .care of that,

Senator KING. You stated that. there were sixty thousand and odd
cases for 1917 and 1910 undetermined.. Are. there.many cases .for
1920 and 1921 undetermined I . .- ,i . ! , ....? .. ,

Mr. Gvxoo. Quite a few as to the corporations. You see, you can
not determine the excess-profits tax liability for 1919, 1920, and 1921
until you have. determined it for 1917 and 1918.. Thie determination
of invested capital for the first, year determines the question for the
coming years. On the individual returns,. we sire almost current as
to the majority of them. I do not meaty that/literally,. but most, of
the 1921 -returns are ,settled. ..

:On the .matter of invested capital, if the ,Government and the
taxpayer. agree on, 1917 or .1918, then it is a matter of mathematics
to get the capital for, later years. .

senator Kw o, .f you. settle. for 1918 as the, taxpayer wants. it
instead of as the Government has probably, aid it should b :under a
pro er interpretation .of, the. lw, to, what extent will. it., mean. a
revision for later years?
. Mr. .GRoo.: We are settling for .1917 and 1918; as the department

thinks is correct. Those settlements usually.involv, an additional
assessment at least more often than they do a refund.

Senator Kino. For-the years 1919, 1920, 1921i and .1922 have they
paid upon the theory that.the Government hasadopted, or. are they
withholding taxes awaiting,.the settlement of 1917. or. 19181

Mr.:GPwe. They will usually pay. upon the same basis as they did
in 1017 or 1918, and -of course the .changes mde in, 1917. and 1918
will, determine the amounts for, say, 1921.. The,eitimaed back tax
collections for the coming year are ,approximately, $250,000,000 and
the estimated refunds are $125,000,000.

Senator. XiN., For which year? I, .

- Mr. Giwo. For whatever back ,year we a p.,working In--1918,
1919, or 1920.,: We will,refund approiunately" $125,000,000. .

Senator GaRiY., That means, a, net gain in, hle:auditing of 'the. old

yearsof1 5, 0, 0. .. . , . ..... ,-. . ..
Mr. GaMo. ,Yes....
Senator GERRtY. Novi, there is nothing in this act ,that -includes as

yet the provisions of House bill No. 2901? , .

Mr..Gxoo. Theit, ,hould cppe in, in ectioni28l. ..
- Senator SIMMOws.,You J.ust said that the 0veriment, ,was pro-

tecting itself so far as this limitation, s, c.nerned ,by securen a
waiver. Suppose the taxpayer refuses to g;ve you a waivpr.., Wh.at
do you o . , . . .

' Gsmx.-.Let me- Pt it this way..In: the', usual ',An_, tie"..a
the waiver. in is tis. The Government auditp ,the ,tapayer p
books, say for 1918 and advises him that it ap ers.thot he owe%
an additional tax., le comes and says thathe.s, .squll" 4 Howedto
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presnt additional, evidence to contest the Governmeint's claim,for
aidditioial -taxeg."'Me niay wa'ttb have it(n a4.raisil n iade;, :

Senator SIMMONs. I. unerstand that part. " ' : "' : "

Wr. Oiod.j'f'1i6'd4not, ,we * W0c'tin ihs~smfet ind kollectthe
tax. If he 'lke6i o delayy th ass ' 'to give' im timie topL
sdnt Mi evi e6theji~ e fles% 'T antrhi e 1',: "nd we hold h a 'a-
m en . ' , ,,' . .. '

Senator Si Mxo*. "I , iderstood yOu to sag that y6 wetV'hind
about si* Vi tTdusaid 'and"6dd cases. I u d~od yu to 'il by
that that you had not finally audited those ca. .
Mr. G:n,. I meant by that Oat they had'ni been finally closed.,
Senator SIMoNe. Have yoii finished your dudit . .Mr. GREG. Yes; in practically all of them.' I will get you the

exact figures.
Senator Simkixs. Are you demanding waivers in the cases where

audit has not' been made? ,''. .
Mr. Gx mo. Yes, sir; some of them.
Senator SIMoNS. In a ease of that sort, where you 'demand waiver

and the taxpayer refUSes to give it, v'hat do you lo? ... . %
Mr. GIeoo.' We have to put men oji immediately to audit the case

to see if there is any additional tix liability. If there is, we assess
the tax. . '
.'.'Senator McLN., Suppose the limitation period of five years has
runI

M., G im o.Then it is gone.
Senator SIMmoNs. My point vas that when the time limit is about

to expire there may be a great'many of those 60,000, cases that the
Government will not be able'to audit. I have Seen in the papers 'and
I have seen in testimony that the Goverhment ,is 'sec'uring these
waivers by intimidation and threats. "" ' ' ' z

Mr. GPxOo. I thifk that that' was a fair objection last &ear.
Senator S MoNS. If that is'so, it would look like the Government

were derelict rather than the taxpayers..
Mr. Gaudo. 'That is not true the year.
Senator SIMMONS. Ihave particu ar reference to the testimony in

the House.'
The O"HA i.nAN. Shortly before the time limit expires the depart.

meint asks toi taxpayer or a waiver. I the tapa;s e' refuses'to

give the waiver, their theGovernment will atse~s an additional assess-
ment .of wbt it thinks is right'so as to hold.%hte aA 6er and hotb
allow the period Of limitation 'to' run against te Gvern ment.' "

Senator SIMMONS. Here we have, th G0vbrnnit which has'.not
made' any audit.' The overnme e does'h6t'kn6w exactlv'*hat to
demand. The five-year limit is about to exi're dnd the Government
calls on the taxpayer and' he says, " I wil'not afe mny rights."
Then, according to your statement, the Governmept irbifar ly'

iniposes 4'prnIty f6,f K 'i's not Waiing his righ,, Does that hpp. n?
Mr. Gwwo..It happened in Marc f last ty'eai' 'Some Ce
senator SrmMONS lMrposing). That is intiiidktinin that

We did ' iio collect 'the tax..' We allowed 'the' tax,-aye -to'file 0iciaiin 'ibateineht and toco&nb inand sho* that
Sid not owe the amount. What we did wasn'to mae the ssetsnt

in the pestd pei ' ' to. make t "
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j o 10, .. .-u -~eIe' -i r~ goin to$4 ;1

Os1baQv unntsy t ~ ViOi yo 1i not wovei
tb if J9qQ9,q aiye yo4,r-hO I w7,1JUr 0,4-0'P8

What waid aty~ urid ~ d eo h

0%ase 4o see wl~t a4dt414tah ' axpayr ,nght owe an~l ia 1 a
assessed tiepte sttite im running. ": I,

Spuator. MTEN. .giiess the Qoveri'nexiZ took. p , chsncei
Senator SimmONs. That assessment was. not the, rmsltofan.ae-

curaeadt u it was by way of, pelty, ,~ by w~y ofpnalt, w, .~a - as not
olcted. Wdidi nt .1ap to aoet it. iitl~ii the -p 'APR we

.,.4todo, was, to, ssqe~ t I~ oi&~s~s hi tfl)e, pepi
and th: the 'taxpy iyX* ha-ve to ~p'oy~ dif not. gwe it.,

Senatr SnnbMONs.'Then, as" I undersand you, when' you' have nq
made, your, aiidif, and wh~n the.~ #ii,~ to r" gut, you ".sk
the taxpayers to waive is ights andoa y for an akbatement. if
he does not want to do it, he says, "I1wilt, ot do !t.? Then y,"s&3v

' you dq,04 i~td t,, we, wil§ aseps you. W LU J~ d typur ta!V- kyo ''psm,~ s t.. wl .t "is, a'neU
JdRZ.' -i 4 That hz''penea in some ON- latYear..,

O'r. 'SiiIAON eU NA r~tere was no olaini for abateinenftI
M.BEiAiAN. Here' is the proposition., 'Sip~n oIng A, o ite tax-

payer and gJr. Gregg i the -PQ Uone, i te satute ii6 about
to run,. he will say. to i yehxe'pnot *Min, o go. in fhilda as
as w~e -wou1ld 'like 'to, Iut 'It i~ 'prn yo 'w sIu .nr 'taes.
Now, if you want to give us aB qb 'eto' ear yjujlhit v'bdn.

L~y~ wJ~no fle qxw~vor, we w 'l i p'ton, Y'4 ; '~intappears! to' us Ito be due tirom you!'fromn aqifec examiinatio a" '6o1r
rtuirn,. We will assess that, Putwe Wilt uqt collect it. ''ewl

alt* ou O~flea Iai~iin baemet.We -11f put thie asssnepit
upon you, hut',i wilt allow you t4 file. plailn in, abatemen u

yo .4el~ an .op rtupty, toappekr.
SePnatZ$p p ~at is equialeixt to sayItN , o

have noti t XFPa ingth#, lMotblhyt
Mi".' jEMAN 1 r,~ an' ab, tel t

un4~You say, "Unlessa.yoll waive, we, are. going 'to
put ..Ox kapealtz yIb. g,

Mr. GiZoo. o. ena 1 ; we are goin to #ses tx tit'pers
to be40e, but we will otolet At.,- "

.Senator Si*-mONs., There: axe soi4e ot i c~~i .wcht1ev
are asking for this *waiver where the Goverinent has not a
the reMwns.. it does not know whether there, is a4./ y, rbilit1 of
the taw*paer owi ng a i rp tax thaq, niielby f~~ e, io

T i~~enotex' i ed thereI~ur.,
r. iwao. They have not completed an acqi~~prnii~



Senator SIMMOs. Have you any claims up there for back years,

you ask people for these waivers.
Mr.-.Gi . ,,dq.not thi4 so. 1_wiA get you 4W urau infqria-tion an4'dsen4~ t ul here. o• ,:.' . ', . .... " " '/ .

Spnto r:$n9 ,,Th t is iow,.whetr you, are
as .g for. waiver.incases y4u le Pot, exomine4, i whether
you say, ,i fyo.4onot le Awaver,.wew. W] a glty q you.

Itken Ip Wh dow~yi~,d e, t , to$$,henatorSi~cos. J uti.means that, do itot, Senator?Seq tor, . 1re i#.wha.iu . s t4at pWrio4,t e Npme

of the, xpiration o th peood of hipitation,. if the Gove'o h s

not had tim e to m ake s. . re.ulexam at xon as .ey w u il ke to,

rather than.lo h h ight wohthe Goyernnnt .iss. gamst the

taxpayer, iItw ia an ma np13sneoo nt so. asto save its rights.. Is not
that .the igh th'g. for overmnt to 4o, .Then,,after it has
done that, if. the ta.payeo saggrieved he has a chance 'to be heard.
Thi.s action prevw , the, statute from running and it proWts the(Governmentand it does not do the taxpayer any harm. ,Now ought
the Government to lose all its cases rather than make a quixk gsess-
ment?

* Senator SIMMONS. I am not asking the Goverm ent4- tolse any
cases. The question I am asking him is, first, wh.ether-theie.are qny
cases up there in which the Government has made' no audit, Aall and
whether in a case of that sprt, without having made any udst. or
having any reason to believe that there is any deficit due, the Govern-
ment will say to the taxpayer,. "The time is about to expire, and
unless you waive your rights we will put-an assessment upon you,
although we have not made any audit at all "I - : ' - ; . - !

Mr. (P, w. No, 'sir. Before they make an assessment they make an
office audit and the assessment is made on the basis of that office audit
to prevent the running of the statute. That saves thestatute, and the
taxpayer can put in his proof afterwards. No collection, however, is
made. This office audit is the'st that can be made from the returns.
We do not have the time to send 'a field agent Out to* the taxpayer.

Senator SIMMONS. YOu mean, theien, to say that you would not make
an assessment against a txpayer unless you had'audited hi ' claim
or unless you had reason to believe that it, was incorrect or thit u*pon
a more careful'audit he Would owe the Governhient some money I

Mr. GR=ee' Yes,'sir, .w
The CHAIRMAN. Mr. Gregg, you may proceed.
Mr. Gi Eq. Page.176, line 1 [reading]:

, (8) In the case of income received during the lifetime of a decedent the. tax
shall be assessed within one year after written request therefor by the executor,
administrator, or other fiduciary representing the estate of such decedent, but
not after the expiration of the period prescribed for the assessment of the tax
in paragraph (1) or (2) of this subdivision. '.

That is the same as the existing law, allowing the executor or ad-
ministrator to require the final settlement of the decedet's tax lia-
bility in order to close up the estate. .[Reading:]

(b) The period within which an assessment is required to be made by sub-
division (a) of this section in respect of any deficiency hall be extended (1)
by 60 days if a notice of such deficiency has been malled'to the'taxpayer under
subdivision (a) of section 274 and no appeal has been filed with the Board of
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Tax *.ppeaN, or, (2) if an appeal has been filed,'then b* the, uumbero iays
betWeen the date of the mdflln6f'such' nOtice arid the date 6f the final decision
by the board. .......

No*,'that sounds very' mysterious. Here is the 'ncemity 'fo 'it:
Suppose just before the expiration of the porlod dflimitations the
Government makes an office 'aidi of' the rRbtun arid it hipeairsthat
the 'txpay r owes sii addition-al'amount * ahd he is adveqi d' of that
fact. He M wants :to test the correctness of 'that dqterWmiition by the
Government )w'nts toiapeal to 'the'Board of Tax ApeIils: The
commissioner an' i6t satax util" ifter it'haS bleii ap rOVed'by
the Board of Tix Appe]W. Obiously 'the tax.ayer 0uld'notbe
allowed to tdke hid; appeal,'beause tbe'tatute would bai the 0o.-ain-
mont from collecting the' tkx. "Theref'e thi§ provision extends the
statute of limitatioxi on the addition' l aigeSmoit 4auring the time
that the c se is ponding before the Boaid of It±' Ap~eAl. -Tln othei
words, it' takes out of the'statutory period the time that-1the .cis id
pending before this board. :If the commissioner-has 30days t6inake:
the assessment when he advises the 'ta xpayer ofj'the liabilityy, then,
nnder this' provision, the' onmissibier' ill still hve' 30 day . after
the decision bv the board. "' ...

Senator JokEs of New Mexico. In other words, the statute dbes
not run while the case spending?
Mr. GRFAO2 On appeal. '
Senator JoNEs of New Mexico. On no notice.?
Mr. Gioo. That is it exactly. .Reading:]
SEc. 278. (a) In the case of a false or fraudulent return with Intept to

eiade tax or of a failure to file a return the tax may be assessed at'any time.

This is the same as existing law [reading]:
(b) Any deficiency attributable to a. change iii a deduction tentatively

allowed under paragraph (9) of subdlvislon (a) of section 214 or paragraph
(8). of subdivision (a) of section 234, of the revenue act of 1918, or the revenue
act of 1921, may Ige assessed at any time.

This is the same as the 1921 act. The sections to whioh .reference
is made are sections dealing with amortization in the 1918 and 1921
acts. This allows the assessment to be made at any time.

Senator JONES of New Mexico.' That is a new section?'
Mr. GREao. That is the same as. the existing law.
Senator JONES of New Mexico. Well, now, under existing law-

I think I read the section the other'day; Mr. Beaman turned to it-
we did 'fix a time within which claims should bx made for just such
cases as that.

Mr. GREo. That is true, Senator, to 'this extent.* That section
says-

Senator JONES of New. Mexico (interposing). I think it expired
March 8.

Mr. GREGG. Yes, sir. It says that where the deduction for amorti-
zation had been allowed the commissioner may, and at the request of
the taxpayer shall, reexamine the return and revalue the property,
but that the revaluation must be made and the reexamination of the
return must be made prior to March 3; but the assessment growing
out of that revaluation may under existing law be made at any time.

Senator GERRY. March 3, when?
Mr. GRGoG. 1924.
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Senator" GOzar. How long id that statute of limitationsI ,For bow
many years? '• -'I' '. ' '"' .
'Mr. Gino. The provision for amortization was first in: the revenueact40f,1918." ' ' " '° ' ' . -t:i .. . .

Senator OmaT.1 How many years, thtn, was it for ,
Mr. Giamo. There are two statutes of limitation, the- statute oi

additionalassessment and-"-- , .- - : ;' r
Senator G(inar (interposing). What I 'am speaking of is the: stat-

ute that expires March 3. Wow many years does that run? : .
'Mr., Gnaoo. 'It ran front 1918, 1919, 1920 I'aid 1991. to March' 3,

1924, when it closed for all years.
Senator GmRY. What do you meanby that? Was there a statute

oflimitations for so may years?,
Mr.- G0. 'On 'Additional assessment.
Senator GRRti,: After 918- there was a limitation of three years.

Is that right ? : ' ' _ .
Mr. BEAMA'N. As to these particular reappraisals.
Senator GERRY.' In other words, you earned the same provigidns

for another three ears, from 1921 to 1924V
Mr. BxAN.' es.,
* Senator GERRY. Well, then, did that continue otly for thofe taxes

between 1921 and 1924?
Mr. BEAMAN. The taxes were allowed for the years 1918, 1919,

1920, and '1921. Those were, the only years :thPX'cold'be allowed
in resp ct to that. ' "

Senator GiRRY. The next provision *as for 1921 to 1924.
Mr. BEAMAN. As to what were the right taxes for th6se years,

up until March 3 just passed, the commissioner could exarTine the'
return and make any alp faisal. "  1 ' ! !!"

Senator GzERY. In other' words, there was a statute of limitations
for six ears?

Mr. J*IAMAN.' Five years, because the return was not filed until
1919. . . . 1 I .. .... . ...

Senator GERRY. That was in order to allow the department to' Catch
up and examine a lot of these returns so as to collect the bWek
taxes?

Mr.' BEiA'Ak. Andl conversely,' we have the taxpayer coming in.
It is exactly reciprocal. In other words, when the tbhina'Was origi-
nally passed it was known that it was vague and indefiite' and that*
any determination made in the beginning was iobviously subject'to
correction in order to tell what these values would be.

Senator GERRY. Now, then, this was closed on March 8. Do y9u .

know 'how many were. examined in that five-year period?
Mr. GRIEO. Wherever the taxpayer requested it we had'to reex-

amine. In some cases it was done hy the Government on its own
initiative when it appeared that the previous determination was per-
haps made in error.

Senator GERRY. Do you know if there were many cases pending
when this statute ended?

Mr. GREGG. They had all been closed.
Senator GmR R. They had examined all they had wanted to?
Mr. GREGG. Yes.
Senator GERRY. When were most of them settled?
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Mr., Guo. I can not tell ,you. The ,section; that: handled those
questions was abolished about six months ago.

Senator GEkRY. The point I am driving at.is whetherthe, stattnte
of limitations should be continued or not.; in other words,, whether
the department wanted it continued in order. to exataie -further into
these ,claim s., . .. ... - . : , , i .,, , .

Mr. GRwo. The department does not "requestany extension.. ,
Senator Grny, You feel , that it has gone, into (all those cases

thoroughly? I
Mr. -GX% o. -It feels that by going over. thqm agwp we, probably

would not improve the situation.
Senator SIMMOyS. I would like to ask. you about one ,oave :hat I

have heard of. As I understand it, a.big merqantiae estabishment
was assessed about $319,000 in-back taxes. ThQGovernwo.t seized
the stock.of goods and the concern was throw into the hands of
a receiver. C-an you tell me about the facts in that case?, It loQed,
to me to be a very hard case. . .

Mr. Gxmo. I am not familiar with it. It, must be a very,unusual
case, because when the assessment of, a back tax, will throw th.i. tax-
payer into bankruptcy we are authorized to compromise,, .

Senator SimMoS. I am not familiar with the facts, but anyway
the business has been closed up and is in the hands of receivers as
a result of some back assessment. .,

Mr. Gawe. I can not quite understand the..reasn forithat.
Senator Joiws of New Mexico. Mr. Gregg, were therepmany cases

where claims for amortization had been allowed in too gret ,anamount n the first instance and where there was a. subsequent

reassessment?
Mr. GRmE. I do not think so, Senator. The usual acusation

made against the department is that we allow too little rather than
too much.

The CHAIMAN. I know of a. case in Utah which was settled just
a little while ago, where a back payment of over $400,000 had to
be made on account of amortization.

Mr. GREG. They go both ways. •
The CHAIRMAN.'I do not know except what the man from Utah

told'me about a month ago. He said he had to pay over $400,000.
Senator J(m of New-Mexico. The impression I had is that during

the war they claimed a very large percentage each year by way of
amortization or for purposes of amortization, and that a ferwards
they found that the property was useful, and they made just as
much use of it as they did of any other property..

Mr. GRwo. Let me say this as to the original amortization claimed
by the taxpayers. That was revised upon audit by the Government,
and in most case the amortization was cut down. Very seldom was
it necessary for us to go in and make a second examination after that
first.

Senator SiMmoNs. Well, now, suppose the taxpayer was engaged
during the war in some war industry and in connection with that he
built some extensive plants. The war closed, and he presents a very
heavy bill for amortization in connection with that plant. It had be-
come worthless because of the war requirements disappearing. It
turns out after you allowed this amortization that the same industry
has converted that plant into a building for the manufacture of some
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other commodity and they have lost nothing by reason of construction
for warpurposes. Would. you reassess.V , ,, .; , ; . . .- -, -I-., ,

Mr. Gkim. Yes, sir; on that information we would revise the
amortization deduction and reage -the taxes. foil back ydars. I .....

Senator Joxwm of New't Mexico.. Havel there- been i many such ciues
Mr, Gi ,co.. There have been mey.cafses iwhre we reduced' the

amortization deduction, ,originally claimed by the taxpayer...,
I The Ciitl,&, If that ii all, Senator Jonea6,We will proceed... I

Mr. Gamo. Page 177, line 5 [reading]:
(c) Where both the Oommfisloner and the iazpayer have consented in ',rit-

lng to the assessment, of the tax after the time prescribed'Insection 277'for Ito
assessment the tax may be aMessed at -any time prior to.,the expiration of-the
period agrqe iqpon.

That is to cover the waiver cases [reading]:
(d) Wher6 thiaaaessstt of thq tx ls'nade within 'the period'preeeribea in

section; 277 or In this sectlob,'such tax may be collected, at any time 'by, ditridlnt
or by a proceeding in court, but nothing In, ithis.ectlon, shall, be construed. aspreveptUu ,tle bglnulng, w.tout ,assessment, of ,proceellan ,lu.courtfor the
collection of the tax before the expiration of sucs peio, .

The effect of that is this: Suppose that within the five-year period
the Government makes an assessment of taxes which the taxpayer
admits he owes. The taxpayer has no money to.pay it at the time,
but threeyears later, he can. This is to allow the.collection of that
tax which was assessed in time tnd which he admits he owes, after
the expiration of the period of limitation upon. assessment. This
makes an assessment comparable to a, judgment at law which may
be kept alive indefinitely for its subsequent collection,...

The CHAIRMAN. But that is only in cases where it is impossible, for
the Government to collect,

Mr. GpxGG. It is only in cases where it is originally assessed and
determined within the statutory period. - . .. . I

Senator ERNsT., When you say that, where is your authority for
your statement?.

Mr. .G m. In the first part of this sub-section [reading].:.
Where the assessment of the tax Is made within 'the period prescribed in

section 277 or In this section, Such tax may be collected at any time by distraint
or by a proceeding In court * * *. I ....

. In other words, the assessment must be made within the, period.
If the assessment is made within the period, then the tax can be
collected at any time.. .; t

Senator SImMoNs. Although it was collectible the day after it was
made, if the Government failed to collect it .for 10, years it could
still issue its execution. -Your first statement indicated to my mind.
that this would- only apply -where the Government was unable to
collect the assessment at the particular time but became able to
collect it afterwards by reason, of the improved condition of the
taxpayer. !!

Mr.- Gmo. Where we make an assessment and the taxpayer has
the property and does not contest the correctness of the assessment,
we immediately proceed to collect it. There is delay in assessment
but not in collection after the assessment, 'if the taxpayer has the
property.
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Mr.- BAMAN. That asesnent 'goes out to' the collector,and the
collector becomes chargeable for-that money-arid hegoesright, out
and getsiit. . . . _ . . .

Senator! ERNS . I, that is -the -case, why -make .it indefinite 'as to
the time he should colleotIsthdre not d'limit'theref..

The, CHAIRBrA-. I think, he should pay it as soon as he chn..;
Senator ERNst,: But why give'the.G vernment 50, years to collectt?

I think -it is better for the .Goverinment and the taxpayer t ,have a
limitation.,, , .

Mr. BxA^A.. There is a limitation.. On page 175 it is provided
that the assessment must be made within four years. ..... .....

Senator SmMo-.s. After the 'assessment. then, under this -law,
thdre would be no limitation as to the time for collecting that
assessment ,.....
Mr. IDaAwN. That is right, Senator. You.must understand that

under that',no assessment. can bemade until the taxpayer. has had
his right to go before this tribunal. : : ,  - .... .. .
" Senator 'SiMMoft. Now, you say that' there is to be no limitation

upon the time within which the Government may collect that money?
" Mr '"BEAMAN. That is right. "': !" . .
Senator SIxMONs. In most of the States when a judgment is ob-'

tained that judgment is collectible within a certain time. :In my
State it is within .10 yebis, but after that the time has run out.
There ought' to be son* time when the rights of the Government
under the statute 'should expire.

Mr. BEAMAw. But in your State, as in other States, you can keep
that judgment alive. I '

Senator' Simmo.s. You have got to go through certain ptoceed-
ings in prder to revive it. It dies within '10 years unless you do'
that, but you can revive it any time within the 10 y ears. '

The CHAIRMAN. It seems to me that the leniency is entirely on the
part of the Government in this case. The taxpayer owes the' money,
it is assessed, and it should be paid. When the Government finds
that under conditions 'existing the' taxpayer can' not pay,' all this
provides is that when he is in position to pay he can pay the Govern-
ment and he is not put to any expense by further action on the part
of the Government.

Mr. GPxOo. May I make this suggestion? These taxes will never
be collected more than' 10 years after the dates of assessments. The
10-year limitation, if it were put in, would not jeopardize the col-
lection of any taxes. . ' ' . , ' .

Senator SiMmONS. There ought to be at statute of limitations, not.
only for the Qovernment but for the taxpayer. It would stimulate
the Government to activity and diligence in trying to collect this
money, and the taxpayer ought not to carry that burden through his
life if the Government were negligent. That is the reason that they
have such statutes in the States.

The CHAIRMAN. There is not a State in the Union where you can
not renew the judgment.

Mr. BEAMAN. YOU must remember this: That the collector is
chargeable for this money after the assessment has been made.

Senator ERNST. We understand that; but there ought to be some
period of limitation.
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Senator, Sntioxgs: That i the obje t 'f baUktuptcy lai*, §o 'fat
the citizen can leaveliehhid, this' infufiblance' that- h6 caft 'not pay
and startlife over again.,: ... . ....... , _- -

Senator ERNST." What *would be a reasonable time-40 years?
Senator SiM'xbws.-IVjiild think's.
The CHAiRMia. We Will. palss this over. This is paragraph' (),

section 278.
-Mr. LEE. Are you- -gentlemen going to -reserve. decision on -that

point, or are you icidlng it? .The CH'mAIR ',O" I Ithiie will let'!it -20 ovel;. .Mr. Gnpo.. Page 177, prarah (I-re aing :g.o

This section shall not (1) aut ,;rzet4e ssesswent 9f atqx or the beginnlps
of a proceeding In court for the colectkon ofa ta* if At the time of' thie enact-
ment of this act such asiespinht or jroceeding Was bft'rrl 'by th6 period of
limitation then In existence/or '(2$ affect 'any ssesmefit made :or.pro ee4Ing
in court begun, before the enactment of this act. ' I .. ' !,i . ..I

That is to keep this sectidnr from having a&Ay retrifactive effect" or
to apply to things happeniing before its passage., •

These next sections deal indirectly with the Board of T%x Appeals.
I do not want to take' this up' now. DoWn t section 281, on. pige
180, they deal indirectly with the sttbect if appeals.,

The CHAIRMAN. We will take all at up at one time.
Senator Simmops. I want to say right here, before we go -further,

that the reason I was raising euch questions as Senator Ernst and
I were discussing is this:,I 4o not say, thatthes 'sections are or'are
not against the taxpayer, but I do saythat they are prepared in the
Treasury Department,' and- the Treasury Department is very prop-
erly looking after the interest of the Government, and I think we
ought to scrutinize the bill with the view to seeing that the taxpayer
is protected as Well as the Government.

The CHAIRMAN. I thnk that has been the sentiment, of the com-
mittee in preparing these proposed provisions..

Mr. BFAMAN. In regard to this section 279 which' you propose to
pass up, it is inseparably bound up with section 274 which was passed
over.

The CHAIRMAN. I thin. those sections ought to, be consideed 'to-
gether, and I also feel that we ought to look as carefully into the
interests of the taxpayer as we do into the interests of the Govern-
ment.

Mr. BEAMAN. I may say right here that these particular sections
that we are going over, so far as I know, are almost in every ease
in the interest of the taxpayer. Wherever a change has been made
it has been to the interest of the taxpayer.

The CHAIRMAN. So far as penalties are concerned, I. think you
have done that.

Mr. BFAXAN. We are giving him an orderly method under which
he can have his liabilities determined, and very great care was given
to that thing. In fact, the only place I can think of where possibly
that might not be true would be in this place about the limitation of
suits.
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Mr. GREG . As a a _tter lof fapt, that is ip ,a4cord with Ahe depat-
ment's constructionof the present law readingg]:

Stc. 280. If, after the enactment of this act, the Commissionert determines
that anysmsessment should-be made in repeot.of pty4ncome,,Wareprofita or
excess-profits tax imposed by the rqvenue. act of 19161 the, aynu act of 1917,
th" revenue act of 1918, or the revehie act of 1921, .or' bjy ny suCh act as
amended, 'the amount which should b assesed, (whether asdeficienCy or as
interest, penalty, or other addition to the tax) shall be computed. as if this
act had not been- enacted, but the,,amount, soeomputed,.9bili be asaeosed,:.col-
lected, and paid in the same manner and subct., o- the I same provisions and
limitations (including the provisions ln, case of Ge|h6queticy in p iyment after
notice and demand) as In the ces'ofthAe taxsWimloed by this title

All that this does i this : The amoitt of an additional assess-
ment under a prior act is' to be determined by the act in existence
at that time. The procedure to govern the collection of that amount,
respecting appeal to the Board of Tax Appealsi etc., is to be
determined under this bill. , I ;' : . ' .I

Senator SimxoNe. You assess the taxes according to the law in
existence at the time the.law was applicable "

Mr. (G S. Yes, sir. ' .:.
Senator SimmoNs. But the procedure is governed by the new billI
Mr. Gwo. Yes, sir. [Reading s] ..
Six. 281. (a) 'Where there: has, been' an ;overpayment of- any income, war-

profits, or exces-profits tax imposed by, this. act,, the! act, titled" An act to
provide revenue, equalize duties, and encourage the indutries of the United
States, and for other purposes," approved Auqust 5, 1909, the act entitled " An
act t6 reduce taidff duties and to provide 'revenue for the -Government, and
for other purpoud," approved October '3, 1913,, the revenue act of .1916, the
revenue act of 1917, the revenue, act of 1918, or the .revenue actlof 1921, or
any such act as amended, -the apiount of such overpayment shall be credited
against any income, war-profits, or excess-profits tax 'or Installment thereof
then due from the taxpayer under any other rettirn, and any balance of such
excess shall be refunded immediately to the taxliayer.

* In effect, that is the same as Lxisting law' [reading]:
.(b). Except as provided in subdivisjofis (c) and (d) no such credit or re-

fund shall be allowed, or made after four years, from the time' the tax was
1aid, 'unless before the expiration of such foir'years A 'claim therefor is filed
by the taxpayer.

As it is now, the period of limitation on: the filing of a claim for
a refund is'very complicated. :It 'is five years from the tinie the re-
turn was due or two years from the time the tax was paid,'either one.
It seemed to the department and to the House that the proper time for
the statute to begin running is the'tihe that the tax Was paid, 'because
that is the time when'the right of action for recovery accrued; and
fnpir years is .the' same perod that we put 'on the Government's
right to assess.

'Senator WATsoN. Instead of two?
Mr. Gamo.. It is now five years from the time the return was due

or two years ;rom the time the tax was paid, both. [Reading:]
(c) If the invested capital of a taxpayer is decreased by the Commissioner.

and such decrease is due to the fact that the taxpayer failed to take adequate
deductions in previous years, with the result that there has been an over-
payment of income, war-profits, or excess-profits taxes In any previous year
or years, then the amount of such overpayment shall be credited or refunded.
without the filing of a claim therefor, notwithstanding the period of limitation
provided for In subdivision (b) has expired.

That is the same as the existing law.



Senat 4oio of NVei 'Mexk. W0ll 'Wow -dobs nbt that -in effect
talc6 biat~ f the ijtistlo* 1rais~d , Wn &h azldinent -referred 16 -by

-Mr. OR~ft:; I stipppo& thi , is, the( proper place fo rthatamondtheht,
if ou1*AhttbtAkFthit tp.

Se GE60ia~K' Whb i~od thit? i ''

Me.~ Gp4Io' Tho 11fla l Daiy. Press -Ass~tciain.!I itikwas ;up-be-
fore ,th# Hq;u9 Wats'AW '(einsl (YivMittee,"ittidon the llobr, atnd
has-bh ~euvedhre. -.TheyWn~ Int&,'ro*isiotiin- the~ at to t~~fet
where an Aditibhil to'~ db~y thol c6niniiiseineit the' t~kl
pay4erb ' ayby filing i. wiver.. hi rAghts- boeui all Ifive yoktg; both
for adi-ia'atsnTsMn lii o eiM hatigAthe ten-
eral propbsitioui. I i ther 'wrds 'suppose -that iii 1926 the'Goirein;.
nient proposd tqn additional assessinq9t for 1921. The takpiyer
could undbr this 'uieii1fm~t' file' a Wdi~r of is -rights, for they~rs,
1917 19181 1919i 1920, -hnd 19211V ,Th! boie -4aiWdr'wbtuld dperitiel fdi
all iholk 34frs and' fthebytro~e6 all iAvof Ithoae 'veaits, either for
tin additional assessment by the (ib#&rinient' or foi'tL r"fund to: the
taxpayerWhen the GoverW6 t prope this additional' tait for.

192 th l'x~yek b~'fil1 4i waivefi'h 'civiejii Wl fiVe of thia ye1grs.
Senator GERRY. That, of course, means that lhe Wduldlndt do it im.

lis O*h'h 6'~th thoerefuftq;-" - A2: '.II

Seziat*rJo4ft6NbW-Mexied Thiti trke.' Here i~-a'iorpot~ation
running alopg and" pai nexesa-Vtofits 'tax -'on ther asis of'acertaian, piniuto Anese 1;it fo~r ~i ei'is If years.': 'FinaIlv, the
Govern&6nt VdbI e 6longet6 cdfsider the'clii6n'for '1921 amild i-
takes to say that the reported invested capital for 1921.is not right.,
That very ne4~ssaily' iftvbh1es 'i'hat-h6 has b:Wen- doing'in his beck
accounti n with the i nv*st captil, for pbeviqps' year 0 He " n~y
have hisu iiv tptl "igh 0~ t~o 16w 160 pre oi:,yqrs, 4nd
in order to determine what the ini4ed capitAl. should jie' fbr -i021
-you hav6 #Ot togo l a~k to the other yehrs when w"'& wadomng buifAe
ind -when is'inv~ested aital account wa§ stated ahid fi$*d' iihi
return.

The CHAiRMAN. 'But' suppose,that the takpaer' dselines to, give i
waivre f 1011', 1918,1919, anid'1920., -What then wvould-the biw
earnmnent do?

Mr.'Ofi~b1Ui TGovernment would 'hite td* proceed with 191And
could not totich the ol6d yeak's Thler6ai% two Ioblections, 'as I seei iti,
to the proposed amendment. The first is that it tends to keep 60109
year 60b~n. *6131d kcep 1917 open until -after' 1926: In the sed~nd
pace, Y think 'it is 0fctly fair to'say that the t'xae'wudfJ
thewironyifh 'weeconvinced tat he' had a'refund coining
for the prior years.

Senator ERNST. I think that in a number of 'cases'it- ii'the 001ly
fair way for the tai:p'yer to ge exact* justice.,'';:

The CHAIRmAN Te taxpayer may ifie! a_~vR-1 fh ~n~i
and if he -does hbt WAIit to, the case is -estoped,

Senator: Joixs oDf Ne* 'Mexico., -There is certinly inebrit' in this,
I think. t. : 'I

The CHAIRMAN. Yes; but the Government is6 etpp uiless" the
taxpayer figreis to the: w~iver. "~
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Sensktor. JoNxs of New.Mexie. I do vmt believe I would go to the
extent ofthe case stated by Mr. Pregg. Unless, the Gyegnmont pro-
poses to increase the tax by reason of the stotnp meatof invested
t apitlal in, 1921, then the taxpayer should not, have the right tgo
.back and disturb what has been settled b1ore,, ei1er, po_ his own
statement or the assessment of the Gqovrnpient;,p but if the Goyern-
ment itself proposes.to increasea.apt y what it con-
sfers tobeaneroneous statement o,.heivetedcapit4 for 1921,

then I. think there is,much merit in the thopght ,that the. taxpayer
ought.to go back and show that his prpviou% pmenmtn, of taxes. have
beet on an incorrect basis asto tho amo'unt,0 his invested capitaL

_The, CHAIM94N. He not only has a right under this provision here,
but he, gets ,. furtherr ight, namely,, that .ti Fovernment can not
g0ebaokm-~-"
* Senator, .JoNRS of 'New Mieico. (interpgsing),,I do not take it
that this bill' provide that the taxpayer: can go' back of the year
involved under the present law. Do you uiean that under this bill
as it is framed now ho. can-do that.

Mr. GRwq. N9, sir; under tle amendment.
Senator Jowms of New Mexico. But I understand you, Mr. Chair-

man, to refer to this law.
The CHAvRMAN. This paragraph (o)of section 281, the one that we

are discussing, is -l 1neUsided. Under, the.proposed amendment,
he never wouk file a .waiver unless he wanted to aid then the Gov-
emnmet would be estopp d from goingbk nto 1918, 1919, and
19g0; bit if he' wanted to file. a waive0p, then, the Gvernment could

Senator :WAToN, What reason do they give for thist What I

did was to read the aper overt very caeilly.. ,
Senator ERNST. 1-,ve you examined that paper carefully I
Mr.,Giwoo. :Yes, yey.,carefully-.
Senator ERNsT.' A urried reading amprees, me omewhaL with it,
Mr. GPlxoo There.is someth.zg t ,6 s ai on behalf of: tha amend-

ment. The equities are always against the statute of limitation. I
think, however, that the arguments on the pther side are the stronger,
partiearly, the argument that it will kep.ope .elnmt., indefinitely
these returns.

.enator'JoNM ,.of ew MexiP6,, This is the place, p colder that.
suggest we pass thia.over because those people wllwant t be heard

onthst., ,
,', Mr,. GP~q. i.,sup o~ea the, eomuittee! WAI, 4o._ieus to put in

here 4 rov, ron1, i rpr to the provision pawQ.i thq .o~usq Oland
which is.now.,ber the committee, 'whiich allows th i taxpayer as
'ell as the Gbvernment to come in after a waiver.
The,C avw zf, That ip.fair.
Mr. GREAoo. In other words, d yot wa.up-to, pit .thiat"n there?* ThiC Ani w . Yee. , .. ..;,:., ,"*.. ,,,. .."

Mr. GREUG. We will submit an amenmdniptt9 th t eff et. "
Sentoqr WATR.,Do you .know of e eslqlreasn,wy the

pars should be "proposing this' matter . ... y the
Mr. G~itmo., Ngnewhtsoever .... , , ,"Senator nW o. I have had letters. pper in.my state in

regard to it.
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• Senator JONES of. New ' Mex-Iro. -This is the' age of organized
p r o pa g a n d a . - I, , . - .. 1 -
•., Cn to.WATso. But, who. can I*.f. propagandising ?' on- thatI !
. senatorr Joze, of. 1ew Meicp. I -said-t6 the nan who saw me
that surely he would. have an oportity to be; hesrd. " ''

Mr..Gixa .(reading): , ., . , ,! I,.

section or the application thereof to any permuiin or circunktuntes has liemtield
by the 18upreme, Aourt pf the United Stat s to, b.Invial d,' auy umount, of, I#Oome,
war-profits or excess-profits tax. legally. Fo etwed, puxs, lpt to such jpovlstqu
shall be credited or refunded if it claim tleretor is filed by the taxpityer within
four years after the decision, notwithstanding the period of limit,tion provideil
for in subdivision (b) has expired.

That was put in by the Ways and Means Comr'ittee of the House
and it came about as a result of this case: A taxpayer in 1914 had
received a stock dividend, which under the law then in existence
he had to pay tax on. In 1915, the following year, he sold that stock
dividend. Now, in 1920, the Government assessed an additional
tax for 1915, the year in which he sold, and he said, "I will admit
that that is right, following the decision of the Supreme Court
holding a stock dividend not subject to a tax; but, then, give me back
the tax I paid on the stock dividend in the year of its receipt." We
could not do it; the statute of limitations barred it. The result was
that we taxed him twice on the same thing. We could not help it,
as the Government could not waive the statute. It resulted in this
section.

Senator WATSON. Senator McCumber was up here yesterday and
talked to me and other Senators on this very section. He wanted
the words "or other internal revenue tax" inserted after the words
"excess-profits tax "; in other words, if the Supreme Court declared
any tax illegal which had been collected, why, then, there ought to
be a refund. It ought not to be confined alone to excess-profits taxes
or war taxes. There ought to be a refund.

Mr. Gncm. Senator Watson, this section deals only with incomes,
war-profits, or excess-profits taxes. That would more properly come
in section 3228, Revised Statutes.

Senator WATSON. If the Supreme Court declared it illegal, why
should it not be refunded?

Mr. Guo. That proposed insertion should come in later.
Page 182, line 12, paragraph (e) [reading]:
Where there has been an overpayment of tax under section 221 or 237 any

refund or credit made under the provisions of this section shall be made to
the withholding agent unless the amount of such tax was actually withheld
by the withholding agent.

The withholding agent in certain cases is merely an agent for the
collection of the tax. In other cases he is the real taxpayer. The
effect of this section is that where he is merely the agent Tor collec-
tion, the refund goes back to the person from whom he collects it.
If it comes out of his pocket, it goes back to him.

Paragraph (f) [reading]:
This section shall not (1) bar from allowance a claim for credit or refund

filed prior to the enactment of this act which but for such enactment would
have been allowable, or (2) bar from allowance a claim in respect of a tax
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for theotaxable yesr. 1919i If such. claim- Us, Jd before the -expiration: of-five
years after the date the return was due. ,'

The first Oart of that.i merely to keep' thief section 'fomihaving
any retroactive effect The secondd part N to,'ub the 'year 1910 UJpon
the same basisas 19181 and 1920 asl far ias thel stute of limitations
is concerned. We change the statute, and :thatchange.nece ititeg
an extension.of the statute, with .efewnce to the year 1919,, t. put
them all on a.parity..:.. t. mee. a

(Whereupon, at1.45 a. m.,* the committee adjourned to meet at
10 'clkck a. in, ModaY, M4tYrh10, 1924) "



MONDAY, BEASON 10, 1994.,

U•ir rUmi* STAiZS SENATiE,
COXMrnM ON FINANO

The.cmittee met in.Vyeoutive se-on at, 0 o'e!jk ,.,, 1,s "t the
hearing roon "of the.'S~nate ')injij tteM $nt o
Buildig,on. e.ed,$moot (phairan). .pre shng..

Present: $e tor' ,Smoot (ch n), McLean Curtis, Wateon,
ee of Peisylvania, Ernst, Stafield, Jone of.OTw. exio, Gerry,

Harrison, andi King.There were also present: A. W. 0regg, sp ial assistant the
Secretary of the Treasury; F. P. Lee, legislative .4raftsma oil he
Senate; and J. S. McCoy, special adviser to the Finance Commitee
of the Senate.

The CHAIRMAN. Let us start with the general administrative Pro-
visions.

STAEMEf.OF A.W., GEEGG, SPRCOAL ASTATTO THE SEC.
ZETAXY Q,THE ZAM Y, WASINGTON,_ D. (-Conftued.

Mr. GR=G. This is at page 310, section 1000. eatingg:]
All administrative, special, or stamp provisions of law, including the law re-

lating to the assessment of taxes, so far as applicable, are hereby extended to
and made a. part of this act.

The stricken-through matter is taken care of in a subsequent pro-
vision, in section 1002.

Section 1001. [Reading:]
The Commissioner, with the approval of the Secretary, is authorized to pre-

scribe all needful rules and regulations for the enforcement of this act, pro-
vided such regulations shall, not enlarge or modify any provisions of this act
and of any other law, and all such rules and regulations and all amendments
thereto shall be annually reported to Congress.

That. last, language was put uon the floor of the House. There
is no necessity in the world for it.

The C*mwr. Should we take it out?
Mr. GRwx. I think so, but it does not do any harm,
The Ciwwr-. Let us agree to it.
Mr. Gm*. Will you give us permission to clear up the language a

little?
Senator REED of Pennsylvania. It ought to read, "for the

enforcement of this act or of any other law."
Mr. GRino. Yes.
Senator KING. Have you changed the language from that of the

existing law as to the power of the Secretary to adopt regulations?
9021-24---- 4 47
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Mr. GREGG. That language in italics is new. It was put in on the
floor of the House.

The CHA=mMAN. Well, if there is any modification, it will be
agreed to with the modification.

Mr. GRwo. Section 1002. [Reading:]
(a) Every person liable to any tax Amposed byj this act, or for the collection

thereof, shall keep such records, render under oath such statements, make such
returns, and comply with such rules and regulations, as the Commissioner, with
the approval of the Becrefary , mh frDom time to time prescribe.

That c6rrespbnds t sectioii 1300 of the existing law.
.Senator KING. So, now, Mr. Chairman, I would like to kqow

wl her this will put into the hands qf the *dmb trativ6,fflcers-
that means, of course, the' commilsioner: and Secretary--the power
to mPose arbitrary and capricious and ' exciedinglyt vexatious, aidirkitatn regulations reith eect! to 1how the taxpayer diall keep
his books. Does that mean that he shall prescribe how individuals
and corporations shall keep their books and compel' the cha nging of
systeins that have long been established V

Mr. Gmio. No, sir; that has never been done. "
Senator McLEAN. The provisions of section 1002 are practically

the same as section 1300?
Mr. GREaG. Yes, sir.
Senator KiNG. Generally speaking, it is a dangerous and impru-

dent thing to commit to admnistrative ofjicerq the power to formu-
lath regulations which are ppial' in character and which subject the
violator of such regulations to punishment- fine or imprisonment or
both.

Mr. GREo. This authority is the same as is now conferred' by
section 1300, and thers has never been any abuse of it at all so far
as the ret nations with respect to keeping records is concerned.

The CHAIRMAN. If there is no objection, it is agreed to.
Mr. Gioa (reading):
(b) Whenever i the judgment of the Commissioner necessary he may re-

quire any person, by notice served upon him, to make a return, render under
oath such statements, or keep such records as the Commissioner deems suffi-
cient to show whether or not such person is liable to tax.

That is in effect just the same, [Reading:]
(c) The Commissioner, with the approval of the Secretary, may by regula-

tion prescribe that any return required by Titles IV, V, VI, or VII to be under
oath may, if the amount of the tax covered thereby is not in excess of $10,
be signed or acknowledged before two witnesses. Instead of under. oath.

Senator KNO. What are those returns required by Titles IV, V,
VI, and VIU?

Mr. GREGG. The titles dealing with special and, excise taxes and
the taxes on cigars, tobacco, admissions, and dues. f'Reading:]

S c. 1003. Section 3176 of the Revised "Statutis, as amended, is amended to
read as follows:

SEc. 3176. If any person, corporation, company, or association falls to make
and file a return or list at the time prescribed by law "-

That is just the same.
Section 1004. No change in that.
Section 1005. No change there.
Section 1006. No change there.
Section 1007. No change in substance there.
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Section r0108.No change the. ...
Section 1009 (a). [Reading:]
Except as provided in sectioni.277,',1,' 31, .8hd'1', and. *u i .lsiols, (,b)

and (q)"*f thI se t ion,- - ' t.. .

That m"a kes ia*'n exception of inoi6 adest& tA*ea which are spe-
cially treated. n one title. [Conitue reali-'J
all internal revenue faxes shall, notwithstadipg the provlions ot section 3182
of the R revised StQtutes or any other pro,- i gn of law, be assessed within four
years after such* tdxes became'Cti, and po c tedfig in court for the collection
of such taxes shall be began 'after the expiration 'of five' years after such taxes
became due.

That period is the same.
Senator KrNo. Going back to section 1819, I do not quite under-

stand what this means:
That section 3227 of the Revised Statutes is hereby repealed.

Then you state that it is not proposed to be repealed, butis shown
in stricken-through type only for information.

Mr. Gaxo. Let me explain it in this way: This section is a pro-
vision of the 1921, act repealing section 3227 of the Revised Statutes.
There is no need now of repenling the section which repealed section
3227 of the Revised Statutes...•

Senator KiNG. Section 1319 has already done.that.a
Mr. GlEw. Yes.

* Senator KING. And you will not repeal the clause that is still in
existence?

Mr. GREGG. That is it,
Senator KNo. Ought you not to carry it in this act?
Mr. Gamu. No, sir; if you save it in the saving clause. Tie re-

pealing clause in this act does not repeal section 13.19 of the revenue
act of 1921.

Senator KiNG. You want to be sure of that.
If there were to be a reprint, where would section 1319 appear?
Mr. GREWG. In the 1921 act, and not repealed by this act..
Senator KiNo. And, of course, the codification would import it

into the codified act?
Mr. GRFG. Of 1921..
Senator KINo. It would, then, be brought forward and put into

the codification?
Mr. GREGG. Yes. [Reading:]
(b) In case of a false or fraudulent return, with intent to evade tax, of a

failure to file a required return, or of a willful attempt in any manner to defeat
or evade tax the tax may be assessed at any time.

That corresponds to the provisions on income and estate taxes.
[Reading:]

(c) Where the assessment of the tax Is made within the period prescribed
In subdivisions (a) and (b) such tax may be collected at any time by dis-
traint or by a proceeding in court, but nothing in tois subdivision shall be
construed as preventing the beginning, without assessment, of a proceeding
in court for the collection of the tax before the expiration of the period pro-
vided in subdivision (a) for the beginning of such proceeding.

When this similar provision was reached in the income-tax title
Senator Ernst said that he thought perhaps a limitation of 10 years
should be put in there. Now, the same action should be taken here.
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No action was taken in the corresponding section scoring the income
tax.

The CxuAwmnA. Just mark that, please.
Senator EirsT. We just want 'some time when the liniitation wil

take place,, so that the Governmen can not a great pmany years
aftervards seek to recover ''Id tae". .

Senator HAmsoN. Some gentleman came to my office this morn-
ing with reference to this • matter, and he said he wanted to file a
brief with each member of the committee. Hes-aid he had spoken
to the chairman and that he would file the brief to.day.

Senator WATson. On this section?
Senator HARRISON. Yes: on (a) I think it was.
Senator Kizw. This appears to be an amendment, this para-grap~h (c).
W GREGG. Yes, sir; that is new.

Senator KINzi. Is there nothing in the existing law that covers the
point which you seek to covert

Mr. GREGG. No, sir- the general administrative provisions cover
assessments and suits, but they do not cover a suit brought to enforce
an assessment which was made within the statutory' period. That
requires special treatment.

enator RFym of Pennsylvania. Would you not get the whole busi-
ness if you put in line 6 "the tax may be assessed at any time within
IQ years "1

Mr. GREGG. We have now a limitation upon assessment, but this
(c) is a matter of limitation of suits an( distraint to collect. an
assessment. I

Senator WATsoN. Do you not fix any specific time beyond which
that may not be done I

Mr. GREGG. No, sir.
Senator WATSON. Does the law anywhere do that?
Mr. GREGG. No. The Treasury, however, has no objection to the

limitation of 10 years.
Senator WATSON. Sometime there ought to be repose.
Mr. GREGG. There is a limitation upon the right to make assess-

ments, and there is a limitation upon the right to sue without assess-
nent, but if the assessment is made within the statutory period of
four years, then this provision authorizes a proceeding to-collect the
assessment at any time. This puts an assessment upon the same
grounds substantially as a judgment at law which may be kept alive
indefinitely, and allows the. bringing of an action to enforce this
assessment at any time. The Treasury has no objection in the world
to a limitation of 10 years within which the action must be brought
after assessment. As matter of fact, it has no objection to a shorter
time.

Senator REw of Pennsylvania. In section (b) you abolish any
statute of limitations in case of fraud or failure to file a return.
That would mean that the assessment could be made 50 years after-
wards on a charge of fraud. Surely, we ought not to leave a man's
estate open to such a charge indefinitely.

Mr. GREGG. The income tax has always been to that effect. There
have been no limitations in case of fraud.

The CHAIRMAN. I think if there is fraud there ought to be no
limitation.
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Mr. Gnmso We tire -apt todiscoVer!it.at any, time, of course..
The CHAMXAN. They tell me they have one case now that ,will net

the Government df the United Statestw% or three million dollars.
Senator BRnw of Pennsylvania. That is very i good in ease of

fraud, but you inoludb cases other than those inolving -fraud. The
same section includes the failure to file the required return. -There
is many a woman taxpayer and many a man. who -ails to, fle:the
required return. I will -bet every one of us is in arrears in filing
returns as to servants, chauffeurs, and clerks; and under this the
estate of. any one of us could be taxed by the Government i50 years
from now.

Mr. Gwuo. This only allows the assessment of a tax with. respect
to which the return was not filed. For example, suppose the tax-
payer fails to file an income-tax return for 1920. The Government
is not put on notice. There is no way we can check 'it immediately,
since he has not filed a return, to see if he paid the'tax he should
have paid. Wd are not put on notice So it seems to me perfectly
fair in that type of case to extend indefinitely the period within
which we can make an assesment.

Senato Kxo -(interposing). You distinguish between cases where
a return is filed and where there -is no intent to deceive and cases
where a man deliberately files no returnI

Mr. Gwmo. Yes, sir.'
Senator KIm_. In the first instance you were put on notice and you

can inquire and ascertain' whether there have been any omissions i
the return. In the second instance you have not been put on notice
and your contention is that you sh6uld have an indefinite period
within which to make your assessment. But do you not think in
the latter case, after you have made the assessment, there ought to be
a limitation within which you may prosecute to a successful issue
your claim for the tax I

Mr. Giwo. I just said that as that a pp lies to paragraph (c) the
Treasury has no objection to a period of limitation of 10 years; but
the provision about a failure to file a required return has been in the
law always ' -There, are cases occasionally where we find a taxpayer
has failed to file at return, but sometimes we can not prove deliberate
fraud. It seems to me that the statute should not begin to run
against the Government until the Government is put on notice in a
case of this kind. " ,,

Senator Rum of Pennsylvania. The only offenses against which
there are no statute' of limititions are murder and treason., Why
should we class this offense with those two# -? -

Mr. Gmwo. This-is'not a'penalty for the offense; this is for the
collection of the tax. -There is a statute of limitations on the criminal
penalties. .. . . . . .. . I

Senator Rupi of Pennsylvania. This is not a thing that I would
debate at any' length.

The CwAixx . In ,the case that I referred to it might well have
gone on 10;"12, br.15 years longer and the Government would have
not known anythingg about it, but there happened' to be a death in
the mentimel ' ' ' '. ' . .

Senator KrNd. As far as I am concerned, if they' put in a-provision
that, after having made the assessment, there will li a' period& of limi-
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station of 10 years within which they must prosecuWto a successful
conclusion--

Senator JoN~s of ,New Mexico; (interposing). 1 think six years
would be all. right.1 ,- ,. : .. l ', , - ; 1,-l .. ,,

The CHAMxAN., Turn to: page 177 of the bill add, let us fix-both of
them:at the same time. ' , .: ., ! .. , - .: '.

Mr. GREGG. Page 177, line 15, strike out the words "at anytime"
and insert "within six years after the assessinent,

The COAmmAx., Wellithen, now turn to page 018..
Mr. GnxoO. On page 818, line 6, strike out "at any time" and

make the same change here. [Reading:] . . .
(d) Thls 'Sctior shall 'n'ot "(1),- thoilze4°the" n44elsmitj of '41 m X gr :the

beginning of a ;proceeding -in court kor the collection of 'a ta* if at' the tinfe of
the enactment of -thIs act such assessment or. proceeding .was barred by, tho
period ot, limitation then In existence, or. (2) affect any, asessent muwq or
proceeding I equt begun before the enactment of this act..

That is to prevent, the giving of. any retoactiveeffect to tbh. pro.
visions of this act. .The: taxes under prior acts, stand, op their owl)
footing, and this applies only afterth., passed of this. act.

In section 1010 there are: no change ,- Iwever,, in Ab) there is
the usual change to keep from giving this; setion any retroactive
effect. ..

Senator KING. Why do you say, is reena.ted without .change"?
I. find. those words, in italics, . /

Mr. Giwo. That was carried in the.,1921 act... Inthe 19-21 act. it
was amended. , In this act we are not amending it 'further,; we are
just reenacting it without change.

Section 1011, reenactiitg section 3220 of the Revised Statutes, is
the same. in.section

There is no change in substance in section. 1012,
I do not think it will help any to read section ,1013. I -wil explain

what it does. .Inthe revenue act of 1921 'the period within which
a claim for refund could be filed waschanged from two to four years.
Everyone thought. at, the time it was enacted that it applied to all
internal ,revenue taxes, including stanp taxes. The comptroller said
that for some queer reason it did not apply to staimp;taxes, with the
result that we could not refund stamp- taxes, unless the .request was
made within two years after the stamps were puraAsed.. So as to
put them all on a uniform basis, we have amended this act; to allow
stamp taxes to be refunded if claim ismade within four years,.
. Turning now to section 3226 of the ]Rvised Statutes, Qoi poge 323,
there is only one change and it is in lines 14, 16, and 16,: , The result
of the change is this: Under the existing law it.is probable, although
the courts have not finally passed :upon it,,that a suit for the recovery
of an excessive tax paid can be maintained only if the tax was paid
under protest.-. The, result of that is. that those taxpayers who -are
well advised and who pay every cent of their taxes under. protest,. s
most of them do now, can- sue- to recover it back; but -the individual
taxpayer,. who is not so well advised) reads the regulations and pays
his tax accordingly can not bring suit for, recover lecaug of his
failure to pay under protest. The matter of paying under protest has
nothing to do with the merits of the case, anJd the Treasury-, recom-
mends that it be changed. . . . .
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It is. gopose4 to, repeal, section, 5 of the Revised Statutes. - It
is a setio W h c! Was c4 irhe ovdi' Irom tle civil.War, and it as
no right to , ih ai reverie act,. It provides thi ,whvre a case
is tai 4th. fraud,"ij. refund 'that case can ever eA n~de.The &over nt exa'4nes the return aid where t jJ fraudulent
assesses an aiiditional 'tax. Sonietimes those' assessments are ,mucl
too large. We may oyerassess. tho taxpayer and. then indict ' him
criminally and get he, id vaor penalty , and it an excessive tax
was collqctd he cin neVeiget t a'k. 't seems t6 the Treasury
that we have penlties for fraud that are sufficient iid that the
excessivetc which the taxpayeK,in sue* it ca's. paid should n t be
withheld from him, 'That is an, additional penalty':which is not
warranted.'"

Sen~toi KiN .You seldom prosecute criminally, for fraudulent
returns, do you?

Mr. .Eio., Quite often,' whenever it 'is diwovered within',the
statutOry period and we think we pave sufficient evidence to convict.
It js very hard, of couise, to g 1et evidence on which to.conv4ct.

Senator iN6. The point is, i he does niake a fraudulent return
and~you overassess him,'th't he ought to be ptred to recoer'the
old assesmeits? ogtobeprte t

'Mr. 'GCxm,%'Yes; he is punished by the fraud penalty.
Senator .KNo. 'Then, this does ndt aftect the' fraud penalty. He

has topay that?.
Mr. OaFo. Yes.
Senator KXIo. You may attach your fraud penalty and then rea4-

sess 'him too niuch? * .. .. v high,
Mr. Qmw6. The'assessment'iss etinis very high.
Section 1016 is ne.' It aiiends the section o the Revised Statutes

dealing' th' distraints. That section allows distraints on obllga-
tions and notes.and other property, but does not specifically iei~iude
hank accountss. Taxpayers have contended, that we' had: no rig)t t
collect 'tle talx by distmrint of the bank' account, It is perfiecdly'
obvious, that if the taxpayer. hasmoney in the. bank, we should 6e
allowed to go after it the same as we.can go after stocks,,bonds,. afid
otherproperty in' order to enforce the collection of taxes. We have
amended seetioi 3187 of the Revised Statutes to all6w. dfitrqints on
bank accounts...

On page 325, section 1302 (a) of the existing law imposes a specific
penalty of $1,00 for failure to, make a return on tinje, k
tlelre is no. fraud aid d no; Nillfulpess On the part of the .taxpayer.
The penalty is very hrsli and' out of proportion to the crime.' The
result is tiat the Oovernnnt has'to comproifiise the penaltv..We
recomme',the abolition of that .pnaaty entirely, but' the retention,
ot the penalty where the failure to, make return is fraudulent, 6O1
willful...

Senator McLEAN. Should there not be some snll penalty ?
Mr..GL uoO. Oh, yes; we hve' penalties There is a flat pena t of

2per 4entoftheta. '"

0 no think there is'any necessity for reading section 1017"(ay,
It. imposes a penalty forwillfuliess. Paragraph (b) also i the same
as the existing law. So, is (e). There is no necessity, forreading
those. . .'
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Senator Kiwo..That $10,000 penalty is either heavy,1it not?
Mr. Gaixio. That i4 heavy*. Thee i'e specific pealties that can

be collected only by going into court. We usubflv comproihiise them.
There are no changes in sections 3164, 8165, 372; and 3173 of the

Revised Statutes. Tat brings us over to pages 381 and 832.
Section 3176 we have already been over.;
Senator WAT4ON. These all refer to penalties ?
Mr. G~mo. They refer to the making of returns, lists, assessments,

etc. They are all very old. They have been in the statutes for years.
The next thing is on pag 834, line 24.
Senator JoNEs of New Mexico. Well, now, if you are just copying

a lot in here for the purpose of having it all In one act, hy did you
just amend this section over here [indicating] without re'wseiting it ?

Mr. GRio. We have done this, Senator Jones: In 1021 you at-
tempted to get together all of the important provisions and place
them in one act. Those provisions which are in the 1921 act we have
also put in this act. The section 'over here with referencee to distraint
is not in the 1921 act, and it is a very long and involved section, and
we did not want t bring it over into this act.''

This matter Of interest on refunds and judgments and interest on
refunds and credits, on pages 334 and 835, is very important. In the
1921 act Congress adopted the policy for the first time of paying in-
terest on refunds made to the taxpayer. That was lifnit d, however,
to cases where the taxpayer had pid the tax under specific protest or
where he paid it as the result of an additional assessment, and after
six months from the filing of a claim. Some inequalities resulted.
One taxpayer who was well advised would get his interest on a re-
fund, while another taxpayer who equally Overpaid but who blindly
61llowd the regulations and rulings of the department, and did n *p y nler protest, Would get the refund, but no interest. It is a very'

inequitable provision, and we recommend that it be amended so as to
allow interest on all refunds. It puts the taxpayer and the Govern-
ment on the same basis. When we assess an additional tax we charge
5'ter cent-6 per cent now-although there was no fault, no fraud,
or anything of that kind on the part of the taxpayer. Correspond-
ingly, it seems to me, we should pay back interest to the taxpayer
when we refund an excessive tax..

Senator KiNo. Is not. the Government entitled to a little better
rate.

Senator Jois of New Mexico. I' do not know about this change,
whether it should be changed to 6 per cent. 'Yon are not dealing
with the same taxpayer; it is not offsetting one rate of interest against
another. This is simply a question of paying back a refund where
the taxpayers have p aid too. much, to cover a case where they paid it
without protest, and it seems to me that on these refunds here we
ought not to pay over 5 per cent.

The CHAnwA.m. It is the same principle.
b Senator Jo is of New Mexico. No; is ib'not the 'same principle,
because the other is a case where the taxpayer himself has been some-
what to blame and you charge a rate of interest. -But here he is
not to'blame.

Mr. 'GREG. The taxpayer is not necessarily to blame: at all. There
is no negligence or anything of that so-t on his part. It seems to me
that if the Government charges the taxpayer 6 per cent when he has
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underpaid that it! is 'iily thir to give 'him the same 'rte'of inti~fst
where he has overpaid. . ; ... ,

Senator Jomes of New Mexico. The trouble-of it is thatyou 'are
not dealing with' the same individual at all..

Senator Kino. Ther .is it further point: The GoVen'hmeilt would
charge' the taxpayer d'little more than it could go out ond borrow
money for, so as to; assure eafnestness. and 'zelousness'fand fidelityupOn his part in making 'the proper paymeiit. °, It s a 'sor of a
penalty. It is to exact bfhim greater tare, scrutiny, and caution in
seeing that he-make a proper return.' . ' '

Senator WATsoN. Suppose he does'notmake the return. Suppose
he gets a lawyer and the lawyer! makes a mistake and the taxes are
erroneously assessed, as happens occasionally. Why should he be
penalized I

The CHAIrMAN. More than likely the taxpayers would have to pay
more than 6 per cent to secure the money to pa y the Government.

Senator KiNo. That is the reason we raised it to 6 per cent? .-
The CITAIRMAir. No; this is where he overpays. He is also at the

expense of getting it back.
Senator CurTis That seems fair.
Senator JomwS of New Mexico. The man who is getting the refund

has 'overpaid and in the other case the fellow has not paid enough.
They are two separate individuals. .. .. I ....

Seniator McLiAN. He, then. is the same individual who overpays
and gets his interest when the Government rectifies his mistake.

Senator JoNE of New Mexico. No, not the same individual.
Senator McLeAx. Suppose I overpay my tax and I get a refund.

The Government pays me, the same individual, 6 per cent on the
overpayment.

Senator Jowns of New Mexico. No; that is *what we were talking
about. You who have overpaid and get your refund are in an
entirely' different position from those whio have underpaid and have
to give something more.

The CHixA. If you 'underpay in one year, say in 1921, they
would charge you 6 per cent interest, 'but if in 1922 you overpaid
they would only give-you 5 per cent, and you would be at the expense
of getting it back from the Government, of hiring an attorney and
of assuming all'the expenses that are attached to it.'

Senator Jos of N ew Mexico.' This is the* only case I- know of
where the Government pays interest 'at all on just claims against it.
We decline absolutely to pay any interest whatsoever. The Senate
passed a claim the other day of a man who had an account against
the Government which was based on *ork he dk.i in 1904, and we did
not pay that fellow a cent of interest oA his account., .

Senator WATSon. Here is a case where the Government makes an
assessment. It is on an erroneous statement made by the agent of
the' compAny. They take this money; away from the company
illegally and then the company hires an attorney and shows'that'it
was illegally collected and the' Gover1nment. gives it bck to him
without interest. This is just, 5 per cent.

Senator JoNs..'This, then, covers 'evirything,:even where a man
himself makes a mistake and pays too-much.',
,'Mr. Oaxo. That is a very rare case, whetw he himself doe! it.
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enator-,WATsoN. Tere must be 41good wannyof these case s,.are
tiere not.
,Mr.(h*o. Yes si'.) , . .
Senator KiNo. With my p'es.nt. view,.q should, be opposed to

paying aiyintprest At 1_.. It seems unjust, bit the Qov*-Oment on
the question f taxato ,hap to.b q little arbitrary, apparently..

Senator., WATo .. You see,. this p provides for p'nterest on a. tax
erroneously and ,dlleg iy . 4:.e Thq Governmont by force goes
in and illegal. eolcta, aa, 9*qemwve arounit. , Yxu do, not wau4 to
penalize the Government, for that is'the ,Governmnt's,wi'ong; that,
is not the wrong, of, the tazp.yer..
Mr. GFw#, The interest .n additional' 40sssments, it seems to me,

is. not a.:penalty., ;,We. have A. penalty. fqr. ever. violation, of. law.
It is a charge a .ainst' them for the use of the money. It seems to
me that. the logic appliesI with: equal force where the Goverrunent
has had the use of the money.., .. . .

Senator WATsoN, ,tbink o.
T'ihe, CnAi4z&ai. Itlooks to me that they ought to be the. same.,
Senator JoNzs of New Mexico. Well, it really 40o$ not ainount to

much, but I can not see the logic. of. saying thaVif the government
is going to collectnmoney at a certain ratelthat.when it-pays interest
it must pa it ithe same rate. .Tt is just a question of how nuhr in-
terest the Government ought to pay on.theoserefunds..

The ,CHAIRMAN. Well, under the existing la, it is 6 per cent. -
Senator KiNo. You have to pay 6 per centnow? 2
Mr. Gnmxa.. Yes..
The CHUAIRMAN. And we changed th, 5 per cent to 6 per cent.
Senator.WAwsoN. You do not 'a4e, do you, Senator Jones?.
Senator JoNEs of New Mexico. Oh, no.
Mr. Gi ow. , There are no, changes of. iuhstance in sections 1020,

1021,,1022, and 1023.., That, is likewise true. as to section 1024.
Senator WATsoN. Speaking generally., t do these ,changes that. you

have made in the law simplify the return? . , . .. ...
Mr. Gizos. Nothing. will ever simplify a- income/tax law the-'ates

of which run as high as the Irates QT this law. For this. reason; bei,
cause of their high rates,: you, have to have as near exact justice in.
individual cases as you can get., You can not dismiss a few cases, by.
saying that there is hardship in those few. cases and tlat thereiare.
not a.great many of them.. A.' result. you 1have complicatioms and
exceptions, and speciall provisions that apply to .omparatively,--few.
cases. . You have anet-loss provision that takes. up ,six. pages -of tho
act, to allow a taxpayer to carry, a net loss of one year. again4,.th,
income ofa suceeding year,, 1. It is, P necessary provision,; -You have
the capital-gJain and capital-loss. sections, which -P plicatealinost
every provision of the statutes, but made necessary again by your
high. rates of taxation. As long as you have rates that are so high,
you have got to have almostiexact justice, and that results in cont-p lications, ,.- -1 .-.... . .: . .. - . 9 :' ;, .. . 1: .. ..

,Senator WATSOn. Does England have a, simpler, tax iturn than
we have. '

Mr. Gxwoo. I. can not understand the. provisions of the English
law. In this country we try to collect the tax imposed by Congress.
but in England they deal on very much of. a. compromise basis.' -A
high official of the bureau of inland revenue is authority for the
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statement that they collect about 70 cents on the dollar, to put it in
terms of our money.

The CHAIRMAN. France does not collect 50 cents on the dollar.
They bargain there.

Senator WATSON. I had understood that the English system in
a general way was more simple than ours.

Mr. GRiGG. It is arbitrary also. They have a lower rate on earned
income. The rate applies to taxpayers having incomes of less than
a fixed amount. If the taxpayer has an income in excess of the
aniount, he does not get the relief with respect to any of his income.
You will find such things all through the English law.

Senator KING. But they do not have capital gains and capital
losses?

Mr. GR EG No sir. I can not say that this bill materially sim-
plifies things as iar as any change in the form of the return goes.
The pending bill does do this, however, it makes the tax liability
definite and certain. In other words, the bill will cover a given case
definitely and certainly. Under the existing law there are hundreds
of cases where nobody knows the effect of the transaction upon the
tax. This law is definite enough so that taxpayers will be able to
tell the effect of a given transaction; that does not shorten the act
any, however.

Senator KINo. What if we should cut out that difference, that pro-
vision about earned and unearned incomes?

Mr. GREm. Yes; it would simplify the bill. The elimination of
any provision of that sort will simplify things somewhat.

(Whereupon an informal discussion of the record followed, after
which the committee adjourned, at 11.48 o'clock a. m., to meet again
Tuesday morning, March 11, at 10 o'clock a. m.)
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UTM.D STATES SENATE,

The committee met i executive'session at 10 o'clock a. m., in the
hearing room'of, the, Senate, Finsne Committee, 3!0 simate OMce
Building, Hon. Reed Smoot (chairman) presiding.

Present: Senators -Smoot (chairman), McLean, Curtis, Watson,
Reed of Pennsylvania , McCorm'ck Ernst, Stanfield, Simmonis, Jones
of New Mexico Gerry, Rteed of, .issouri, Walsi of: Massachusetts,
Harrison, and _King.

There were also present Hon. Andrew W. Mellon, Secretary of -the
Tre Hon. Garrard B. Winston, Undersecretar of the Treasury;
A. W. Gregg, special assistant to the Secretryof the Treasury; F, F.
Le, legislative draftsman of the Senate; M. Beaman, leilative
draftsman of the House of Representatives; and J. S. McCoyf, special
adviser to the Finance Committee' of the Sdnate.

The CmAiBA. The committee will please come to order. Secre-
tary Mellon appears before the committee at this time at the request
of the committee to answer whatever questions any member of the
committee may desire to ask relative to the estimated. expenditures
of the Government ad. the estimated receipts of the Government,
and any other questions as to. rates or administrative features pro-
vided in H. R. 6715.

Mr. Secretary if you have any preliminary statement to make or
any statement along these lines, the committee will be glad to hear
from you.

STATEMENT OF HON. ANDREW W. MELLON, SECRETARY OF
TIE TREASUY, WASHINGTON, D. Q.

Secretary MELuo. I have a statement covering comments on the
bill as it has passed the House, and, if it is agreeable, Mr. Winston
might read it.

The CuA.& AN. Is it a prepared statement I
Secretary MELLON. It is just a prepared statement.
The CHkAmAN. Mr. Winston may read it for the Secretary.
Senator SnmONS. Is this an argument for one bill or against

anotherV
Secretary MELWN. No; it comments on the bill as it passed the

House, the bill that is before you now.
Senator Smwows.. But I thought the Secretary had come here to

give us testimony, not for the purpose of presenting an argument in
favor of one scheme or against another. . I
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Senator WATSON. As I understood it, this is a preliminary state-
ment, and afterwards the Secretary expects to answer any questions
about these rates.

Secretary MzLLoN. This is in a way an argument, to an extent
anticipating the questions that are likely to be asked.

Senator SIMMOSS. It is not exclusively a statement of facts re-
lating to the rates, but it is a statement of facts accompanied by an
argument?

Senator ERNST. JUst halv it rad, and. thett w&wil ask questions.
Mr. WINSTON (reading):

Tax recductlon, ust depend, in the first instance, on the probable revenue of
the Governmert ibr 'tie years *hon the reduction is to take effect. It is esti-
mated that the bill in'the form in which it passed the House of Representatives
after giving effect toanyincrease in revenue through additional taxation and
though changes which hinder avoidance of income tax, will iean a loss in reve-
nue orsome $450,000,000. The estimated Surplus for the fiscal year 1925, Which
will feel the first effects- of this tax, reduction, is $3O5,00;000. -Ihis figure is
based upon a reduction in ordinary expenditures from approximately $3,300,000,-
J00) atual in 1923 $3 050,000,900 estimated In l1O24 aid $9.815,O00,000.esti-
mated in 1925.. This reduction ip'expenditures WiTl require persistent effort and
great economy. If extraordinary liabilitis are Incurred' by the Government,
then it is obvious that the surplus of $395,000,000 can not be relied upon. ' While
the exact figures of expenditures and receipts for years subsequent to 1925 have
not been worked out, it is.the belief of the TreAsury that, assuming that there is
no substantial correction of surtax rates, the surplus in 1926 will be less than in
1925, and still further decreases may be expected in the years following. It
must be clear, therefore, that in your consideration of tax reduction you must
bear in mind, firtt, that the absolute loss of revenue based on income estimated
on present rates should not be greater than your available surplus; and, second
that your plan of taxation should be sound in its essential features and not
destroy the source of revenue.' " i a t n

On the bill as It passed the House of Representatives and is now before your
committee I have the following comments to make:

1. The loss of revenue will be $450,000,000. There will be no stimulation to
revnue-producing transactions, because 'there is no material reduction in sur-
taxes. If this bill should become a law, a deficit would Inevitably result, and it
would be necessary to find other means of raising revenue.

2. Surtazes.-My reasons for believing that a scientifically graduated surtax
rate with % maximum of 25 per cent will both stimulate business and yield
ultimately nore revenue to the Government have been so frequently stated
that I need not repeat them here. In the bill as It left the House there is reduc-
tion but not reform in taxation. The surtax rates start at 1 per cent at $10,000,
reach 36 per cent at $100,000, and 371 per cent at $200,000. If the rates had
been properly pealed in the 1921 act, it might be possible tomake an intelligent
percentage rluctlgn, but.'the bill simply continues, the defect in the present
law and penalizes principally Middle'incbmes' 'Here,'w ith unscientific tax rates,
the burden is borne by the man of initiative attempting to make money-not
by wealth in existence. It is my opinion that the 25 per cent scale down of
surtaxes -will have no material bearing on releasing capital, but, on the con-
trary, the flight of capital will continue. Particularly is this true since Con-
f.ress has refused to recommend a constitutional amendment to prevent further
issuance of tax-exempt securities. As an example; under the proposed rates a
business has to pay 8 per cent to equal in net return a 41 peir cent municipal
based on the proposed rates. This is too wide a margin. .

3. The definition of earned income has been extended to include, in cases
where the income is the result of the use of capital in connection with personal
services, an amount representing a reasonable salary for the personal services
rendered. The department for the years of excess profits taxes experienced
the greatest administrative difficulties in determining what was a reasonable
salary in cases of closely owned corporations. The present definition means
that in every case where there is any personal service whatsoever, the depart-
ment must determine what 'is a reasonable salary 'for those particular services.
This would bring up for determination by the department several hundred
thousand separate cases each year, and you can easily understand the difficulties
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the depirtmnnt will haveir j il i li ster in g such8a ,l4i I believe th~t with the
provision thltoall income under $5,000 shall be considered .earned,! substantial
juqtlce: wilt be done. anthe s4mlnistration 9thq aw, shou!o,not be, inomplcated
b n .ng ie eitfion, . There Is, 'of o ,al-soluto,4y no ,"wonfor, a

'00 liitatilon 'on d Income. -f tedlsctfon betwSh 'ufiane
income and earned Income is good, it Is goOd Iir eVery bracket, If theerft on
unearned incomes in. excessof $20,000 Is at the proper rate,then the saime rate
is too high for earned incomes.,

4. P, ulcity of e t .rs.,.- far as I know, in al 9ther natlonshaving income-
tax laws the privacy of returns is respected. In every State in'the Uited $tatei
privacy of returns Is guaranteed by law.'- There i: one: exception-"Wioomdin ,

where the privacy.provdion of. the act has been repealed, but I am informed-tih
thevol.dit of the. law has been attackedad the lower court has .uled against
the Jaw. The provIsIl in the present bi removes this privacy #o farias certain
comnilttees of Congress are concerned. This would 'not be objectionable if the
returns Were submitted to the committees only In executive session and mention
of the returns on the floor of bongress and the publication thereof in the .Con-
gressional Record prevented. Butthere is no privacy If the returns are discussed
in open committee or on the floor and publication of such returns made under

5. Estate taxes.-Without" other than a discussion on the floor of the House and
with no hearing before a committee, there was incorporated in the revenue' bill
an increase In inheritance taxes from a maximum. of 26 per cent to a maximum
of 40 per cent. In my opinion, such legislation is most unwise. The right of
the Federal Government to tax inheritances is based upon no specific consti-
tional power, but upon the theory of an excise tax. They have heretofore been
used only as war taxes and should be preserved for such use. - .

Inheritance taxes are properly sources of revenue.for the States. They are a
material element in a State budget; they are a comparatively small element in
the Federal budget. To deprive the States of this source of revenue-properly
their own-is to compel the States to increase taxes and to resort to their prin-
cipal source of income, which. is levies on land. The far-reaching economic effect
of high inheritance taxes is not properly understood.. ' These tales are a levy
upon capital. There ia no requirement in our law, as there is in the English law,
that the proceeds from eMtate taxes shall go into capital Improibiients 'of the
Government. 'In other wo-d, capital is being destroyed for current operation
expenses and the cumulative .ffeot of such destruction can not help but beharmfl
to the country... Again, estates have to be. liquidated to the extent necessary toprovide for taxes, and tho fo-ed sale of proper a securities tends'to bring
down not only the value of such property and securities but valued everywhere.
The ultimate effect of this is to bring down the very values upon which the tax
is levied and ultimately to destroy the productivity of the tax, both to the State
and to the Federal Government. The provision that State inheritance taxes
may be credited to the Federal tax to the extent of 25 per cent is in Ofcot a partial
payment by the Government to the States of the inheritance tax collected by
the Government,- and works a discrimination between States having different
rates of tax. . t , ,

6. Tax on gifts.--This tax also is a tax on capital, the proceeds of which do
not go into capital and, therefore, work a destruction* of the total capital of'the
country. Any annual tax on gifts Is susceptible ofevabion by spreadtig the gifts
over a period of years. It will mean practically nothing by way of revenue to
the Government; It will be extremely difficult to-detect and enforce. It has a
most peculiar incidence unlike any other tax that I know of-t-the one who gives
pays the tax, and not the one who receives.

7. Miscellaneous taxes.-The reduction of these taxes depends entirely upon
the available revenue of the Government. -Since this revenue is unequal to the
proposed reduction, some modification in these resf~ects should be made.

The CHAIRMAN..Is there any other statement that you desire to
make?

Secretary MELLON. No general statement.
The CHAIRMAN. Then I think it is more than likely that the com-

mittee will desire to ask you questions about your statement here,
also for a more detailed statement than the committee had as to how
you arrived at the estimates of income and expenditures for the com-
ing fiscal year. Senator Walsh, you asked when you were here for the



estimated revenue for thefirst year ofter,the passage of the reveniue
act-of 1921 as compared-with the actual returns for the fiscal year 1922.
That etimate has been prepared, -nd I will out'it into the record

at tl~l~Ox any,*qtbor ib 6ftee~iite
desires .you may. ask questions reppecting it.,. ,
, Under ''source of revenue '- the estimate for customs wa% $275,000,-

000, and the actual receipts were $357,544,712. I may saYl in that
connectiofi, Snaor, that a, part 'of that increase came from. the
emergency tariff.bill ,that *se enacted at the time, and y'r0 will notice
that there was" $82,000,000 more than was estimated. for customs.

Internal .revenue-income and profits tax: The estimated aount
was $24!'O,9q0;o0 (the ie6t'.iil amo6#nt co0 ected;',086,918 ,463.
That fell a iittleshort of t-6 estimate there...

Miscellaneous: The estimated. receipt "was $1,214,000,000; the
actual amount collected -waS $1,121,230,843.

As to nMiscellaneous taxes, tho amount estimated vbs $487,000,000,
and the, actual amount collected was $538,038,906.

As to the total of those sources of revenue as read, the estimated
amount was $4,086,000,000, and the actual amount collected was
$4,103,741,927- . . ......

Senator WAT; soN. A difference of how much?
The C(i AI iA.. -About. 17.,741,927. ; -... . .
Senator REmo'of Pennsylvania. The estimate was accurate within

one-half of 1 per cent.
Tie CHAIRMAN. Yes; a little 1ess than that. Senator Walsh, did

you want to ask the Secretary any questions 1.
Senator WALSH of Massachusetts. No questions, just yet.
The CHsunMAN. Now, Mr. Secretary, we find tti~ the reduction

of the national debt for the calendar year 1923 amounted to $1,072,-
250,610.83. . So that the Senators may know of the reductions and
the increases of the different bonds and Treasury certificates during
the calendar year 1923 resulting in this reduction of $1,072,250,610.83,
I will read the various items so that if you wish you may ask the
Secretary any questions while he is here.

Senator Kiss. That is for what calendar year ?
The CHAIMAN. 1923.
Bo.ds, not changed-that is, just as they were during the whole

year-S$822,010,030.
Panama Canal, 1961, 3's were outstanding on December 30, 1922,

in the amount of $50,000,000 as against $49,800,000 at the end of
1923, a decrease of $200,000.

The postal savings are shown as $11,851,000 at the end of 1922 and
$11,877,900 on December 30, 1923, or a gain in the obligation of the
Government of $26,900.

Now, the Liberty bonds. The first Liberty bond issue, 1932-47,
was outstanding at the ehd of 1922 in the amount of $1,951,812,350.
At the end of 1923 the corresponding figure is $1,951,605,700, or a
decrease of $206 650

The second Liberties, 1927-42, were outstanding at the end of 1922
in the amount of $3,269,148,800, as against $3,105,619,150 at the
end of 1923, or a decrease of $163,529,650.

The Liberty thirds, maturing in 1928, were outstanding as of
December 30, 1922, in the amount of $3,448,273,900, as against
$3,266,775,400 at the end of 1923, or a reduction of $181,498,500.



,Tho foiur&kLiberty Aoagi3S933-a8j wob eutetanding~at tbe ~.ii of
1922. in the .szoufit of. $6i8a0,860,3O0, aesgeirast .B6,32i7&lA)at
the end of 1923, a reduction of $5,077,900. . l;*-!.,,;( I~ _l

Treasury bonds, 1947-52 outet.iding.t*s.ofiiDecemb6r~i30 1 1O22,
$763,861,100; as of Dcnir3~r98 73O2O~~aic~s

Now we come to the notes, th Victories Of 1902)lO There *dA
oil tstdiag" at .the nd, of 1 922o; $5 9j40O.! 1Thie. wieal ~lJ id
in 1923, but this atxatpmout wWI~Mdioate bow.theywero ipai :it",'i

,-The next wre the -Txea.vtiy AotswI &HieWAsiA4924-i vAa ovtstmning
Pecewaber 3.30,422j.u the, mon~t-mit SOL1,193kOO%, rwWj, ha., e
reduced.&103,000.4t, the en.a 1003,t 1 Iv fli-40 .s if'.1 4-1 ONZ1 -.iliSeries B of 024 was .9 &tm igvLAtMOd1ct 92
ajmou~tVof $894,706, 1001 jaIdje biiWIn rodWA4a04he o& f, A b

Series A of 1925, outstanding.. Pe 1I~eubor, 3.0 A9121 M300

Series B, 1920, outstwingtou;Qcer-Aber 30W 1Q22jk $830Q,85O
aiid thoy, weredecreasiel $0,47Q,600,,,. . *

Series C, 1925, was outstanding at the end of' 1922"in"the ameun
of $435,740,200.46,and bad hbeep d~rgase4 s* ypaw latQi ih a nn
of $29,70912O9,q46.. ,: ~,* . /

"Series A of 1926 was outstanding on December 30, 1922,p .tJft
ainom.uwo $01.7,7j69*700). aPd a~ bo,be produced onov.oywrttw iathe
amount of $2,061,j800., -1 it j 1*. a s r.ji idri

Series Bt, 1926, isfe~ s~s igit, tke ond(of.1922 jipi4he
amount,,$461,939,90.., This swovpt- wm a.ediice $.,4) 7300:j'

Series A of 1927 was not outstanding on December 30, 1902 , pa
December,30, 1123, had beewipsuidi,themnIjuat of$40 71%9900ror
an increase over 1922 in that amou . Likewise, on IPoomber. 801
192Z2, no anmounti,i rrwedv.or. seriq-JI,;1AD27,bpt. on Lfecember O0,
1923, S668,201j4,4.9"as oiztstandingf Whhesulto i1,loi!l~fa$in
th~at amifounft.- If t i,- . I

Series A and series B bonds were issued, I auppoe to take up: oro
qf, he therbonds -thet wer,pAid., ,**Ih t

Senator JimG, 1athjPthoj9P22de? , ' .

The CHAIRMAN. This is the 1922 debt, Senatqr, -lit ~j~
-Senator .MCCoBrnnwIK, -Caw, yqu tplA '~.eas a, ummary lhow,,much.' it

was reduced during the i&s~flkal,.yeorrend thp-year prece4MA%, ) 11
<Ehe Qw- nuAN, ,For tha .ca1~qiWF. yeAr it was! reduced, $1,Q225A,

610.83. p si
Senator AWOO0HJCK.J t was! redpceod by .$1,00%000,000, int one

year? .a

The CHAIRMAN. Yes; and we will ask the Secretary to telly~w
how it was.reduced and howthope payments were. to be- made.

Then, there were the Treasury scetilioates. .At, the end, of.1922,
there ;was, 91,09Q,480,900,-,which:,tamouiit,, had been;, reduc~d.v
$170,261,900 a year later.' .a ,p.p ;

The war savig securities, that, is,;aTreasury. savings seouritkes,
were outstanding at, the endoef 1922, i the amount of $729726AW1.80,
and they were reduced year. loter $aS%071 ,98$.60-:!. . ., 1 d

The matured debt upon which interest has ceased waste t"* nd
of 1922, $248,101,000.28, and thatV -was: reduced $215,478,810J. .V
- The noninterest,.eariug debt -was. ;$261,j746t83857 1and At asw

reduced during the -year $2L,016,907.87.,, . ia'~
90261-24--5
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This -makes .total.' reduetioti, f, kinW into codsideration the
incMme ,ad .the decreases .01'. the 'e1- of theUnited State,
of $1,072,250,610.83. t',I'.' " , '. . . " I'

&ntrM160oini. In'on6 ea, ITh PCA I In'tli' caltda.ear, ".1.923.
Senator MoComox. Is that what the taxpayers of thiS country

The -QamM4N.' Th6t is what, the -Aobt ofj the United States has
been reduced in one yearin thealendar year 1928.

'Now, :in order thit !tie' committee may, kiiw from just what
8ource 'this .reductiofi Wd made; ossible,- I Want ithe Secretary at
this time to put a statement in I& ioiecbr- howing Jiet 'where the
=ney comes froi, to make this'y dudtio-..

Satdr MoCoiVxt, What wai .the reduction, for the calendar
ye preceding ?
'Mi. Wmkswo'l I have these; l year-.-"-

Senator McConioK (in "posmln). I'would like to know how much
the- p bliW debt has lein reduced fo; 24 :months.'

Mr. WINSTON. I have not thb ckIendar year; I have the fiscal

The yAiWs., Will yousend It up to the committee?
Mr. WINSTON. Yes, sir; of course, we have the fiscal year fig-

ures viow.'
. The Cli*mmAN. And if it will not 'take too long, the committee

would like to have you go back for five or six years.
Mr. WIN4SToi. I have here 'that information for the fiscal years.
The 'CIUMMAN. We want'it for, the calendar years, so that we cancompare it.' " :

cSonator G RRY. Will you give me those figures for the Panama
CMnal bonds.

Thet A3uN . There'was $50,000;000 on the first day of January,
1923,"and during the year 1928 $20000 of that was'paid.
Senator WALSH Of Massachusetts. Was there an increase in the

postal-savings' obligations? f.'
The CHAfiwA. Of course, those bonds are subject-to withdrawal.

They are received in different parts of the county, and the deposits
are more than the withdrawals. . , - ! . I .,

'Secretar Maulox. In that tbtal reduction of $1,072,000 000 for
the calendar 'year 1923 there were included sales of surplus war
ndateriia, e tc.- iin other word, speciAl receipts' rather than those
which are continuing,ta

•Senatdi'A W T-ofmassachusette. How Much does that o to?
Secretary MELLON. It is not separated in the statement which I

have here. . -
Senatoi- SmMONS. Mr. SertAry you show a reduction in the debt

of over a billion dollars. 'We wouid like to have' the items showing
where you got the money-' to make these payments; what you got
from this source and from that source.

Mr.'WINsTON; Shall I rekd these.' .I
iS&nator-S-xkoys. If we' could" get these figures written- down

before us we could follow trhemmore easily and;work'out the problem
so muhbetter.

Mr. ,WIsTON -Baied,'on, the 'daily iftea ury statement for the
alendat year 1923:, there-was'a reducii O Iof' the gross debt of $1,072,-

000.000, as Senator Smoot said." That, comes from three principal



sources. First, from the ,snkig futi,',foreign repaymeitdi axid
other debt repayments chsreable gainss, ordinary, receipts, S472,-
000,000.

Senator MvCoamo. You mean of, the revenues of the GoVern-
meat?

Mr. WINSTON. I will describe that a little ih detail later '
Smator' S IMONSb Mat $472,000,00 !Whioh you. applied to- the

payment of the debt came from; what source t
Ir. WqSTwO. Sinking fun, foe~g, payment., and other debt

retinnfentrehageableagainst -ordinzy ree t&,:.
Senator SmwoNs. One of them .was the -interest from Great

Britain I.
Mr. WINSTON. Yes part of it came from that.
Senator SIMMONS., i would like to get it as we go on. -
Mr, Wne soN. May I jut give an outline of it and then give the

details? I - - " , - . . , , '1 •
Four hundred and seventy-two million dollars came from those

items chargeable against ordinary--receipt.' From, suplus moneys
in the Treasury there daMne $387,000,000, and from. reduction ;in the
general balance fund--that ;is what we call our workingcapital-
$212,000,000. That makes a total of -$1,072,000,000,- Now, take
these items up in the reverse order because it is a itte more simple.
The reduction in the general balance is $212,000,000; that is instead
of having cAsh on hand in the bank we have les debt in January,
1 9 2 3 . ' 1.. , , I ' "
. The Ckanmm. That is, you are not carrying the amount of

cash on hand that you were at. the beginnng of the year, and for
that cash that was lying on deposit either in the Treasury or in the
banks of the country youpurhased -obligations of the GovernmentI

Mr. WINSTON. Yes; on December 30, 1922, December 31 being
Sunday, there was $587,000,000 in the general fund. On that date
there were still outstanding and due $286,000,000 of Victory notes
which had been called on December 15, and $622,000,000 of war-
savings certificates which matured on January 1, 1923. SO the
generi! fund was large at that particular: time in order to meet
these maturities. On December 31, 1923, which is the end of the
period, the general fund was $824,000,000. There were - some
T sury savmgs certificates maturing, but nothing like the maturi.
ties we had a year ago. We did not need as much money in the
general fund and we did not have it. That makes a, difference of
'$212,000,000.

Senator JONES of New Mexico. In this total indebtedness here, at
the end of December, 1922, the Treasury balance was figred iii the
statement just the same as the Treasurybalance is figure at the end
of 19231

Mr. WINSTON. Yes; but there is a difference in amounts.
Senator JoNzs of New exico. That is wholly immaterial when

you come to consider the net debt of the Government.
Mr. WINSTON. I will show you how material it is. For my own

satisfaction, instead of taking December 31, 1922, and December 31,
1923, I moved a month on to see what the debt reduction would be
there. The debt reduction, taking the calendar year ending Decm -
ber 81, 1023, is $1,072000000. The debt reduction,, ta niig the
12 months beginning with February 1, 1923, and ending with January
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31, 1924,is only $888,000,000.! The principal difference is entirely
.accounted for by a.;dtop in your gener4 fund balances..' We had. the
cash, and we used it to pay debt.

The -CHMSMAN. It is just the same if you had, money in, the bank
and notes outstanding. Instead of leaving the money in the bank,
you paid thenotes.off. .! , , , ,.' i
) : Senator JONEs of New Mexieo. It seems to ine to, be wholly imma-
terial. After taking all the indebtedness; at, the beginning of. the
year,- and. the receipts. during :the year and applying them,' we find
this reduction in the total in-ebt6dness of-$1,072,000,000. , Now, as
I take iti it- does not mean much to, simply mote the matter-forward,
because your receipts for the calendar year 1924 do not come in in
great quantities in January of 1924. .' . . ( ,, • "

Mr. WNsTox. They come, in in- the biggesi quantity in March and
June,, so the proper period to :take would be the'fiscal year .and not
the calendar year at all, It is purely arbitrary to take the calendtir
year. . '

The C wwa u Well then,, fso the' committee -may. have it, I
would like to-have the,scalyears 1921, 1922, 1923, and 1924. .

'Senator. HAmsoN. Was the amount -of cash on hand December31, 1922,. 4xceptional y',ageI :- ,,,- .z t!,. ., ,. - .. .. ..

Mr. WmrsroN. 'Exceptionally, large, for the reason, that, we, had
maturities ofl$858,000,000.in securities to.meet...',
... Senator! JoNEs of New. Mexico. All, of that was calculated against
the indebtedness of the Government at the end of 1922. AplI*
that whole balance in the Treasury at the end of;1922, the net melb-l
edness ofthe ,Government was $22,986,000,000 plus., Now then,
taking the receipts during 1923 and applying them to the indebted-
ness, we find this reduction $1,072,000,000, and .the amount in the
Treasury at the end of one year, it seems to me, has no relation what-
ever to .this statement here, because it shows that. the receipts
during 1928; reduced the net indebtedness, of the Government , by
$1,072,000,000. . .

Mr. WufsToN, That is not accurate, because the receipts did not
do it. Suppose you had no money at all on December 15, 1922, and
you.borrowed $1.,000,000 for one year. You had $1,000,000 of debt
and -$1,000,000 of cash; on, January 1, 1923. When you come to
January 1-,, 1924, this indebtedness has been paid off, but you are in
the same net position as one year earlier. I . •

S Senator Joss of New Mexico.. Then, I do not understand these
figures here. At the end of 1922, did not the Government owe this
$22,986 000,000 without applying the amount in the Treasury..

Mr. W8ON. It does not show the real position.
S enator JONES of New Mexico. Then, this does not mean anythingI
Mr. WiNsToN. It does not.
Senator JONES of New Mexico. Why was the statement prepared?
Mr. WINSToN. It shows in detail what .particular bonds were

affected, but it is not material in showing the financial status of the
country.

Senator JoNEs of New Mexico. That is what I want and that is
what I supposed we had here,. the net indebtedness of the country at
the end of 1922 after applying the cash in the Treasury.

Senator RzBD of. Pennsylvania. He is just explaining that the net
indebtedness, after deducting the cash balance, is reduced by
$800,000,000.
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Senator JONES of New Mexico. :I do;noV take'itt that thatis what
hemeans,:Senator. . ,i,. Let us have the Treasury statement for the end of December, 1922,
and let us look at it to see whether or not it~applied the cashbilaflbe.

-Mr. WINSTON. It is made up in two forms. ! The compartive
statement is at the bottom of that Treasury statement (handing it to
Senator Jones], and if you will look you. wil see it states the gross debt
and then it states the net balance in the general fund and gives yow
the third item/the gross debt less balance in the general fund, which
shows the.financial status of the country.,, .. ... ,

Senator MoCoRMIcK. Would it be difficult to. tell in brief how
much the net debt was decreased during either period of 12 months,
and how much of that decrease was, due to receipts from taxation or
from payments by the Allies ? I I " ....

Mr. WINSTON. Not a bit. That appears, Senatori at the end of
the public debt statement. It is just a question of subtraction.

Senator REED of Pennsylvania. Senator Jones and I have jiist
compared these statements of the net- debt at the end of 1922 and
the end of 1923, and we find there a reduction of $859,000,000 in the
net debt. . - . . .. . I I

Mr. WINSTON. Which is the proper figure to consider.
Senator JONES of New: Mexico.- Then, this table is of no value

whatever. I think you will concede that t means nothing to us un-
less we know the actual indebtedness of the country.

The CHAIRMAN. This is how it happens: We have had that much
less debt, but in that amount of decrease they had taken $212,000,000
of money that was counted as a reserve before. ,

Senator KING. They diminished the resources to. that extent.
Secretary MELLON. Yes that is right.
,Senator JONES of New Mexico. What we really want is to know

the actual deduction of obligations of the Government after applying
the Treasury balance. That shows what we received during the year
and it is the only way that I know of to give an accurate. statement
of the condition of the Treasur.

The CHURMAN. Now, the eight hundred million ,and odd dollars
did not come from the taxpayers altogether. Some of it did.

Senator REED of Pennsylvania. That is what he is about to give us.
Mr. WINSTON. I will take up the second item. We have discussed

the reduction in the general find balance, and I think it is clear, that
it is not material in this situation. The surplus moneys in the Treas-,,
ury worked a deduction in the calendar year of 1923.of $387,000,000.
Now, that is purely automatic. We borrow in the Treasury every
three months. When we come to the 15th of March we calculate
how much we have got to pay on obligations maturing in the next
three months and what we are going to get by way of taxes, and then
we borrow enough money to carry us ,through to June 15. If we
have surplus moneys in the Treasury, we borrow less. If we do not
have those moneys in the Treasury, we have to borrow more. So,
automatically, every three months that extra cash in the Treasury is
converted into a reduction of the debt.

Senator JONES of New Mexico. I think we all understand that.
Mr. WINSTON. Now, that surplus money in. the Treasury is the

surplus which is available for tax reduction.

6T!:
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Senator Joius'of New Mexico. It seemW to me that the thin we
wanted to find out is how much tax was received from contributing
sources.

Mr. WxNSTON. The debt reduction from these surplus moneys in
the Treasury is automatic. That is the money which available for
tax reduction or for any other expenditures. That is your surplus.
To put it another way, assume you were in business and you owed-
money to the bank on 90-day notes. , You'were making considerable
money butnot enough to pay the notes at maturity. As you reached
the due dates on those notes you would renew part of them and pay
part of them, Now, that is exactly what we do.

Senator KNG. And you reduce n the bank any money that you
might carry there for the meeting of maturing obligations.... .

Senator REED of Missouri. I know what you mean, if you put it
that way. You reduce this floating debt. .

Mr. WwsooN. It is a floating debt.
The CHAlmAN. And the amount of reduction is what ?
Mr. WINSTON. In the calendar year it was $387,000,000.
The CuAIRMAN. That is what you actually received from the tax-

payers over and above what your estimate of expenditures was
during the year? I. the

Mr. WINSTON. Yes, sir; this is the calendar period, and we use the
fiscal period for various reasons.

The CHAImAN. Necessarily so.. Now, there is still another item
there. , .-thMr. WINsTo. I am coming to the third item..

The CQumANAN. This is what was saved and what we can safly
make in the way of reduction of the taxes imposed upon the indi-
viduals and businesses of the country.

Mr. WzNSTON. Except that you can not take the figure for Janu-
ary 1 as being the correct figure. We reached it on a fiscal year
basis.

The CHAI= N. You are going to furnish us the fiscal year figures.
Mr. WINSTON. And the fiscal year estimate for this fiscal year is

$329,000,000, which is a surplus. It ha ppens to be the surplus at
this period and it may be less or greater m other periods.

"Senator KING. There is always a balance of money in the Treas-
ury of the United States which is coming from various sources, prin-
cipally from taxation. You avail yourself of a considerable portion
ofthat to meet floating obligations when they arise, so-that m esti-
mating the taxes wo can figure on that fact, that there will be a
small amount in the Treasury which is available as a fund to meet
maturing obligations.Mr. WiiATON. it is a surplus of our receipts over our expenditures.

Senator REED of Missou. There are some 90-day debts that the
Government owes, are there not?

Mr. WINSTON. Yes; and we owe a lot of long-time debts, too.
These do not vary except in their maturity.

Senator REED of Missouri. But you are borrowing money on these
short-time obligations, for the purpose of carrying the Government
during those periods When there is not enough cash in the Treasury?

Mr. WINSTON. That is right.
Senator GERRY. Does it not mean, practically, that when you

reduce your working capital you have got to borrow; that you need
a certain balance?

68-
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Mr.,WImsTON. As. we eccuzlteIn.the Treasury;too muthworkr,
ing capital we just renew our obligations for less aaount,:*nd, auto'
matiesly the debt. reduced! and! your working.,capital is, cut .down.

Senator GERnY. Then, as I understand it, you consider, .thi
$329,000 000 is more than you need for, your working/capital, -

Mr. WINSTON. O yes; that is~your .surpluil It hasa, o being
on yoUworkincapitil., . , ,. : - , 41
: Senator Mo Csmox.. May I ask the Undersecreta f. hewill aot,

conclude his analysis of sources from which they, mike ,the net reduo-
tion of $859,000,000. .

Mr. WiNston. Thie.o one item:o it. that 1bavejut been, dis-

Senator Rz9.D of Missouri. I would first like to knowithe answer-to
this question, which I will..state in -,m own -Way. ,; Wf'i of , wure,
have a bonded debt running for a considerable penod of time. .TMe,
in order to get money to run the Goveroment, you have sold these
short-time securities in large amounts from timi! to time,, and. there
is a lot of.tkem still outstanding.

Mr. WINSTON. Yet sir.'
Senator RVEsDof diourib IHow much.
Mr. WINSTO, About,$5,00000 000. .. There L, About $4,0000004+

000 of notes maturing in the next three years and I think that when;
we get through with this . nsm lng thee will be about $70000,000
or $1,000,000,000 in e ificat .. I .., .. , , ... . J ' ...,, * -. .,J
•SenatorRE*V of. MisSurA, If'we Were to meet those.obligwioa'.as

they came in it would exhaust all the m9ney you hadin the ,Treasury.
anda Rmt deal more, of ..cours : ..

Mr.'WINSTON. There are eighty-five hundred million dollars ;of
securities maturing in the next four. yrs, ; , . , -

Senator RSIDo Missourik, ,ow..much interest do we ,pay, on these
short-time securities? .. '. , -• .1
Mr. WIxrNON. On the issue. wO. a0e putting out now, 4. per cent.
Senator, REEiD of Missouri What :waS the interest on the otheml
Mr. WINSTON. Thie issue in., Deembpr we sold-,they- 'ebosix--

months certificates--for 4 per oent, and the year, certificates at 4J
per cent.

Senator RED .of Missouri. What does it cost you to sell those ?
Mr. WINSTON. IWe do not pay anything to sell them.
Senator Rzwauof Missouri. -But you have agets out selling those? ,
Mr. WINSTON. We pqy the expenses of the Federal reserve banks.

We do not pay any commission. 01. ., - ...... ',; .: '..
Senator RUED Of Missouri., What are. the expenses, then l- I, will

put it ia. that way."
Mr. WINSTON. I have not 'the figures before me, because the.

Federal reserve banks do not separate th-e expenses attached to the
sale of these certificates from their, ordinary expenses i handling,
other matters fof the Government.

Secretary MELLON. It is not a very material item 'at all.
Senator REED of Missouri. What would it amount to, Mr. Secre-.

Secretary MELLON. It just covers the necessary expenses of tele*x°
grams and everything in that direction in distributing these .ndtes.
The notes are offered publicly and subscriptions come to the Federal



eervedbanks, from, -other ,banksJ 'nd, individuall subtcik6ls Wnd

thfeaoiaw vtbof Millsouri, Do tiey'iot have agents out that sell
SedZrietkir v , Obi no., li-:s, . .. . .,

'Sen#AorRzED lf Mikomrri., They -did.!have, did they not I
Secretary MELLON. During the war there were. these' committees

and Voluntaryorganizatibns; etc., buV all "these tees)at6 placed at
par i through' public offerings, and'tliey,'are subscribed f' and the
expenses you refer to are the ordinary expenses of distribifing them.*

- Senator Ruai of, Mssouri. 'I didnothave thatini mind.-, Itought
that there were paid agents.

Secretary:MLvLN.: Noirloji!
Senator WiLSH Of Massachusetts. What is the highest rate in all

these "notes that you paid i -. ... . - ...- . ...... a .
Mr. WiNSTbO. *On notes I think it was 51 per cent.
Senator G nn'. -When were they, issued?
Mr. WINSTON. Issued June 15, 1921. In the early part of this

administration rates were much higher. We had to payon the notes
which ran from two to four years something like 51 per cent, and then
the. Treasury certificates, which were issufe-d were something under 5
percent. .

"'Senator RI&D of, ' Missouri. 'Why did- we have to pay that when an.
individual bank would lend for less at- that time'

-MV:-WInSTON. The individual could not borrow for less at that
time... He'had'to a higheprates. e., :

Senator ROD o MissOuri. I borrowed money at 51 per cent.
TheOQnumA*. i2 19211 ? ; ...
Senator REim of Missouri. Yes.. ,i. • . . •
Mr. WinsToN. Mr'. MeAdoo paid 6 per cent 6fi some of his short-

term certificates. 
.;.

Secretary Mr.tLoN. Itis'bsolutely necessar' to meet the market,

because you hive to sell on the'basid 6f prevailing rates.' After they
are* sold there is ai ras-an open market., ' ' . ,

The notes are traded in' a1way9, that, is, people who buy them
may want to sell them and very frequently the people who have in-
vested in. them sbll at a slight l s. The Market fluctuates. "

The CkAmIAN'. let me ask'this question. T e series A and B
of' 1924. -. You have redeemed all- of 'IhseI 'as you k.now. ' What rate
of iWteiest were the drawing? ,,-;" . ' ., " - . ...

.Mr. WINsToN. Five and tbree-quarers ahd 5 per cent.
The CaAIRMAN. They havevall been redeemed; I understand.
Mr. WiNSToN. These particular issues are due in June and Sep

tember of this year.' ' " - , . : I .
Senator SzskONs., Mr. Winston,' you said that in December you

had, surplus of.$387;000,000 odd. That was money in bank. That
was the surplus of that year.-

Mr. Wiss oN. That 'w s not money in bank. That was surplus
money over expenditures which.had gone in and retired debt during
that calendar year. The debt was reduced by $387,000,000 from
that source. , .- ' - .1.. 1 1 1 ,! .

Senator SmruoNs. Well, you had paper surplus?
Mr. WiNSTON. At that-period; yes.
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., Senaor-'SMxOs& 'What'! Iant 1to' ask yo~uis this: / Was :that

much mbne left ove -after payi rll the, axjnsis of! the Oovern
Therit adl'J the' debtsotrated' in that y .,rl,

Mr. WiketoMs. N6; that.siiply.ineantthatwe had,,as I explained;,
too big a,*orking b Klaneeoh 'December 31; 1922, and -we j ist cut thaat
balanoe-down'.aid,borrowed less money inMarch; 1923, and in Junei.
SeItember,'and,D4emberp 1923. '

Senator Sr=IoNs., WI-at I was' trying to get at is, was that the
surplus you had ,from money you had co]iected from ta&e" after you
had paid'out'the, obligations'of that year?'' .."Mr.T WiNsTOi. That -was the difference between the receipts,and
the expenditures up, to th _t time, extra money in the Treasury which
had been used to retire debt. ..... "

Senator SIM~ioNs. 'You issued during the year of 1922 a number of
Treasury' certificates, did you? .

Mr. WINsToN. Yes; we did.
Senator ,SimmoNS. Well, now,! that brought money into theTreasury.
Mr. WINs'ON;. Yes.,
Senator SIMMONS. Were those certificates paid during that year?
Mr. WINSTON. All certificates have to mature in a, year or less,

so we have no certificates outstanding beyond a 12-month maturity.
Senator SIMMONS. But I want to find out what part of the money

you borrowed'that year was paid back during that year. Themoey
you borrowed went'into the Treasury, swellid the Treasury receipts.
Now I want to find out what part of the borrowed money was pad
out durig that :yea. I might increase my surplus 'at the' end of the
year by borrowing and lettiing a part of it go over to the next year.

Senator JoNEs of New Mexico. Let me see if I can not clear up
this situation a little.' Let me see if I ca' get the answer.

Mr. WIrxSToN. Let me see if I understand-you correctly.
Senator JONES of New Mexico. You collected so mucli money in

1922 from taxes.- That' went into the Treas'r. You'got so much
money in the' Treasury from the sale of certificates._ Now,' I -want
to knmoiW what part of that money that you secured on certificates
and was put in the Treasury was paid out of the Treasury during that'
year ,and what part wis carried over. 'For example, I have a certain,
income during the year.: I pay my debts, but I go out and' borrow a
lot of money and give my notes for it to pay the operations of that
year, and I use all[of that money during that year or keep it in, the
Treasury or the bank. -Now, I want to know what my 'actual surplus.
at the end of that year is, in short, what I have left over after paying
my debts.. I .

Senator WATSON. In other words, how much money you borrowed
that year and paid that year. I

Senator SIMMONs.' That part of that which I do not pay is a debt
still hanging over and so it-is with the Government.

Mr. WINSTON. in other words, what you want to know is whether
you made a profit or a loss? Well, that $387,000,000 that we are
discussing-

Senator MoCoRmox (interposing). The Senator from New Mexico
here, after a conference with the Sbnatoi from Pennsylvania, made
the statement that the net debt of all sorts had been reduced by
$859,000,000. Am I not right?
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,,Mr. WxsTo . There are, certain i _tes, ,wh1ch w, .have.,ot ,et
tQ~ch~d upon . tmuow! *ccuni .to. the ,other. itawus.which! are

chargeable against ordinary yeei_.aid,.wore usedto rdclue:the debt,
during! the alend' y ear,1903,t the %otof!$47,Q0, OK.-

,etor-J~o~uss New Mx.. It ,we .tisiua-
tion. The,.TMasury- has'got *Jot of shprtotarm oi l"gati.,,and a
working balance in the Treasur'y, and ps .the Aeipts cone.iniJttakes
ore of. the, ohort term ob]igatins with the badance in the Tre uy,
whatever. that may, b . e Treasury. bh: the, monqy it does, not
borrow. The question for us to determine wie how.much:revenue do
we. want t6 rame ip. odex totake cre of aressonable reduction in
the public debt. • Woreduced itlast colendor year by.4859,000,000.
Assuming that our receipts for the year 1924 Wll, be the. sine- and
that, the .expenses Qthor. tho the public debt will be thesame,, why,
we would have for this year $859,000,000 to apply, upon our public
indebtedness.

The CmKAmMAN The: sinking fund. would. have to be taken, out of
that.

Senator JONES of New Mexico. But, Senator, I think there you are
confused. ... .

The CHmUAx.1, .do not think so.
Senator JONUS of New Mexico. The sinkiag fund goes to reduce-

th e d eb t. .,. I, . ..t. , ,.. , :::. .. .. , . ,. ,.. -"
Mr. WNsOoN. $472,000,000 is, the, item left. We! had,, first, the

general.fund balance of $212,000,000; second, the surplus :-moneys
which contituto the.surplus for that calendar. year, which is exactly
the equivalent to the $329,000,000 estimated surplus for the, fiscal
year 1924. .. . , ..; ... .

Senator JoNEs of New Mexico. That assumes that ,we want to
continue raising the amount of money forretirement of the interest
indebtedness at the rate you have specified.
' Mr. WINSTON. Now, -1,I arm oomma to, the third item. The first

item, the general fund balance, is immaterial. Tho second item,
the surplus, is what we were just considering., The third item-.-

senator JONES of,New Mexico (interposing). Right-in there it
is not to be ausumed that we are all agreed that. we are going to
reduce that permanent interest indebtedness by the amount which
the sinking fund and the English debt would amount, to, , .

Mr. WINSTON. Take the, calendar year 1923--and of course,, taking'
the calendar year is not very accurate, because wo work on a fc'
year basis-there was spent for sinking ftmd purposes, to reduce
the debt during that year, $219,647,950. That is the sindg fund,
ifyou understand what the sinking fund is.

Senator JoNBs of New Mexico. I know what it is.,
Mr. WINSTON. The next item is $69,605,900 for foreign repay-

ments. The -third item is bonds received under debt settlements,
$160,611,150. That is the British debt settlement principajly,
about $160,000,000, and then some miscellaneous items of $22,0 90000,
making up a total of $472,000,000. The sinking fund provision. is
contained in the Victory Liberty Loan Act and was based on 21
per cent of the bonds not represented by foreign indebtedness.

Senator WATSON. That amounted to what?
Mr. WINSTON. At that time approximately $10,000,000,000; and

$10,000,000,000 in bonds was to take care of the loans to foreign
governments.
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Secr W so.A)N. Approximately halt of thedebt.
mr. WI&sik. TheImgn-iing fimd was calculated, at -the time it%

was made to retire that part, of the war bonds. in about 31'y.ON
The sinking fund is compared of two parts, the original 'redit ci
21 per cent and the secondary credit,, w ich s ,the interAt *0a4ved on
the bonds which are retired from the sinking fund. When it 'ws'
started it was $250,000 000, and this fiscal .,year it' is appPoifinatkly
$800,000 000 As you iiy mori bonds yo save interest andyo.r
sinking Lund goes up. At the same time 'it w , assumed' thatthe
$10,000000,000 *epresented; by foreign debt would be .paid .by py-
ment of the foreign debt. •

Senator -Momammox. That, was ingenuous. on: the part' 'of the
fiscal authorities of the United States.:--. .. ... . . / . ill

Mr. WINSTON. No, sir- this sinking fund is ag mch a p art of the
contract that we have with our bondholders" as the date o9 payment.

Senator Jozs. of -New', Mexid..Well ,'now, you are 'enting into
an argument there. Assuming that to be true, there was i contract
with those. bondholdarw that We. would not replace that sinking fuid
with the English debt,,wast'th . .b' /"

Mr. WiNesd. No . .- , 1, .- .
Senator JONES of New Mexico. We are at perfect liberty to erc,

down the reduction in'that debt as we see fit.
Mr. W2'om. That is not- correct, because .it .is asurmd that-

this sinking fund takes care of only half of the debt. '
Senator ioms of New Mexico. The' bondholders'have no interest

in that. q
Mr. WINSTON. It was an implied contract with them. -* .
The _CQ&uu .. Congr. 'said that, they would do it, that they

would take 21 per cent of the amount!of the debt as a sinking fund.
Senator JoNEs of New Mexico.' That Was the only contract -with

the bondholders. This English debt business has come in sincetand
is a-matter to handle as, Cngress chooses. The bondholders were
interested only in that 21 per cent of that indebtedness.

Mr. WimT&o. But they hold twenty billions.
Secretary MELLON. And that only applied ,to one-half.'
Senator Ru.. of'Penisylvania. Did the original liberty bond lawprovide that all repayments by foreign governments should be ap-

plied to the reduction of the debt? That is just as much in the law
as the sinin'fund.

Secretary- MELLON. Yes.
The Cu TAN. At the time the bill was passed the sinking fund,

2J per cent, amounted to $40,000,000. ItiS in the law.
Secretary MELLON. Here are the terms of the act which called forthat;
Senator JONES of New Mexico. My recollection fails me if you

find it there.
The CHAIMAN. It is there.
Mr. WINSTON. It is the Secretary's authority-

to receive on or before maturity payment for any obligations of such foreign
governments purchased on behalf of the United States, and to sell at not less than
the purchase price anv'of such. obligations and to apply the proceeds thereof,
and any payments made by foreign governments on account of their said obli-
gations to the redemption or purchase at not more than par and accrued interest
of any bonds of the United States issued under authority of this act; and if such



bonds are not available fr this purpose the Setiary',of the "Trtzabry shall
redeem or purchase any other outstanding Interest-beasiig oblixan of the
United Stakes which may at such time be subject to call or which inmy be pur-
chased at got more than par and accrued interet..'.

;,The CsAuwA. Now, will you give us the items from the thirdbowekett
Mr. WINsToN. The net item-n---'
Senator Sntoa s (interposng), What did you say you received,

from the foreign indebtedness -
Mr. WrsToN. I have not come to that yet.,, This i,. simply a

sinking fund that we discussed.
Senator SImONS. Now you are .coming to foreign debim?
Mr. WINSTON. Now I am coming:to foreign repaymei rt.
We received $69,605,900 during that year.
Senator SmMxws. From whoni ? ,
Mr. WINsTON. From Englnd, $61,000,000 was received in pay-

ment of obligations incurredto purchase silver.
Senator SIMMONS. That had nothing to do with boin d interest.
Mr. WINSTON. This was an extra indebtedness. - ...
Senator SIMMONS. YOU took that money and applied it to the

debt?.
Mr. WzNSTON. Yes; and there was $7,000,000 received from Cuba.

Cuba paid up the rest of what she owed. Those items, of course,
will not occur again.

Senator GERiy. Was there not a payment by the English of
certain back debts to make an even sum?

Mr. WiNSTON, 4, will come to that later.
The CRAIMAN. That was not a very large amount, Senator.
Senator GERRy. What was the amount?
The CW .MAN. Four million si. hundred thousand, I think.
Mr. WINSTON. Four million one hundred and twenty-eight thou-

sand. Now,, during that same year 1923 we received from the foreign
governments under the debt settlement $160,611,150.,. Now, there
is a small debt settlement with Finland involved in there,-,but the
principal item was. the British refunding.

Senator KNo Where did you get that $160,000,000 from?
Mr..WNsToN. Most of .it from Great Britain. The British re-

funding agreement provides that they may pay principal and interest
in bonds of the United States, and as long as our securities are below
par England will buy them and turn them in to us. Let me tell you
what that actually means. On December 15, when the last payment
was made of something over $90,000,000 England turned over to us
bonds and $22.16 in cash., The only cash we received was $22.16.

Senator REE. of Pennsylvania. How much did England pay for
them?

Mr. WiNSTON. I do not know when she bought them.
Senator WATSON. What was the actual amount of the sinking fund

last year? At the same time let me ask you the further question with
respect to what figure you propose to fix it for next year?

Mr. WiNSTON. Last fiscal year it was $284,000,000. For this fiscal
year it is $297,000,000. For the fiscal year oi 1925 it is $310,000,000,
but this is estimated, of course.

Senator REED of Missouri. Is that the amount you put in each
year or is that the aggregate?
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Mr. WINSTON. That is. the aggregate &'mounb, of the sinking fgnd.Senator Rup~ 9f MiseurA. I-Iayy0uo not b"eYA increasing that
sinking fund by taking out 21.pr cept .ep jeqr,. andtho", .you
paythe bonds, you save interest in the futureL . , V,
" Mr.. W sToN. On the bonds.,youretie, ,tht intpr~t ,h~t.,you

save goes iAtnreeso the aw otmt ofthe sfrci.fund... ,
Senator RR1, of iuri., ,You, started, out with $250,000,000.

Now, th next year you had that $250,000,000 nd also the interest"° you hadpsaved.. . . "; ..,.. .. . . /yMr. W NsT. The interest we saved 'on- the bonds we'retiredwito

the $250,0,000.,,,
Senator REED of Missouri,, Then. you put ip. $250,00Q,000 more ?
Mr. Wx,'aToN. Yep., , . 1 ; ,1 . -
Senator$pm qf issuri, Hjwmuih have you get iithe s'iing

fundn w ,,() 1 ,',' - " ' ,,'" . . ... J,- . , .% . "I I, , '.,. ''Mr. WNS N, It iA not put in, but it.isused torotie bhds duing

the year, during the fiscal year. During 1922 we actually retired
out of the sinking fund $276,000,000. In 1923 we retired. $84,000,-
000. [n 192,it/ is, timat4 wewill retre $297,000,000. Of c9mre,
you can ,not, give exact figuteso bpcluse you do .ot know what yoi
are goig to pay or your, onds.. ,

The UXMRNA1. . hi order that this may be paiK4it 'm, 31. yearsinstead.of 40 years, tiey have got to: use that. cut
that time down.. go t se , ta - .oy i d -i, #, Acu

$enatoT REED of Missouri. You are uwr* this'money to retirthe
l49nd s 4nd i4 this way- ut down the general agateofte ebt

Mr.. W;ISTOg.- It i4s requqd by the law, ,
" Senator Ri.ip of Peynylvania What will be the, amount received

from Finland ani the J3ih Government in the year 1o2o .,,
Mr. WSToN. Frn qh0 Anih,,about $162,000,900; o ,

lad it isb~ $416 (OQ
Senator l)& off F6 'sylvania. Out of your sinking, fnd in is

next fiscal year you wJl reti',$31OQQQ,000 of debts 9,ti of1 your
foreign debt' settlements yot wil retire $162,000,000 more; §o th
from those two soue you aregoingto retire a total of $472000 000.
Assuming thAt or. mcouie and current .expenditures exact l match
one another your debt will be reduced. $47',00,000 from these tWO
items which do not enter into ordinary receipts.

Mr. WINSTON.. The y do epter into ordinary expenditures.
Senator REED of Pennsylvania. They are not taken into account

in calculating, your -surplus. .
Mr. WINSTON..,Ys.
.Fnator REED of Pennsylvania. The surplus of $329,000,000 is

what you expect that the present rates of taxation, if persaited.in,
will yield in excess of what the Government will spendS, That is
correct, is it not? ' ,

Mr. WINSTON. Yes.
Senator REED of Pennsylvania. In addition to that, the sinking

fund will-provide $310,000,000 more, and the foreign debt settlements
$162,000,000.

Senator KiNo. You must get your sinking fund from taxation.
Senator, RE of Pqmnsylvania. Now,, let, ue assume. we do not

change taxes at all. On the present estimates, sinking fund and debt
settlements will reduce the debt $472,000,000. and the. surplus .will
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reduce it $329,000,00_ more; so if *e do not do anything ii 'the way
of 'hanging taxation the net debt redUction in the next yar Will be
$801,000,000. -That is right'; iit not I

Secretary MEUON. Yes.'.'
'Senator REED of Pemnsylvania. Well, now, We have got to take

care of the aihking fund. Our levIng of taxes does hot affect the
income from the debt settlements, but we have a surplus estimate of
$329,000,000 with which we may deal iii tax reduction.'

Mr. WINsToN. Yes; there is only one point there, and that is
that these receipts from the British debt settlement appear in our
receipt column as well as in our expenditure column. -They are not
just extra funds coming in from outside.' " e aen

Senator REm of Missouri. Stated coldly, out of our revenue we
can take care of our sinkiia fund, and we can take care of all of the
expenses for the year. We are going to have $390,000,000 left and
it is safe to make a reduction approximately to that extent; in 'your
opinion I

Mr. WxNsT6N. Yes.
* Senator McCokcmo.- There is one point that I keep trying to
press home. It may amount to nothing. I never discovered how
much accrued to the Government from siles and such miscellaneous
receipts as are not likely to recur during tfre next year.'

Senator RE.D of Pennsylvania. That is includ-ed in your $22,-
000,000 of estimated receipts?

Mr. WiWroN. That wdks out in -two ways. "You take the War
Fiance Cokporati6n. Now; we loaned them originally, I think,
$500,000000 to be invested 'in their stock. As they get their money,
'however, it comes right into the Jre~asury to the Credit of the cor-
poration -and has the same effect as receipts. The same is true
With respect to' the railroad situation. We estunate so much in the
way of expenditures. Now, if some of the railroads pay their debts,
it comes ifitaa a cash receipt td"us and'reduces those expenses.
"Senator RRED of Pennsylvahia. What did that aggregate last

year, "the receipts from all those surdes I
• M. WNsTo.' $99;000,000 from railroad securities.
Senator RD"of Pennsylvania. And have you made any estimate

of what they' arb likely to amount to for the next yearI
The CHAMMAN. For the year 1924-, $24,982,900.
Secretary MLLoN. They used a, certain amount of money and

that is beii replaced.
Senator McLEAN. But you did not pay for that stock $5f..,000 000

of the War Finance Cbrporationt That is a mere credit. Iow
much money did you give them I

Secretary ME LLo. We borrowed the money, bought the stock,
and. ownea it.

Senator MoLzAN. You paid $500,000,000?
Secretary MELLON. Yes.
The CHAIMAN. That is what the law says"
Senator'"HAtmsox. SenatOr' Glass 'said on the' floor of the Senate

that you did not pay what you owed, that it was a matter of book-
* ecrVy 'MZ1oN. We not only did it but acquired some of their

bonds at brne time.
. Mr. WIWsTON.' They invested it in Liberty bonds until they needed

it. We were paying interest on these Liberty bonds.



- enatr !M6C(mmfbx, In- 'this surplus ofe29,00,400 did, you
include that salvage of 97,000,0

Mr. WINsToN. Yes,,it isall 'noluded-..
Senatoit MCOOitrcKI :ITherefore, it *11 be reduced ,,_l the differ-

ence between the salvage last year and the estimated* amount -this
year, $675,00,000,3 - ' ' . ".

Mr. .%MW1 x. "Fer: 'the, fiscal -year 1923 M 6ur 'aottil receipts,
ordinary receipts, were $4 007,000,000. We have "estimated! our
re pit'for 1924,, -hich taeS into,"aclount'the" payment back of
such sun,.-as $8,894;OOQooo ' That, ybusee; U4 113,000,000 less.
All these features were taken into account in'marking the estimate.

Senator Rz,. of Pennsylvania. In estimatig that you ;will have
a surplus for the fiext fisadl year of- S29 000,000; havb you included
any allowance for payments out of the treasuryy on account Of such
projects as this pending 'Nrlbeck bill ".

Mr. WNsToN. No.' "
Senator Kiko. .o :the Bowlder Dam I
-M. WINSTON. NO.,," '
T'he. iuu-. Not th, MeNmy b, $200,000,000.

* Senator SmMMoms. -',here are various" items that you paid last year
that youi;wi9l not iae' to pay this- year,, so that will about balance.Senator MoLEA. -What is the present situation with respect to
the War Finance Corporation?

Mr. WiNSsON. There is $37;000,000 outatiding out o the 4
$500,000,000, 9tock we bought. They, have put bck int the TWes
um $463,000,000. 'Te - . to h Ti'

CxAmuq. 'he proflts do 'notgcwinto the Treaisur.
Senator MOLUN Y;vmee" ,to say tiat the' War Fiiance Cor-

poration has odly,$87,000o,000 thatha not been liquidated_
Mr. WrNMNN 'There I& -this $837,000,000 of capital that has not

yet been repaid y the, War Finance 'rporati6n, but, when they
fin -liquidate 'thefe:will be an addition to that to be paid back tothe Treasury, the bictumAated profitS' that they have made in theit
operation '' :. . .!
* Senator KiNo.'Amsume that they shall have some losses.'

secitary M1LON. Of course, there'will n sari y be some tosses,
but there will be a net' profit whieh will be n addition to the
$37 000,000.

W1The YnAuikA*. What is your estimate of the amoun I
Mr. WNSTON. The .alanve-sheet proft is aioVnd- $50,000,000, but

* that does not'show a wkite-off for bad -dbts. '" , ". " - ' ,
Senator KmN. Thoy have had an over~if ad expense, which we

havepaid by dIrct"a p taqpviation.
Senator'Rfs of' MieU s$i .You oani0d'them" $500,000;000t
Mr WINSATON. W_'bb g.t the stock for that.
Senator EBDof M'M uri. You pAid t1it out -of the moneys you

had? l
Mr. WINSTON, We borrowed money to pay it.':

Senator R VD: of 'Wsouji. Nov,.th e have paid bask most of that

M ."WmsTN. Theyihave • redeposit~d It with the Treasury.-
S6hator R D of Missouri. Well, now, have you taken up the obli-

gations which you ave for this money?
Mr. WrqsNW. Well, they'Were Liberty bonds and'sone notes, and

they ate'still oUtatandig. .- I - .. .I , I I • 1 .
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...Senaor, f.MisourL But you havoc reduced the debt by that
amount? , ,- .;

Secretary MELLON. The debt hasbeen reduced. , .
,$enatr RHUD of, Missouri. You,count thot as,part;of the: r educ-

tion in.-debt?,ahe rcep,.'
Mr. WINSTON. No- as part of the general receipts...! ,
. nator; RisD of, MiaKoW. Part of our debt wailthat$s00,000,000

Senator RVX)pf .Missouri. Now,.when:yol,talk about reducing the
debt,, do tyo creditt the. debt with this approximately .$500,00,00
ththa l been:reLtrned • . ,..,., ..

Mr. WINsToN4 ,I ouldn(t earmarkit-,-r, . I f .. ,: ,.
.8ecretaryMu,.MLN,;(interpsig), The eaet ofit isa areduotion- o.the -debt. . "; .. .. .,: , ' • . . : ., ,,I:. ,, .,; ,

Senator REED of Missouri. So, it would, App"Pron the books 4hat
we have made a reduction of the debt of theTUnited/Statedby
$500,000,000, when, as a matter of fact,.wd had loaned,$00,000,000
and charged it into our debt column and take, *over, certain a4ets.
Therefore, we.did not- reay have an actual debt f that $5.000000,
because we had assets to balance it. Now, when-the assets, re paid
in, then it appears thatwe have reduced our debt by $500,000,000 and
nothing is saidabout the disposition! of the wets., .

Mr. WissoT . No. "z" pi .t a
SecretaryMto,! That .same principle; apples also t' railroad

debts and toothers.: ,.
Senator REED of Missouri. What I am trying to get,at is -this:

You show for 1922 or for, any other fixed period an Agvggite; debt of
the :United States of so much, certain,,aaount, ot. money.,,: Now,
one of the items, constituting thatdebt is, $500,000,000 ,which you
have land to the War Finfice, Corporstiopi -,It. apoare inthe
debt column,, :You 1Aav?,got soine qsetsfor:thaLt . I1w, the next
year you oell those a tsan4,you apply, it :94, tho debt aqd you have
taken. up, tle wh9le $ ,000,000 in that. . This is,pturlyillu :
trative. It would then appear that your debt for that yar~h~d been
reduced $500,000,000, but.it was reduced by, tho disposition of assets.
So that a statement that you had reduce yQur debt by $500,000,000
im. that ease would really be misleading.

Mr. WINSTON. Yes.
Senator REm of Missouri,. Now, you had a,.similar .transaction

with the, railroads. Howu, h was that ...... ...
Senator REED of Pennsylvpi ,, And a siolr tr~msaction, wi.th the

Britiql% Government for that matter. .,
Senator REED of Missouri. I want to ge , at. the,rpM assets, There

is a great, "ierence between reducing-a debt by selng your cows to
pay your mortgage and. making money by,, mil ng your cows and
payng the mortgage out of the profits on the nil,.,

Secretary MEaLN. A large element of the reduction in debt has
come from those assets. .I

Senator MoComwoK. Frow the heginning of the Uudermecretary's
statement I have been trying to get him to aiialyze this reduction
of $859,000,000. If he. can not do, it, verbally,. I sbmit it .would, be
very convenient, fop 1i4mto bring up. p, statement showing how muchaccrued----:- ""

. Senator RxE' of Missouri (iaterp'osing).I i.uis't'as, a member of
this committee that I have a right to an anser tp my, question, and



my brother here iom llinuiwibW/et ohis matte iidutbukM.', Vam
trying now to find out the facts as to the actual reduotlhi n b hub
found out about $500,000 000 of it. Now,whats boit/thwrlkv t

Mr. W1NiToN.' WeUhld oblkations 'of.A t f- q U ut
$487,000,000. We originally held equipment obigatIismd-weold
those.-I ' I i'~.i

Senator RzED of Miss~utii W Uht,.yur, highAt l.g ate
railroad debt I - .. ,

Mr. WINSTON. I wil have too lok it up. ! " , _ .
Senator RED of Missouri. I wish, then, if I nay'ask thi, h tayou

will furnish the committee with a statement that shows the amountof this debt which has been reduced' from, ey source exipt the
ordinary taxation, revenues. of the Government and thppartioular
items with respect thereto.

Senator SlMMONS. You reduced the debt $1,072,000,000. Now,
you told us where you got the money to pay for a part of it. You got
so much from your surplus and you got so much from these foreign
payments,. Now, where did you get the balance?

Mr. WINSTON. Let me restate it. Two hundred and twelve
million dollars came from the general fund; $387,000,00 cam from
your actual'surplus. Now, the balance of $472,000,000 Lis to be
accounted for. The sinking fund took care of $219,000,000 in thbt
calendar year. Theforeigi payments took care of $69,000,000, and
the debt settlement-$160,000,000. That leaves to .be accoiuted for
$22,000,000.. That, .22,000 ,000 is made up of small items of which
I have not the -details. The principal one of these items has been
the franchise tax from Federal reserve banks, that amounted ,in' the
fiscal year' 1923 to something over $10,000,000; this year, $3iO90,000.
The statute provides' that you shall use these franchise receipts to
retire debts. The next item of any importance is the right (f an
executor of An estate to use the Li erty bonds and TreasM 4otes
that may be in the -estate to pay the estate tax if they have not
been held by the decedent for six months prior to his death. ,'That
item is about $6,00,Q,000. Then the balance is ,made. Up of for-
feitures and gifts.

Senator Kmio. That'$6,000,000 would come in in the form: paid
taxes and&it would seem to me that it should be credited asany
other tax.-

Mr. WINSTON. Instead of paying this $6,000,000 in cash these
people have paid it off in bonds. , . . ! !*

Senator SwMoNs. Your statement of annual receipts includes not
oily what you collected from taxes but money that the Government
gets from All: sources? ' - . I

Secretary MzLLON. Including the conscience fund.
Senator SImONS. So that if the Shipping Board pays you any

money during the year, it is included in your statement of receipts,
is it not?

Mr. WINSTON. Yes; the accquntig on a: cash, bais sq ,1 hat
whatever is paid goes ilito the receipts.

SeUato..WAI of Ma chlsett. Will the 'ecretary, bm -to-
morrow a detailed stareroen of, thq receipts front _the Melloi M I a d a
detailed statement of the receipts from the bill as it passed the
House?

902O8-24----6
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,,S ~'n _ .Sof: Pennsylvaia Wol&t thati i,.cluide ,the itiate

1:i$8or;Kuoe0,Qf P*,P sylvania. '1;t wil,be set 'u ,.
tfS etayMxozYes., .. i, ". .!

Senator WALSH of Massachusetts. I'meant the comparison be-
.Oweez,te elloU pl u nd the Hoas. bill.

.... 'en'or REED of Missouri. I would like to have separuely, stitted
the amount you wil get from th.tariff.(. Tb0 stmtenmeat referred ,to .bove is as follows:),. •• .

#etim'qed ieveie for the' alendsr yeairi19,, under t o W om of I, R. 6715, asAbassed'by te 'House of t8epreintateivd*,. iomptai ted he "peeent lato, and the
1. MdeftmproAosal, kgef tlr " th etimated'eusbin rectipts fdo due aaveperifod.

* - eute ''.Present law a ll.:I_ _ _ I 
"",I HI

4nc, sa~: . . .. , ,
I' ndividual-

Normal .......... ., .....................
O ur .......... ...................
... CapTal V I C. .....................

•. . ." ." .. . . . . . . . . . ..... . . . . .
"- ' .. Mn ......... ............

SM. e : o 0 ...... .. 0 .............

TlD"ali .... a...at... f...................
M' . mA+,lties~...............

.... s ............................, I* s m6 ds .... par& ...........
:. b- and Myao ,: a., ;,.. ... f ...... .. ............ ....

, b. ?I0.tel o ... u$................... ... ....... ,
Pforea ru , t.re t ................... .......

* C ... i-. .............

.M . ...............................

o .wU bl at s ( aleo ............ .....
r orks. ................. . ..........,nives, r -e pases, etc....... .......

. Od ....... stock................. .. . .
S a, e le l o f M ...; .p o n e... ...............

=14g__u roory rdit etce.. ...............
Atn work ............... )... ...... -- -- -- .. .. ..I ..

S tr s e s . . ..................
Theat s, c tru p s, purses, et .........................Yac ,,. .................... ..................

oror 13~ e gAel stock. :: .............................

1ampool as-- an boln'alr

sie of produce on echang .....

i nds, prohisti ansnarotc .............' ' t' e~t .......... ...................... .....
T eaters# circuses, sows, etc ........ .. ... .

lldac(tn ..... "alg dbwigaly .... .......
MMt~l.anMo0. takes (including occupatI&Ws taxes arid
reeipts under prohibition and narcotic laws) ...........

Mollon bill.

177,77V77::

087,000,000

19:000,00
11;000,00

Wdoo, 00o
t,000

800,000
4800,000

100, 000

it 0R000
81000,000

2,10, ODD

% 880000
1, 600; 000
2ax'000

I ,05t, 000

1%,000,0001
Total Internal revee ............. ............ ,. 7R,89, 784 00

tom revenue.........................................4000

SIoss.

1 'o000, 0
6tb 000

AM,=

............ .

6, 6OW

1,2000

760,lXW

..................................

42,000,4000

110,1M0,000
.... . .. ... ..!o

10,000,00032.,0o, 000

l,00000

4, 0o0

,000
80,000

4, 8, ODDS
400,000

8,0,090
140000

8M%,000
1,800,000

84 0,000x55,000000

2, 180, 000
3,a00, 000

15000

12000,000

' Gain.

12s;014,0 2,844, 704,000

4 MMM 6400,0

The CRAIRMAN. The committee will now adjourn until 10 o'clock
to-morrow morning.
. (Whereupon, at 12 o'clock noon, the committee adjourned to meet

again Thuday morning, March 13, at 10 o'clock a. m.)



TRBDAY, MARCH 18, 1924.
UNrzD STATES ;mATE,

0OMMITrE 0X. FINANCE,.
W"Asinjton, D. .

The committee met, pursuant to adjournment 'on yesterday, at
10.30 o'clock a. m. in the Finance Committee room, Hon. Reed
Smoot (chairman) presiding.

Present: Senators Smoot (chairman), McLean, Watson, Reed of
Pennsylvania, McCormick, Ernst, Stanfield Simmons, Jones of New
Mexico, Gerry, Reed of Missouri, Walsh of iassachusetts, and King.

The CHAIRMAN. If the committee will come to order we will cou-
tinue the hearing. The Assistant Secretary, we understand, was
asked yesterday to furnish certain information. Each Senator will
find it on the table, but I think that it ought to go into the record
at this point. It consists of a comparative summary of securities
owned by the Government on June 30, 1920, and December 31, 1923,
together with other information that was asked for yesterday as to
the public debt, and if there is no objection we will have eah one
of these statements put into the record at this point.

STATEMENT BY THE HON. GARRARD B. WINSTON, UNDERSEC-
RETARY OF THE TREASURY, WASHINGTON, D. C.

Comparative summary statement of securities owned by the United States Govern-
ment on June 80, 1920, and December 81, 1923.

June 30, 1920, Dec. 31,1923.
(revised).

Foreign obligations principlel amount)......................... $10,092,054,12173 $10,5&5,454,718. 39
Capital stock o War emergency corporations .................... 340, 882, 37. 57 110.943,674.75
Rairoad obUgations ......................................... 444,847,105.00 487,287, 855 I
Federal land bank securities ................................ 174,=04,10.00 104,319,385.00
Federal intermediate credit bank securities .......................................... 20, 00, 000, 00
M iscellaneous securities ......................................... 7, 5192.00 72, 545, 19.17

Total ..................................................... I 0110,61 9,8306 0 11, 50,540. 762.42

81



CapitaZ and special receipts and expinditures for fiso If'eara 1920 to'10M, inclusive.

Fiscal year 1". mew yea 19M1. Fi year 19n2. 1Fsca Total.

CAMITAL AND SPMAL DECEWIM,.

Decrease of capital stock United. States Grain Corporation and return of
funds under section 19, act Aug. 10,1917, and section 8, ac Mar. 4,1919...

Principea pyments on foreign loans, at Sept. 24, 1917 ..................... :
iqulaon of capital stock of Federal land banks -..................

Disposal of United States Housing Co ton properties -------------------
Principal on loan% United States Housing Corporation. ..................
Sale of farm loan bonds .... ................... ...............
Dividends of the United States Sugar Equalization Board on capital Stock

owned by the United States ...............................................
Return of advances made to the reclamation fund ...........................
Funds deposited for construction loans under section 11, merchant marine act,

1920 ................................................
Sales of war supplies ......................................

Total capital and special receipts .....................................

----------- $100^00000.00
$71,045,188.47 83,678,Z 83S

610,299.00 9648LO,
I,4 3,soi.251 2,0,52. 42

40,81194~ 1 .97,03& 38

30,00M, 00
---- ---- -- I .------

314,313,7490A 18720,iU--

42500%,00.00
49,114,107.46
1,057,830.00-
1,740,M 06

K678&47
44,4000.00 OD

....... .....

387,44, 3S61 - , 4450,80.17 . 32,581,169.43

CArnAL AND SPECIAL EXPENDITUREq.

Net exem of expenditures .............................................. 1,0 ,672,157.5 730,7, 109.96
N et excess of receip ts (d ed u ct) ........................... . . . .. . . .. . . . . . .... .. .. . . .. .. .. .. .. .. . .. . .. .. - .. . . . . . ..

War Finance Corporation:
N et excess of expenditures ----------------------------------------------- - - .---
Net excess of receipts (deduct) ......................................... 47 228, ,1i 61ki - 226iW4928.1

Shipping Board ............................................................. 530,566,649.61 1273, 8.26
Purchase of obligations of foreign governments .............................. 421,337,.09 -" 73,96,97.44
Purchase of Federal farm loan bonds .....................................- 29,643 6.17 16,781,3X.79
Subscription to stock, Federal interm edlate credit banks .......................................... ...................

Total capital expenditures ........................................... 1.78,746,194L79 %O,501,32

Excess of capital and special receipts over capital expenditures ........ ................-......
Excess of capital expenditures over capital and special receipts ............----------------1,402.30,84.1 . ,

Net excess of capital expenditures over capital and special receipts .................. -------- ; ...........

256775.0

36,50000.00

1,:000,.08

30, 0010,4X.
32,00n18157

------------... ; 14, 8 7,306.11
13%4A9, 82 1 ....................

94,428001.01

87,20, M 12
717,%3

100,4343M8.13
-57,E1AMS. IS

12,000,000.00

1*126,000,00.00
26,14426.95

,17,739.00
8,187291.83p ,o.67

'. 81,1500.00

30,00000.0
3,0000&000

9
A% P,0, Go9

1,742231,13L3

9428,001.01

806,518, 488.17A495,S51,59.
48,42#,S696
-. ooDo,0eo

- 42,882,116.6 %__2,566,93.8 Z77,1472ML9

1. 69. . O 1. 6 9 411,257,452.61
1.929,964.1

-- , 5 M98. 47
+ . _ ' '

2079 00306.04 1 ,3,66, 4.5o

'Capital stock of Grain Corporation was $50,00,00, of which 350.0,000 was withdrawn and returned In Bcd year 1920; $500,00,000 wai withdrawn in 1918; and $100,000,000 In
1919. Further returns were made of $100,000,000 In 1921 and $2,000,000 n 1922, leaving a balance of $2,0,000 whic.was-written off in fiscalyear 1923 upon delivery to Treasry
of $56,5,80.49, face amount of foreign obligations received on account of fnal liquidation.

'.Excess of credits, deduct.

I. ,k



Statement showing, on basis of daily Treasury statements, public debt retirements from specific sources for each fiscal year from 1920 go 198,
inclusive.

[War debt reached its peak ot $26,701,548.01 in the 1i-- year 1 on August 31,1919.1

Public debt retirements chargeable against ordinary receipts. I

Bods Received Surplus of Dcrease in Total debt Totgoss
•Foreign i for Franchise usgifts, Totaaule.to. db
Sinking fund. repay- une debt taxes an tax receipts. koeture

ments. settle- bonds adec
ments. notes.

1919 --- -- -,484, M% 1e0
1-- --------- ------1.W ii $726,00$14 , =450 92,1 $2950 $70380 $21%475,198 189631457'jIiM %116146 92W0321,467
11.- ------------------ 1 $261, 100,, = (499840 66....... 26348,16 5 6723,772 1191,9M423 !.. ,ga So 

1,1,M 
W L

19 . . 27--046-000i 64,37,10 21........-,0 80 6333000 39288 4-,94 313,801,651 1 27O7,-3-- 1,014,--8,844 22,06e=351,768
I= --------------------I 284,018,800 3,140,000 $68,7590 6,68,50 106813,3A0 8,581 4 01 0%65,491 3,9e57,40 612,674,343 24,319707,36W

Tota l)-------- 821,16&%050 243,587,100 68,752,96 67,143400 1679K250 I 5,9M1257 1,331,415,00 922688,06 SM725,7071 3,3.9, --------

Retirements from: Total gross debt June 30, .9l. .. -2--48---0---0K
Charges against ordinary receipts -------------- ts------ ............ $1,33415,l07 Total gross debt Jun 30, ................................ : ........ 2
Surplus of recipt ........................ 8...............1... .....Reduction in general fund balance----------------------....... 880,725,707 Total derae--...................................... a.. ,m , 7

Total reduction in gross debt ------------------------------------- 3134, 70, 795

IIncrease in net balance in general fund-operates as an increase in total gross debt.

Nor.-Tbe above detailed figu-es of retirements chargeable against ordinary receipts for the Al year 1921 include $4842,066.45 written off the debt Dec. 31,1920, on account
of fractional currency estimated to have been Irrevocably lost or destroyed i2 circulation.

.0
'El



Statement hoapng, on basic of daily Treaury statements, public debt retirement8 from specific sources for each calendar year from 1920 to 19-3, .
inclusive.

[War debt reached Its peak of $2,596,701,648.01 in fiscal year 1920, on August 31,1919.)

Public debt retirements ehargeablc against ordinary receipts.

Sinking Foreignfund, repay-
ments.

468j756,7001 50,015271,40Oj 49,643,950
219,647, 9W 68,60,909,

Bonds re-
ceived

under debt
settle

Received
for estate
taxes In

bonds and
notes.

From fran Miseena-
chise tax ! neous gifts,
rece ts. 1 forfeitures,rece "Ip etc.

Total.

Surplus of
receipts.

I I 4 I I. _______________________

------------
------------
------------
------------
1606 611,15C

$11,390,60
29,98,000
10,507,900
10,797,400

63,343,50 5J%450.0(
57, 714,00. 386,650.00
10,815,o , 5K 591.1x

-----------
$82,268,750. 00

4,842,06 45
612, oOL 0
399,62 NZt WA00
42,084 29L 10

$I,25,279,757.3218,137, 048. 2
112,957,375. 85
387,232,259.26

Decrease in
genea ud

17,183, 865. 05
250,m, 52. 58
212,9K4,06050

9,2,951 21 j.72,201 160,611,1s0 62-,60.9 134,795,2506,K157. 1,.561,170,657. 1,6W, 33Z,344.1s 66Z 508.39&42

Total debt TOtalegrossreduction.

-----------------.. 25,837,078.807.38
$l4,8 6.22 23,98224,168.16 t

U43,239,8l8.80~ 23,438, 98435L 36 W0
452,666,335. 271 2298K318,01M.09 X1 , OM25 GL

8
j 2

,
9 14, 0

6,
40 7

.25 c

RetCm nts from: r -Total aros debt Dec. 31,1919 -------- ----------------- 2 5,837,078,807.38Charges against ordinary receipts- -------------------- $1, 561,170,657.55 Total gM debt Dec. 31,19M ................................. 21,914,067,407.26= receipts ---------------------------------- , 699,2,344 15

Total redution in ros debt-------------------------3,923,011,401412TO rdutoningesdet.................................. 3,925, 011,4ft 12 ..

IDeficit in receipts.
2 Increase in net balance in general fund-operates to increase total gross debt..
Nom.-The above detailed figures of retirements chargeable against ordinary re!eipts for the calendar year 1920 include $4,842,066.45 written off the debt Dec. 31, 1920, on amountof fractional currency estimated to have been Irrevocably lost or destroyed in circulation.

Calendar year-

1919 .............
1920 ---------------

1921 .............
1922 .............
1923 .............

Total ....

i

!I
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Public debb retirernml for fiscal year 1923. A

1. public debt retirements chargeable apist ordinary re-ceipt.: ... .. , 54 018 800 00..

Sinkl und . . . :.----: ...... - - $284, 018, 800f.dD
Purohase from foreign repayment.:, 8 ----- - 82, 140, 000. 00
Received from foreign governments under debt settle-

ments ------------------------------ --------. 68, 752, 256. 00
Received for estate taxes- _. -------------------------- 8, 568, 550.00
Purchases from' franchise tax receipts'(Federal reserve • . I-
banks).,- .- - - . . - ....--- .......- •- 10, 815,-800; 00

Forfeitures, gifts, etc -------------------------------. 55, 891. 1j

Total ------------------------------------- 402, ; 491.' I0
2. Public debt retirements fromsurplus tnoney (surplus was,.

$309,657,460.30, but only $210,828,851.85 was used.
to retire, debt in, fiscal year 1923, the reiuaiader, I,,
$98,833,608.45, being added to general fund balance
and used to retire debt in the next fiscal year, 1924) -- 210, 823, 851 8

Total. .----.... . - - -------------- .610,174, 4495

Total gross debt June 30, 1922 ---------------- ... 22, 963, 3981, 70t 31
Total gross debt June 30, 1923 .t 22,349, 707, 38 36

Decrease . ._.-- ------------ 6 13, 6741-42:9

General fund balance June -0, 13 70,39,21.
General fund balance June 30,1 _ - 172, i05811 1 3

Increase June 30, 1923,_ . . . ..--------------- -- "98, 838, 608 45'

Senator.Jof.s of N(w DX xico, i thin, Mr. C io in, ou, of the
first things we had better svt le on'is th9.question of how niuch we
must raisefor the retirement of the public debt.' Seiiai~r McCorick
is evidently.,interested in.,tht. was looking over that statutee,
which Mr, .Winston furnishid'me yest dy, and'we'hoyenot been
proceeding, ,in acordaWce'.witll tUat ptatitte, in my jud9Xmeit."*,,
don't thin that t at statute is binding up..n the overnment, but
that is a matter which I tink the committee_ ought to. determine.
There is some, question about it. It is not clear, one way orthe
other.

Senatgr McCoRMCE. We have one statute here. , W.er, ij,,.theother I - '
The. CHiL AN. I don't know which statute the Senator ha'..
Senator McCoRmiCK. This is the one with regard to the'funding

of the Liberty loan.
The CHAIRMAN. The 2 per cent sinking fund was in the act itself,

in the revenue act.
Senator JONES of New Mexico. I think we ought to" get that before

us, too.
. Senator McCoRMICK. Senator Jones brought out, if I remember,

the distinction between our obligation, setting aside 2.5 per cent on
account of the $10,000,000,000 of-let us call it the domestic debt-
and any obligation which might arise with regard to the foreign debt.
We ought to have the text of that.

Senator JONzS of New Mexico. Lam not undertaking to say tb it
the Secretary of the Treasury was unauthorized to do everything.
that has been done by way of retirement of the public debt, biut the;
point I am getting at is whether we could not modify that if we saw
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fit to do so. It strikes me, in. view of the extraordinary expenses
which the Government has had during the past few. years, and the
depression in the country at this tim-r, certainl, "inA some' see-'
tions.of the country-that if we could consistently do so, "we might
curtail our reduction of the indebtedness of the country more than
we are doing. - ..c , •g

: I am'. not criticizing anything that has been. 4one. at all, but' I am
just suggesting the policy of our going into the question and ascer-
taining if - we can eut this retirement of the debt, it we think it is
advigable'to do so.

I am not convinced from a reading of that statute that we are
under an obligation to make the retirements which have been ma~le.
They have been all authorized by law, but I think we are 'free to
modify that law if we care -to do so. , We have,;been retiring this
debt.at a tremendous rate. ' '

&Secetary MELLON. In the retirement 'of the debt' there were the
surplus suppliese, etc., which will not be a continuing receipt to be
used in that direction.%Swiaw6r JONS of New Mexico. That is quite "true, but according
to this statement which you furnished us this morning, I observe that
thecapital expenditures since 1920 have been very great as compared
with the capital receipts, showing that we have been taking care of a
very , xtraodinary situation, and in a4ditibt td that pmaking these
very substantial retirements, and it occurred to me that we might
lessn the tax burden at this time to some 'extent by reducing the
amount of the retirement of the public debt.

Se~etary MElt N. Exactly,' but the point I was making was that
these etiriments are a large factor i' Te reduction. ' g '

86iatdr JoNEs 'of New' exib6d.' T t'istrie, but at the s me time
we 'h9ve beeti nialng'fcpital exj enditirq6. For im ce' you are
estimatijig here $68,000,000 for the settlement of the railroad situia-
tion.' That is What, might be t rned'a'capitid expenditureb, or an
extraordinary, i6ense, 'at 'any rate and it seems to mie-Mr. Wecs~ '(ih rpOsing). Wel, ityou think we sAtUld use the
beceipts from the'railioa& when they 'are paid back by the rail-

roads - e .: ,
Senator JgEs bf New Mexic&. I don't" think' we shodtld consider

the application of any particular fund to any particular purpose.
thinkwe shofIlretch a conclusioii as to how much there should be

pid iii. the retirement of the public indebtedness each Yeir, and then
estimate our, receipts. I don't think this Government has reached
the point Wherb it safl apply any'.p6cific receipts 'to any specific
purpose, but it is a question of totpl receipts and total expenditures,
and-how much we *ait to-apply'on the public indebtedness.

Mr. WINSTON. It must always be borne in mind that certain
representatins were isd6'by°-tb - Gover6iment whe it sold these
bonds.' " "'

SerVator Jo 4s of' New Mexicb. That'is 'hait'Iam gbttiig at..
Mr. "W*t1o.3 It ls'necessary to cr'out those represenfAtions.
Senator JONES of New Mexico. I understand that. "hat is h I

' ested'that We 'et these statues before us and find but whether
thgeeis any obliW#tion to redttce this debt by the abunit by Which
it is beingi'bduced. '"



Mr. WINsTON. There is no obligpt'qn,. f.coppe, 0 redluc th :debt

out of surplus moneys. That is suplus,'and you can' do with that
as you please. ' I I , . '. .. . .I '

Senator WATSON. In other words, you -think the indebtedness
each year should be reduced by the amount of thesinmking fund--

Senator Joikii of Mexico., That'is the question I want to, bring
up for discussion..

Senator WATSON. I want your opion.-.
Senator Joms of New Mcdco. I- think that would be enough, in

my opinion. i think $250, 00 00 n .t. the ual reduction would
be A substantial amount. .
Mr. WINSTON. You must remember, that when, that, was passed

it was assumed that we would take care of the other half of the debt.:
Senator Joxzs of New Mexico. I understand that but the ques-

tion is, whether .under.our obligations td' the,bondholdes we are
required to keep up retirements't -that extent. - , . ,,; ,

TheCbmiq. "Well,, the' act says we -shall. I. will read all
three acts affecting the sinking find and "the application of pay-
ments made -by foreign- ountries, and our obligations.

Senator Joxks of New Mexico. If you will allow. me* first to
explain that statute which we were looking at yesterday- regarding
the application of receipts from foreign -obyions; - I can'
make it somewhat clearer that we have not followed 'the act; at all.

The Oaimx~m., I don't know - . , , '
Senator JoNEs of. New,' Mexico: (interposing). The act itself sys

that all of these receipts shall be applied to the payment of the
bonds issued under' that act when they are available, at par or' less.
Those are the 31 per cent bonds. We were not pursuing that at all.
We have changed the thing so that the receipts from the English
Government for instance, were turned in on the second 4j and- the
fourth .4j. In other words, we have not been complying with that
act at all, and therefore I assumed we were not obligated to do it.
These 31 per. cent bonds have been available right elng at par or
less, and r think on one.or two occasions, they hay e gone above par,
but as the rule they have been under pav and have been- available
under that act at theprice fixed but we have not applied themnoney
received from the foreign indebtedness to th 'retirent of that
bond issue, so that we lae not been complying *ith that law, and
I take it we are under no obligation.to do that. - ....

Mr. WINSTON. The sinking fund is carried into the second Liberty
loan act and the si fund applies to all the bond isuees.

Senator JON6s. of6: New Mexico. That is your construction, of it.
The CYAIRA. ,I Let us put the whole thing in right at this time.

Your statemetit applies to the first Liberty loan act, but not to the
second. lanct btntoth
.Senato'JONES 0f New Mexico." And the ii~t Liberty. loan. act is

the only one I -know anything about which relates to the foreign
indebtedness. '

The CQiAmxi . I kn(ow-'that 'the Senator is wrong there. There
is a later act,' and I will read the'provisions of 'the act.

Senator JONEs. of New Mexico. There was this treaty settlement
with Great Britain.

The CnAMAN., This is the act...
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(The, act'in question is as follows:)

(First Liberty bond act, approved April 24, 1917.1

SEc.,3. That tAie Secretary of.the Treasury, tinder, such lerms Arid conditions
as lie may prescribe, is herelv authorized .to receive on or before maturity pay-
meat for any 6bligatios iof guih foreign GoWVrnments purchlsed on behpif of the
United States, and to sell at not less than the purchase price ltiy of subh obliga-
tions and to apply the proceeds thereof and any,.payments made by foreign
govenpent4 ontacpount of heirsaidobligatona to th'redpAnpio, orp base
at nqt* more than par and accrued intqesrt of any bonds, of tle i 1 .1 States,
issued uider authority of this' act; and f ich bonds are iot 'avan l 16f this
purpose the Secretary of the Treasury shall redeem or purohabs any other out-
standing intereatbiearing obygations-of the ,United States which maY. at, Woch
time be.subject; to call or which, zgy , be purchased at not, qiore, than lpar and
accrued14 .ere#-. ,

..Senator, Jo za of -New Mexico. What I: was calling attention to
is this fact; that we have not complied with that ant. The Congre s
is responsible for it, because in the ratification ofthe settlement with
Great Britain. we made another provision, so that the receipts frm
the Great Britain, settlement were not.used for the retiremimt ,of that
first issue, as it says. .1 , -.. ' . , . , -

The CaAnxM". -But it goes on to say "for the purchase of any
other outtandingob ations." .. .

'Senator JotiEs of New Mexico. If not available! at par, They
have been in the market, as we all know, available at, par, and leW&

-The CBAUUAN. I am now.going to call attention to the second
Liberty loan act,

(The second Jiberty loan act was, read, as follows:) ,

18seonq Liberty bond act, approved Septemaber 24, 197.).

SEC. 3 That the .Secetary of the Treasury is hereby suthlto6id, from time td
time, to exercise in. respect to any. obligations of foreign. Governments acquired
under authority of this Mt. or of eaid act-approved April tweyqty-fourth, nineteen
hundred and sev'en n, any privilege of conversion Into obligations, bearing
interest at A hlgherrteprovided for In or pursuant to this act or said aq t approved
April twanty-fourth; nineteen hundred and seventeen, 'atd to convert any short-
time obligations of foreign Governments which may have .been purchased under
the authority of,this act or of said act approved April twenty-ourth) nineteen hun-
dreo rnd seventeen, into long-time oligations of such foreign Governments, re-
spectively, maturing not later than the bonds of the United* States then last is-
sued, under the authority of this act or 6f said act approved April twenty-fourth,
nineteen hundred and seventeen, as the case may be, and in such form and terms
as the Secretary of the Treasury may prespribe; but the gate or rates of Interest
borne by any such long-time obligations, at the time of their acquisition shall not
be less than the rate born by the short-time obligations so converted into such
long-time obligations; and, under sueh terms ,and conditions as he may from
time to time prescribe to receive payment, on or before maturity, of any obliga-
tions of such foreign governments aCquired on behalf of the United States under
authority of this act or of said act approved April twenty-fourth, nineteen
hundred and seventeen, and, with the approval of the President, to sell any of
such obligations (but not at less than the purchase price with accrued interest
unless otherwise hereafter provided by law), and to apply the proceeds thvof,
and any payments so received from foreign Governments on account of tie
principal of their said obligations to the redemption or purchase, at not more
than par and accrued interest, 'o any bonds of the United States issued under
authority of this act or of said act approved April twenty-fourth, nineteen hun-
dred and seventeen; and if such bonds can not be so redeemed or purchased, the
Secretary of the Treasury shall redeem or purchase any other outstanding
interest-bearing obligations of the United States which may at such time be
subject to redemption or which can be purchased at not more than par and
accrued interest.



REVENUE ACT OF 1924.

Senator JONES of New MeXico. It uses the'same languagea sub-
stantially, as the first act.

The AIUIRMAN. "No; it is broader than that.'
Senator JONES of New Mexico. It extends itself.
Thb CHEE&AwN. Yes; this is tended, t al -bligatiods. It goes

on here, "or of said acts of April'24 ,1917, and if such funds, can not
be so redeemed." - This is brotde' than the first oue, 'which provided
that the Secretary of the Treasury shall "redeem or purchase any
other outstaihding interest-bearing obligations 6f the United States
which may at that time be subject to redemption or which can be
purchased at not more than par and accrued interest, so that under
that he can purchase ally obligation of, the Government. ..... ,'

Senator Jo s'of New Mexieo. He can do it under the fhst act if the
bonds issued under the act are not available at-par, or less) but those
bohds under the first act and the second act have been available at
par or less right along in the market. Undei our settlement- with

great Britain, however, we have been diverting'that fund to any of
the bonds of the United. States ivhich Great Britain may see. fit to
purchase.
• Secretary MzLoN. But! isn't there authority in this second act

to do so?
Senator JONES of New Mexico. I don't think there is if the boids

issued under the act are available at par or less. It provides for the
purchase of those bonds at par or less, and what we did in our settle.
ment with Oeeat Britain was to' violate both of those acts.

The CAMAn?. No- it was in the act, and in the settlement,with
Great Britain there is a specific provision under which we can
redeem-any of the obligations. , , I . I i ,

Senator JONES of New Mexico. That is what I say. The Coagress
itself in fraiding the settlement with Great Britain ignored those two
statutes. Those two statutes were passed for the purpose ofrretiliag
bonds issued under these acts if they were available at par or less
and in our act ratifying the settlement with Great Britain we ignored
those statutes entirely.

The;OnA MtMAN. We extended the power.
Senator JONES of New Mexico. No, no; ou made it so that Great

Britain has been purchasing bonds other tan those. ,Mr. WINSTON. They turned into us last year in debt settlement
$160,000,000 of second Liberty bonds.

Senator GERRY. Didn't they have a lot of those bonds on hand?
Mr. WINSTON. I don't know.
Senator JONES of New Mexico. But that is aside from the pointwe

ate discussing. The act confirming the Great Britain settlement does
not reqUirethat they shall purchase the second Liberty bonds.

Mr. WINSTON. But the third Liberty bonds and the other bonds
are all part of the second Liberty loan act, as an amendment to that
act.

Senator WATSON. How do you construe that, Mr. Secretary, in
applying the $162,000,000? .

Secretary MELLON. That which the chairman has just read gives
the authority.

The CHAIRMAN. Well, Mr. Secretary, the act of settlement
specifically states there that we can take any bonds of the United
States.

so



ORVENUE ACT oi .192.4,

Senator JoNEs of New, Mexico. It 4oes. . ....... .
Senator WATSON. Then, it was the fault of the Congres in the

passage of that act, not in the interpretation Ifen it by the Sewre-

Senator JONES of New Mexico. Yes;I am not crii'ing anything
the Treasurer has done in this matter. I think that the settement
act with Great Britain authorizes everythig that has been done, and
the Secretary of the Treasury has been quite within the act of Con-
gress, but -the' point that I m making is that we have not considered
those statutes Which have been read as absolutely binding upon the
Congress of the United States.

Senator WATSON. I think you are right about that.,
Senator Molw., Because they have been modified by law.
Senator JoNES, of New Mexico., Wll, then, if we had authority to

modify these acts,, we have authority still to modify them if, in our
judgment they should be modified,
*The CnA=AAN. Wecan not modify the contract.

Senator MoCowawx. Along the line of the suggestion of the Sen-
ator, I ask for the convenience of the Senators of the committee that
the text of the two acts may be copied and put at the desk of each
Senator to-morrow.
' The CuAnmAN. Do you mean the whole act?
Senator MCCORMICK. No; just that part which has to do with this

matter.
The COAIMAN. The first Libertv loan act will be found in. section

3. i The second Iberty loan act vH be f found in section 3 also. In
fact, you might just as well put the two sections in. I did not read
"that the Secretary of the Treasury is authorized," etc. I just read
the substance of it.

Senator MoComox. I wonder if we could have a supplementary
statement fronm the Treaury showing how much, if any, the national
debt has been reduced in excess of the provisions oll he law to which
allusion -has beeA made.

Senator WATSON. I was going to ask that question. 'In the' pay-
ment of the debt, Mr. Secretary you construed that you had the
right to use sums equivalent to the sinking fund?

Secretary MBLwOi. Yes.
Senator WATSON. Plus the suin you, received from Great Britaint
Secretary MELLOwN. Yes, sir.
Senator WATSoN. Plus the extraordinary sums. that came in over

and above the receipts.you ordinarily get?
Secretary' MLLOr. Yes.
The CHAMMAN. The Senator from Illinois wanted the provisions

of the sininf fund. That is found in the act of March 3, 1919, in
section 6, and I ask that this section 6 of that act be printed following
the two other sections of the bond act.

Senator JoNEs of New Mexico. And I wish you would read that.
The CHAIRMA. I will read it right at this tune. This is the act of

March 3, 1919. This is the act to amend the Liberty bond act and
the War Finance Corporation act, and for other purposes.

so



(The act was read, as f6l6Ws:)..

(Vfots Libeity Ics sa appred U. ,19.1

$Mo. 6t(a Thit there to' hereby cnhte4 in-6 7h*Tesiirsy 1A btuuiative ---1~a
fund for the retir6ment of bonds and notekissued, uderethe frst Libert bod
the second Liberty bond act, the.third Lbrty bond cot, the foafth LIbe01. y -od
act, or under. fhWis act, . 4 Qutstwding onlyy. .90 The in n su4 znd
all additions thereto are hereby appropr t for te paymek tof suhbd 'and
notes at maturity, or for the redemption or purchase thereof befoe mitutity
by the Secretary -of the Treasury at- such-..prices Ad upon such C a on-
ditions as he shall prescribe, and shall be available until all such bonds and ucass
are retired. The averap cost of the bonds and pots purchased sall s ,not ixe

par and accrued interest. Bonds and notes purchased, redeemed, orpal1 out
of the sinking'fund shall be cancaied and retired and shall, not be relhued. For
the fiscal year beginning July 1, 1920, and for each fiscal year thereafter, until
all such bonds and notes are retired there isWhereby appropriate, out of-an
moneys In the Treasury not otherwise approprlated, for the j.umpesof suC
sinking fund, an amount equal to the sum of (1) 21j cenumn othe ag at
amount of such bonds and notes outitandng on July 1, 19 0, lessan amount
equal to the par amount bf ahy obligations of foreign governments held by the
United States on July 1, 1920, and. (2) the interest which would hav bee pay
able during the fiscal year for which the appropriations isade on the bond5 and
notes purchased, redeemed, or paid out of the sinking fund durlng-such year or
In previous years, 

. " .. 
. .

Te Seeretary-of the' Treasury shall submit to Congress at the beginning of
each -regular session a separate annual report of the action taken under the
authority contained in this section .. .. . .;

Senator JolzS of New Mexico. Now, the point I make there i.
that that act was not passed ,for the benefit of any special bond-
holders and it is only within the discretion of the Congiess whether
we shall continue it or not.

The C xaMIAN.. There is no doubt about that.!
Mr. WiNSTON. It is for the benefit of all bondholders.
Senator JONES of New Mexico. But it was passed for, the, benefit

of bondholders who bought the bonds before the act was passed;
Mr. WINSTON. .No; the bonds are being dealt in every day. It

is not only the -original purchaser who has a contract with the Gov-
erm ie t. , - ; ; " I . . ., : , , . I , ; , I ... . I

Senator Jo s of New Mexico. I know, but if you will let me do
the arguing, I think we will get along better- As a proposition of
law, it is my contention that we have a legal right to modify that
statute if we see fit to do, it, as with the other statutes which have
preceded it -and therefore the question, as, an original one,_ before
us now, is how much we want to retire the public debt each year.
I think we have a perfect legal right to modify that funding act, and
we have already iored the other, acts, and the matter is now before
us to be dealt with as, in the judgment of the Congress, it. should be
dealt with.

Senator WALsH of Massachusetts. Wasn't it the purpose,. of this
act, and did it not result in-the stabilizmg of the price o bondsI

Senator JONEs of New Mexico. It did have that effect. I favored
the passage of the act at the time it was passed, and I think it has
served a good purpose and has been handled .. a very proper way.

Senator WASH of Massachusetts. I don't think there s any doubt
about our right to change the law. Does anybody question that?

Mr. WINSTON. I do not question your riht to cae the, law.
You can repudiate the debt completely. It is entirely within the
right of the Government to do that.
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Senator WALSH of Massachusetts. Oh), no..
The CHAIRMAN. Yes.
Mr. WINSTON. It is entirely legal. If you change this sinking

fund, you are changing a part of your representations, to the public.
You may change the sinking fund or you ma say, "We will only pay
70_per cent of the principal." There is no dfference.

Senator QzRYi. Do you claim it is a part of a contract with the
publi,.

Mr. WINSTON. Yes; the public bought these bonds with knowl-
edenator WATSON. The question is one of, policy as to whether this

debt should be paid just as rapidly as possible or spread over many
years.

Senator SIMMONS. Nobody would consider any change in* the
sinking-fund provision. I

'Senator WATSON. That is what I tried to get at awhile ago; that
the Secretary had paid the sinking fund, plus the money from Great

=Brtain, plus the extraordinary receipts, and he construes the act as
authoriing that.

Secretary MELLON. If you take into account those extraordinary
receipts, the reductions from those receipts, the difference, or the
amount of the public debt which has been reduced in excess of the
sinking fund and those receipts, it is not very much.

-Senator WATSON. Of course, the actual net reduction of public debt
last year was in excess of' a billion dollars; $212,000,000 was cash on
hand the remainder from England, the sinking, fund, and extraordi-
nary receipts.

Mr. WINSTON. That is right. There was about four hundred and
odd million from England and the sinking fund.

Senator WATSON. $212,000,000 was cash on hand. There you have
six hundred and some million and the remainder yougot from ex-
traordinary receipts.

Secretary MELLON. Of course, the cash on hand is not of that
nature. The cash on hand is just what happens to be in the account
through the operation of taking care of -the floating debt, but it is not
a permanent reduction. There is just that much less borrowing that
was done at that time.

The CHAMMAN. Senator Watson, it simply means this, that the
Treasury used the-money they had on hand and stopped the interest
so far as they could.

Senator WATSON. I understand that thoroughly.
The CHAIRMAN. And some time in the future they have got to

raise the money from some source.
Senator WALSH of Massachusetts. But we do want to decide how

much we are goingto pay of this debt during the present generation.
Personally, I think we are paying off too much.

The CHIAIRMAN. Personally, I don't think we are.
Senator SIMMONS. With regard to the application of this money

to the liquidation of the bonds, outside of the sinking fund, I donrt
regard that in the nature of a contract with the purchasers of those
bonds. I think in construing that, and the purposes of the Govern-
ment, we have to consider the conditions that confronted us then.
We were in a war, or about to enter the war, and nobody knew how
much money we would have to spend.



The CHAIRM&n , W were, in the war. , . ,
Senator SIMMONS. Nobody know what the vol me of debt the

Governmeat. would, have to take.'on woulil be, and it was thugt
there night be fea o bout the solvency of the, Government) about
its ability, to meet the1e obligations, lndtQ iuiet tho~o fears :we pyt
this, pro vision in in tae nature 9e-while. t ie are mandatory in
terms-iu the nature of, directionsor, prompses t'at tho Government
would protect these bonds against depreciation. Those fears were
quieted; tbie..bonds were sold. The' ivr is ended. There isn't any
apprehension on the part of any purchaser of these bonds as 6 thp_
ability of the Government to meet its obligations in that respect, and
I think it is perfectly legitimate if the Uovernment want* io-it is
not violating any contract vith the people; it is not reduci- their
securities at all; 'it is nqtimpiring their values at all for, the Govern-
ment to say; aS a matter of policy. ," We want to change that much
of the law. . I .

Now, so far as the contract with' Great Britain is concerned, if
that is different, as the Senator from Utah says it is, I don't think
we have any right to change the law as it is now written so as to
affect those bonds.

The CHAIRMAN. We can't; that contract is made.
Senator JONES of New Mexico. No; but what we could do is to con-

sider the bonds which Great Britain turns over to us as applying to
the sinking fund.

Mr. WiNsToN. Your argument goes to the proposition that you
say it is no longer necessary for ths sinking fund? .

Senator SIMMONS. No; I do not. I said it was absolutely neces-
sary that the sinking fund should be maintained, and I said that my
argument was not directed toward the sinking fund at all. Of course,
the Government ought not to change that. I regard that in the
nature of a contract.

Senator JONES of New Mexico. If we want the retirement of the
ublic debt, we cando so and be within the spirit of the sink fund
y applying the bonds Great Britain turns over to us to this sinking

fund account. That was about $160 000,000 a year, and we could
purchase with our sinking fund those bonds from Great Britain, and
in that way reduce the amount applicable to the debt if we saw fit.

The CHAIRMAN. Senator Jones, I had no such idea as that at all
in the passage of this law, and it was never mentioned on the floor
of the Senate. The question was this: "How long do we want to
take, by the establishment and maintenance of a sinking fund, to
ray the Government's obligations off?" The 2& per cent provided
for was to takecare of some ten billions to eleven billions of dollars.

and that would be paid off, with the amount of the sinking fund,
based on 2j per cent, within 33 years and 5 months, as I remember
the exact time. Now, the balance of the obligations of the Govern-
ment was to be paid off by retirement of foreign obligations. Or, in
other words, the amounts we had advanced to foreign countries were
to take care of the other obligations. Now, we gave England 62
years to pay that off. If we undertake to take that money and put it
into the sinking fund, we will not have half of the obligation piid off
for 62 years or more.

Senator JONES of New Mexico. The chairman is quite right as to
our reasoning in the past regarding those laws, but we never figured
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that that constituted a pa't'of the boxlsideptilon'for . these bonds
which'we sold on the miakbt.' Now, *hat I am getting at is this:
IT tidditiontd'what I have said, assumixig we' do'iot Waht'to curtail
the redubtion 6f't'he permanent 'debt; the'intdebtedness 6f the coun-
t y,'I' think that we'o0uld 'tWduce this sboalld floating debt rather
than these longterm bbnds Which are being purdhased.'I This'float-ing debt is costing us a 'at d6ial morethai these Jong-teim bonds.
" Senator MCCORMCK. -How much morelSenator WALSr of Massacsetts Five and a half per cent in some

cases. "I

Secretary MELLON. Some are less .
Senator' WALSIM of Massachtsetts. - There are some 5j per cent

outinding.I. !_1 .. ... I 1 . I.
Senator JONES of New Mexico. Mr. Secretary, here, is where I

think there may be a suggestion which you 'db not at present have
in your mind. These floating certificates are usually held by banks,
are they not; and other corporations? ' '

Secretary MELLON. And investors, too.'
Senator JONES of New Mexico. But in the main by the banks and

trust companies, and so on?
Secretary MELLON. Yes, sir.' ."
Senator Jo.s 'of Noew Mexico.' They are absolutely. ndntaxable in

the hands of those institutions, So that really this floating indebted-
ness is nontaxable in practical effect.

Senator: SnMONS, Senator Jonea; let me make this suggestion:
As I understand, you have provided' a sinking fuind applicable to
a part of this debt, the pait which is not foreign. That amountS to
ten or eleven% billions 6f dollars. That sinking fund is upbn the basis
of final pyent in about 20 years; isn't it? .

Th. 8,'LrRMA*,. It would be paid in 31 years and 5 months from
the time we began.

Secretary MELLON. Thirty-one years.
Senator SimMoNs. That is' the basis on which it was figured.

Why can we' not pass another act rovidink for ;t sinking lund for
the foreign debt on th6 basis of 62 years that being the time of' the
settlement made With Great Britain and' i presume will be the terms
of our settlements with other foreign governments.'

Mr. 'WINSTOn. You mean to change the law I
Senator SIMaMONS. No; let the present law, which applies only to

our domestic bonds, continue as it 'is. "Do, not' disturb that. We
can not disturb it and ought not to disturb it. ltitas to the foreign
indebtedness, my understanding is we have not made any'provision
for a sinking fund at dl. Am I right about that?

The CHAIRMAN. No we have not.
Senator Smi.moNs. 'We made no arrangement for a sinking fund,

but we have an attangement with Great Britain,' to beoin with, for
the settlement of those, bised on 62 years. Why can't we pass an
additional sinking fund providing a sinking fund to pay this foreign
indebtedness based upon'a period of 62 years?' '

Senator REED of Missouri. I think that Senator Simmons is mis-
taken. We have not got any foreign debt and anyidoiiestic debt.
We have a domestic debt here of approximately twenty billions.
We incurred thAt debt when we issued those bonds to the'American
people. The American people took them, 'or substantially all. and



REVBNUE ACT OF 19M. 9

we provided in the law under which they were issued that there
should be a sinking fund created to pay those bonds.

Senator SimMONS. No; we excluded from that sinking fund pro-
vision these obligations of the foreign Governments.

The CHAIRMAN. But we did provide, Senator, that wherever there
was a payment made from a foreign country it should apply to the
obligations of our Government.

Senator REED of Missouri. And it provided further that the bonds
should be similar in terms as to time of payment and everything else.
We have already violated that.

Secretary MELLON. It was contemplated in that provision with
regard to the repayment by foreign Governments that those pay-
ments would be made that they would be received.,

Senator SimmoNs. We did do this, Mr. Secretary; we did provide
a sinking fund for a part of our bonds.

Secretary MFLLON. And, as I say, at that time it was contem-
plated that the foreign debt, principal and interest, would be received.

Senator SimMONS. That ought to be a part of any provision for a
sinking fund to take up those debts that we hold abroad.

Secretary MELLON. Suppose, for instance all of the foreign debt
should become obsolete or impossible of collection. Then wouldn't
it, under the policy adopted, be the obligation of the Government
to increase that sinking fund from 2j per cent to 5 per cent? I
mean, suppose the foreign debt should be wiped out for some reason.

Senator SimMONs. That would be a question of policy, I should say.
Secretary MELLON. But I mean the policy as adopted in the

sinking fund act.
Senator WATSON. In other words, his contention is that the

$10,000,000,000 of obligation here at home, which we call our domes-
tic debt, should be taken care of with the sinking fund, and that the
other be taken care of by the actual payment of the money by theseforeign countries.

The I CnA8N. With a sinking fund providing only the amount
England is paying it will take 62 years to a or art of it, but
there are $6,000,000,000 and over besides that.

Senator REED of Missouri. Is the clause or provision with refer-
ence to the sinking fund written on the face of our bonds I

The CIRMAN. No.
Senator REED of Missouri. It is merely in the statute?
Senator JoNEs of New Mexico. No; it was passed subsequently

to the three issues.
Senator REED of Missouri. Then, of course, there is no contract.

I want to say this about this debt. Of course, I opposed this British
settlement. I thought we had no right to make it under the law, as
I thought the law under which we issued our bonds to the American
people was a contract with the. American people, and that law pro-
vided that the foreign bonds should absolutely take the place of the
domestic bonds; that is, they would be similar in terms,. time of pay-
ment, interest, and everything else, which was the intent. It was the
intent that one hand should wash the other. Now, we have violated
that. I think we made a very bad contract, but it is made.

The CHAIRMAN. You couldn't make it again to-day.
90261-24--7
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Senator REED of Missouri. We are paying 44 per cent on our bonds.
What is England paying?

The CHARMAN. 3 per cent.
Senator REED of Missouri. I said then it was a bad trade, and I

say so now, and will continue to say so.
The CHAIRMAN. If we hadn't made it we would not have any con-

tract now.
Senator REED of Missouri. Then we would have had a fight. This

thing of somebody saying he won't do something makes me tired.
The CHAIRMAN. Well, we would have plenty of places to fight.
Senator REED of Missouri. We will have if America does not show

her teeth a little bit. If she doesn't she will be robbed, and I am
getting tired of being an international chump. While we are dis-
cussing this thig, and aside from any present emergency, I think
this debt of the American Government ought to be reduced just as
fast as it can, even if it draws some blood while we are doing it. We
have a good deal of talk about preparation. I would rather take the
United States without a ship on the ocean, without a soldier in the
field, and free of debt and have her enter a great war, than to have
her enter a great war with all the soldiers and all the navies you
could get and in debt 40 or 50 billions of dollars. Of course, we are
not in debt that much. I would rather have that condition exist
because if you are not conquered in the first 90 days, on the last end
it is a question of the fellow with the good bank account that wins
these wars. I don't want to burden the people. My present im-
pression which is a very strong one, although I do not think it is
the finai one, is that this money that comes in from Great Britain
ought to be used to wipe out that British debt.

Senator WALSH of Massachusetts. In addition to the sinking fundI
Senator REED of Missouri. Yes; we ought to keep up our sinking

fund. We ought to save some money by cutting down expenses.
Senator JONES of New Mexico. Let me make this suggestion.

We have extraordinary expenses still going on. For instance, here
it is estimated that we will pay $68,000,000 to the railroads, and you
know that our Veterans' Bureau is under unusual expense. The ex-
penses of that bureau are being reduced, but wenot only have been, but
still are, under the necessity of providing extraordinary expenses,
and the thought occurred to me that while we were paying those ex-
traordinary expenses we might cut down our public debt to some
extent.

Senator WATSON. It would be pretty hard for us to raise this
program until we knew what Congress is going to do. Here is this
Xorbeck bill carrying an appropriation of $50,000,000. Here is the
McNary bill, carrying $200 000,000, to say nothing of the bonus.

Senator JONES of Xew iexico. I think we should consider the
advisability of not providing so much for the payment of our public
debt at this time.

Senator REED of Missouri. Well, if there is an absolute emergency
and an unusual thing, that is one question, and that is not going to
come again, but my experience down here has been long enough so
that I am getting to the point where I can call myself an old resi-
dent-it has been long enough to know that if there is money down
here in this Treasury in some way or other it is going to be raided,
and the only safe way in the world to save this money is to pay it
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out just as soon as we get it on some debt and get the debt wiped but-
The railroad claim may be an unusual claims this. year, ,and ' thr
may be something in that argument, but don't let us establish, -the

olicy that we are going to take this money that we get back on these
bonds and use it for some other purpose.: Letus use it to wipe out
that infernal debt, because I repeat, if w6 ever get into a war, and we,
are going to get into a war some of these days-I don't mean neces-
sarily in my lifetime, but a man is not fit to be a member of the Gov-
ernment who does not think at least 50 years ahead. This Govern-"
ment can be free of debt and all the rest of the governments in debt,
and it would be the best means of preventing war in the world,
because they will say: "There is a fellow over there -who has:
unlimited credit. They don't owe anybody any money, and wedon't
want that job on our hands."
I think we really made a contract with the American people when

we needed these bonds, that so far as the $10,000,000,000 wastcon-
cerned, that we proposed to take from those nations to which we
loaned it, bonds exactly like our bonds, due in exactly the same time,
bearing the same rate of interest, and if we had to change our rate
of interest to. a higher rate, then their bonds were to go up.

The first fatal mistake we made was by giving them the money
until we got the bonds. I don't have any hesitancy in saying that
any man who was a party to that ought to have been impeached.
I said so then. He had no more right to give that money out without,
the bonds than he had to give it out without anything but we are
in this fix, and the best way to get out of it is to take what we do,
get in and cut that other debt down.

Senator JONES of New Mexico. Of course as Senator Reed says,
all of those bonds which we issued during the war, whether. money
for the use of our Treasury, or money to be loaned to foreign govern-
ments, were taken up by our own people, and held by our people,
and they are all entitled to the same consideration from the Govern-
ment.

Now, we provide for the payment of interest. We had to do that.
We provided for a sinking fdnd for a part of them. Now, if we should
extend the present sinking fund law so as to include all of our bonded
indebtedness incurred on account of the war, and then segregate, or
rather allocate, such moneys as we get from foreign governments
first to the payment of the interest charges and next to be applied
to the sinking fund, wouldn't that be a much better arrangement
than the one we have now?

The CHAIRMAN. Senator, it would not pay the additional sinking
fund.

Senator JONES of New Mexico. If it did not, we would have to
raise the money to pay it, but so much of it, as far as it will go,
should be applied first to the payment of interest.

Mr. WINSTON. Let me find out if I understand you correctly.
The present sinking fund was calculated to retire one-half of the
war debt in 31 years?

Senator JoNE's of New Mexico. Yes.
Mr. WINSTON. You propose to create an additional sinking fund

which will retire the other half in the same period?
Senator JONES of New Mexico. Exactly.



REVENUEE AT OF 19PA.

* Mi.. WINSTON., In other word, -the sinking fund will be just double
what it'is to-day I

:Senator JONES of New Mexico. Yes.
* Mr.,Wk*sToN. Instead of reducingit by the British redund. of

$160,000,000, ,we would reduce it by, S300,000),000 or more, so that
our. sinking fund, would be, 8600,000,000 instead of less . than
$400,000,00. ,
- Senator JoNze of New Mexico. But if, we got any money from the

foreign'governments that would;be applied to reducing the sinking
fund. ,.

Mr., WIxsNoN. But that would make us reduce the debt faxiter
than we are doing it to-day,,

Senator JoNzS of New. fMexico. I don't know whether it would
or not. Would it, if we got the money from Great Britain?.

The CHAIRMAN. We get $160,000,000 a year. The very highest
amount that will occur at any time is about $172,000 000, and that
is about 20Q years off& The Senator's proposition is this: The sink-
ing fund would be even more than it is now.
, Senator SMMoNs. I understand that. It would be more for the

present, but as these governments refund the debt, and we get the
money from them, it will be reduced..: My idea was, just along the
line of Senator Jones's, that it. is very desirable to determine
definitely how much. money, we are going to use in this country
for the.purpose of retiring these bonds. That fixes it definitely.

The CVMJAN. Why not leave the sinking fund as it is, also the
law as it is, and if you want to restrict the payments to foreign
obligations, do it by a reduction of taxes. Then they can't get
away from 'it.,, : . . . ,

Senator WATSH of Masschusetts. J personally think we should,fix
as definitely and as ,absolutely aspossible the amount of money we
are going to pay on our debt each year, and let the rest of the money
we do not. use for current expenses be. kept in the pockets of the
American people.

Secretary MLON. That is virtually accomplished by what
Senator Simmons proposes,
. Senator WAtsix of Massachusetts. I don't think the Secretary of the

Treasury should be tempted-.and I amnot talking now about the
present secretary, or any secretary--to keep up taxes so that he couldmake a good showing and be able toput two billion or three billion
dollars a year into the paying of the debt. It should be fixed as to
how much he could. apply to the debt, and the rest should be kept in
the pockets of the American people;

The CHAIRMAN. That is what I wanted to try to arrive at before
we begin on the rates in this bill.,

Secretary MELLON. That can be accomplished by the plan which
Senator Simmons has proposed; that is, making the sinking fund
adequate to cover the whole debt.

SenatorWALSH of Massachusetts, Exactly.
Secretary MELLON. But if that had been done, our reduction of

indebtedness would have been substantially the same as it has been.
I don't think we have exceeded that.

The CHAIRMAN. We are under it.
Secretary MELLON. No; we have not. We are below it.

98"
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Senator SIMMONS. Take what Great Britain has: paid -.- ..
Mr. WINSTON (interposing).,. That , 'is 4160,000,000. The 'siukng

fund is $298000,000-. If you had' just double that, you wouldchave
practically sLx hundred million as against two hundred land ninety-
ei ht million plus one hundred and ix-ty million., 7: ,. -

1 fhe CmuHniN. It would be $132,000,000 short. , :
Senator SIMMONS. But you would beretiring then some part of all

the bonds of the United States: issuedfor war purposes.
Mr. WINSTON. We are doing it now;
Senator SIMMONS. You did it last year by takng $300,000,000 and

odd surplus and applying it.
The CHAIRMAN. That is what is going to reduce taxes.
Senator SIMMONS. We would have to apply money from the taxes

only to the extent of the difference. ! I
The CHAIRMAN. Thank the Lord there are some $800,000,000 of

our debt paid.
Senator WALSH of Massachusetts. We all want it'paid.
The CHAIRMAN. We are here now tor the purpose of reducing the

sinking fund.
Senator STANFIELD. We are only providing a sinking fund for half

of our debt. That is not an inteligent way to do.
Senator SIMMONS. Those bonds are held by American people and

they ought to be treated all ajike.
Senator JONES of New Mexico. They are all treated alike. .
The CHAIRMAN. Senator Simmons, would.you agree to a proposi-

tion of that kind, for a sinking fund ?
Senator SIMMONS. I think I would. I am merely discussing it

now, however.
Senator REED of Missouri. As I understand it, it will make our

burdens greater instead of less.
The CRAIRMAN. But our debt would be paid in less time.
Senator SIMatONS. It would be greater until we began to get money

from foreign governments.
The CRAIRMAN. If yOU got the money from France and Spain

and Belgium.,
Mr. WINSTON. It would add $140 000,000 to your expenditures.
Senator McLEAN. How much coud we reduce taxes?
Mr. WINSTON. On the basis of $395,000,000, if you add $140,'

000,000 expenditures,_you would have $255,000,000 to reduce taxes.
Senator SIMMONS. But we would be certain then that we were

going to reduce this indebtedness so much every year, and we would
e not certain then that no more than that amount was to be applied.

You wouldn't be taking this fund and that fund and investing it.
The CHAIRMAN. I will agree that that kind of a proposition go

into the law.
Senator SIMMONS. I am not talking about agreeing to anything at

the present time. I am simply inquiring about it.
Senator REED of Missouri. 'e started out with the idea that we

would borrow $20 000,000,000 and loan half of it to foreign countries
and get back bonds similar in terms, and we would never have to pay
that $10,000,000,000; that one hand would wash the other, and we
created a sinking fund as to the $10,000,000,000 we did expect to
have to pay. Since that time we have made an arrangement with
Great Britain with reference to four and one-half billion that they owe
us and that is a long-term payment.
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Now would there be anything wrong in providing for a sinking
fund 'of $10 ,000,,000,000 for what ; wil call the "domestic" debt,
although it is al domestic,;and, then providing a sinking fund or a
method to wipe out the entire-foreign debt?

Senator SIMMONS. That wAS my first proposition, Senator.
Senator REED of' Misdouri.- In 62 yiars on that same basis.' It

seems to me, assuming'that the other Governments will come in and
make an agreement like Great -Britain, we would then be on a
business basis, wouldn't we, M. Secretary.

Secretary MELLON.: We would.- : - -J _.

The CHiIRMAN. If all the other countries would pay their money.
Senator REED of 'Missouri. If they do not come in; of course, we

would have to meet that condition here in this country, but I would
like to see how it would figure out on that basis.

Secretary MELLON. You would be on a fixed basis, but you wouldn't
be on a basis to provide an adequate sinking fund.

The CHAIRMAN. You would take care of the English debt, because
they have made a settlement.

Sena r WALSH of Massachusetts. You would take care of our bonds
as they mature.

Secretary MELLON. But you would not have an daequate sinking
fund to do so.

Senator WATSON. I understand your proposition is to credit the
sinking fund with the foreign payments.

Senator SIMMONs. Yes.
Senator WATSON. Put the foreign payments into that sinking fund

as we receive them?
Senator SIMMONS. Yes.
Senator WATSON. That would not enable us to reduce taxes,

would it?
Senator STANFIELD. Yes; $160,000,000, as we got from the figures

yesterday. For the next fiscal year the present sinking fund is
$310,000,000, and you are goingto got in addition $162,000,000 from
foreign governments. Now, ten, if you have a double sinking
fund to provide for, there is $148,000,000 additional to take out o
our present surplus and put into the sinking fund, and that will
leave us $180,000,000 of surplus which we can apply to a reduction of
taxes.

Senator WALSH of Massachusetts. Does this mean that if we double
this sinking fund that in 31 years the entire thing will be wiped out?

The CHAIRMAN. Thirty-one years from the time the 5 per cent
begins.

Senator WALSH of Massachusetts. I am opposed to wiping this out
in 31 years..

Senator SIM5MONS. Have we entered into an agreement with any
bondholders; is there anything in the law that is tantamount to an
agreement that they are to be paid within a certain period?

The CHAIRMAN. You mean their debt?
Senator SIMMONS. Yes.
The CHAIRMAN. Oh, yes; all those bonds are to be paid on due

date. There isn't a bond that we have issued that is not payable
between now and 1947.

Senator SIMMONS. Is there anything sacred in the figures that we
have used there as to the sinking fund-? Could we not, if we wanted

100
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to, provide a sinking fund for all indebtedness? Is there anything
in the law that we would not be at liberty to change, reducing the
amount of the sinking fund I

Senator JONES of -New Mexico. The present sinking fund does
apply to the whole indebtedness.

Senator SIMMONS. But it is not made sufficient to take care of
more than half.

Senator JONES of New Mexico. It is just a question of what length
of time.

Secretary MELLON. It was made up in contemplation of its being
supplemented by this additional.

The CHAIRMAN. It says so in the law.
Senator JONES of New Mexico. No; that is only a basis for calcu-

lation; 2* per cent of the amount of the bond issue, less the foreign
indebtedness. It is merely a. basis of calculation.

The CHAIRMAN. I know that.
Senator SIMMONS. If we wanted to include the whole indebtedness

and provide a sinking fund, would it be necessary for us to fix the
2* per cent, or could we change it to 2 per cent if we wanted to?

Senator JONES of New Mexico. Yes.
Secretary MELLON. But you would not then have the debt retired

in the time contemplated.
Senator JONES of New Mexico. But half of it is not expected to

be retired under 62 years.
Secretary MELLON. It was contemplated that that debt would be

retired in the same time that the other half is.
Senator SIMMONS. I thought you said 62 years.
Secretary MELLON. That was the arrangement with Great Britain

and had nothing to do with the obligation of the Government.
Senator SInxMONS. That simply affects Great Britain's debt to us.
Senator GERRY. As I understand that, the $10,000,000,000 which

were issued, which we can call the domestic debt, for the sake of ease
in explanation, that $10,000,000,000 is to be paid for within 31 years.

Secretary MELLON. Yes.
Senator GERRY. By the payment into the sinking fund of 2* per

cent?
Secretary MELLON. Yes.
Senator GERRY. Then, besides that, we loaned another $10,000,-

000,000 to the Allies.
Secretaiv MELLON. Yes.
Senator GERRY. And we issued our own bonds for that?
Secretary MELLON. Yes.
Senator GERRY. And there was no definite time set in which that

indebtedness was to be paid off; it was left for future adjustment?
Secretary MELLON. No; the time was set in those foreign obliga-

tions.
The CHAIRMAN. In the act.
Secretary MELLON. The money was loaned to the foreign govern-

ments under the same terms, the retirement to be identical with the
retirement of our domestic debt.

The CHAIRMAN. Bond issue.
Senator GERRY. They were under an obligation, I recollect now,

to pay us at a definite period?
Secretary MELLON. And at the same rates of interest.
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Senator GRRY. Then we came in and made a settlement with the
British Government and extended that period?

Secretary MELLON. Yes.
Senator GERRY. So we have already established a )recedent for

extending the period of these foreign indebtednesses, if we see fit ?
Secretary MELLON. Excepting that that does not extend to take

care of the obligation to our people who have purchased the bonds,
our domestic bondholders.

Senator GERRY. In other -words, you think as part of the consider-
ation of the contract for the sale of these bonds, that the bond-
holder, when he bought a bond, took into consideration the fact that
the were to be paid back by the foreign government in a certain time?

Secretary MELLON. The same time.
Senator WALSH of Massachusetts. Tle way to stop paying so much

on our debt is to reduce taxes or to make the surplus less.
The CHAIRuAN. That is what I said.
Mr. WINSTON. Senator Smoot, there are some exhibits presented

here that I thought it might be well to explain at this time.
The CHAImAN. We will put them in the record.. I had them put

in the record.
Mr. WINSTON. There is one exhibit here showing on the basis

of the fiscal year. I think it would be simpler if we start with June
30, 1923, daily Treasury statement, and on the second page of that
you will find the receipts and expenditures. Now, t e Treasury
accounts are kept on a purely cash basis. If we give the War Finance
Corporation $1,000,000 to loan out, it is an expense. If that loan
is paid back, it is a receipt, so on these receipts and expenditures
you will find on the receipt side, for instance, the payment of prin-
cipal and interest -of foreign obligations, and on the expenditure side,
down under public-debt retirement, the same item. That shows
your receipts from all so'nrces, customs, internal revenue, miscellane-
ous receipts, foreign obligations, and so forth, and the expenditure
side shows just what went out.

Now, part of the expenditures are these public-debt retirements
chargeable against ordinary receipts which appear in the last half
of the expenditures. You will find there sinking fund, purchases
from foreign repayments, received from foreign governments under
debt settlements, received for estate taxes, purchases from franchise
taxes, receipts, forfeitures, gifts, etc.

Now, you will find the difference between all those expenditures
and the receipts constituted your surplus for 1923, which, if you
will look just under the receipt column you will find $309,000,000 a
your excess of ordinary receipts over expenditures. That is surplus.
This year that is estimated at $329,000,000. That is the difference
between that four billion and seven million just above it, total
ordinary receipts, and $3,697,000,000 total expenditures chargeable
against ordinary receipts. That is the surplus.

Secretary MELLON. That is the margin which may be available to
make a reduction in taxes.

Senator SIMMONs. Last year you had a surplus of $313,600,000,
and you took that surplus and used it in the retirement of the public
debt.

Mr. WINSTON. If you will refer now to two of these photostats,
you will find one is based on the fiscal year. That shows the reduc-
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tion for the last four ears. It shows for the fiscal year pod the
reduction of your det and the source from which that reduction
came. The first item is the sinking fund. The next item is the
foreign repayments; bonds received under debt settlements; received
for estate taxes; franchise taxes receipts; miscellaneous items; and
that is totaled.

Now, the surplus of receipts-that is to say, we use the surplus
as it is generally understood in the reduction of our debt, and it is
that amount which is available for tax reduction. If you will go
back to that daily Treasury statement which you just looked at,
you will see $309,000,000 surplus, and $309,000,000 was used in that
year out of surplus of receipts in the reduction of the debt, and
you will find in 1922 on your dail Treasury statement there were
6313,000 000 of surplus, and you wil find here that $313,000,000 was
used in te reduction of your debt.

Senator SIMMONS. Do I understand that you have already used
the $309,000,000 for 1923?

Mr. WiNSTON. This is the last fiscal year, ended June 30 of last
year. This is on the fiscal year basis. When you come to the
decrease in the general fund balance-that is what we discussed
yesterday-that is immaterial because you will notice where those
things are starred, instead of decreases they are increases.

The CHAIRMAN. That is where they are marked "A" and "B"I
Mr. WINSTON. Where it is marked with stars. Now, in those

particular years there was an increase. You get your total debt
reduction for that fiscal year and your total gross debt left as debt
without reduction of general fund balance.

Now, the next long sheet shows exactly similar statements worked
out on the calendar year basis. That is where you get your
$1,072,000,000. That iA worked out from December 31 to December
31. The best basis to use is, of course, the fiscal year, because that
is the way our books are kept.

Senator GERRY. Mr. Secretary, I would like to ask you this ques-
tion: If you reduce the amount of revenue that you receive, you will
not be able to pay off the same amount of indebtedness, naturally.
Therefore, if you should reduce the surplus, it would not be possible
to pay off the same amount of the foreign indebtedness you mean?

Mr. WINSTON. You mean of all indebtedness?
Senator GERRY. Well, you would have to look after that sinking

fund on the first $10,000,000,000.
Mr. WINSTON. That is chargeable against ordinary receipts before

you find the surplus.
Senator GERRY. Then on the question of the foreign indebtedness,

if you do not have as much revenue, you can not pay off as big a
percentage.

Mr. WINSTON. The bonds included here in the account are in-
cluded in the receipts and again included in the expenditures.

Senator GERRY. What I am driving- at is this, that if you reduce
the amount of your revenue, it won't be possible to pay off the amount
of money you loaned to Great Britain in 31 years.

Mr. WINSTON. If you reduce your surplus so that you do not have
enough money to pay your expenditures, you may not have enough
money to pay your sinking fund, or you may not have enough money
to pay salaries.
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Senator GERRY. Suppose you have enough money to pay your
sinking fund, the 21 per cent on the first ten billion, which we call the
"domestic," for the purpose of convenience, but you don't have
enough to pay on the same proportion, 2* per cent, on the second
ten billion, the money we loaned to the Allies.

Mr. WINSTON. You are assuming a change in the present situa-
tion, or as it exists in the lawI

Senator GERRY. I am leaving the law as it is. I am coming to
the question of the amount of your revenue. You say that if you
do not want to pay so much off on the debt, reduce that revenue.
If we should reduce the amount of revenue that the Government is
receiving by a reduction of taxes, it would then follow that you
would not have enough to pay off this indebtedness.

Mr. WINSTON. This $162,000,000, you mean?
Senator GERRY. No, not the $162,000,000; the whole indebtedness.

In other words, you pay off the 2* per cent sinking fund on the
$10,000,000,000. Then you would pay off the amount of bonds that
the British Government pays in, and any payment of their indebted-
ness, and the result of that would be that the indebtedness of the
British Government to us would not be paid back in 31 years.

Mr. WINSTON. Quite right.
Senator GERRY. That would then be an answer to the contention

that there was a contract with the American bondholders, that this
indebtedness should be paid out in 31 years. I am not contending
that there is such a contract.

Mr. WINSTON. We are eliminating the sinking fund entirely.
Assume there is a contract so far as the sinking fund is concerned.
The other agreement was to use the proceeds from the repayment of
these foreign loans in a further reduction of the debt, and it was
originally contemplated that they would come in fast enough to
pay that debt as it matured.

Senator GERRY. And now you find it won't?
Mr. WINSTON. Therefore, we made the best bargain we could.
Senator GERRY. Then, as I understand, from the Secretary's

statement, he considered that there was an obligation on the part of
the American Government to the bondholders to pay off those bonds
in the same period as the other bondholders, in the 31 years.

Mr. WINSTON. And you entered into this debt settlement agree-
ment, which has changed that contract.

Senator GERRY. We had a debtor, and we made a contract with
our bondholders that we would use anything that we got out of that
debtor in the payment of our bondholders.

Mr. WINSTON. In our original dealings with that debtor he was to
pay on a certain date. le did not pay on that certain date, and we
made the best bargain we could, and', ha; ing made the best bargain
we could, we apply everything we get from that debtor in the pay-
ment of these bonds.

Senator GERnRY. Very well. Then, you have already changed
what you have contended was part of the contract with the bond-
holder and lengthened that period?

Mr. WINSTON. We have changed it only to the extent-
Senator GERRY. But you have changed it?
Secretary MELLON. But the contract with the American bond-

holder provided the very thing we are doing; that is, that the sinking
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fund was provided there for that part of the debt which was not to be
taken care of by the foreign bondholder, and then it stated for that
that ill of the receipts from the foreign debtor were to be used to
take care of that debt in the same proportion. That was the arrange-
ment.

Senator GERRY. I am not contesting that, Mr. Secretary. That
is not the point I am driving at. The point I am driving at really
is that you do not contend that you have to pay off the foreign
indebtedness in 31 years.

Secretary MELLON. The point you are making is this: Are we
called upon by reason of the fact that we can not obtain that retire-
ment in 31 years, are we under obligations to increase our sinking
fund in order to make it all good?

Senator GERRY. Exactly Mr. Secretary; that is my point.
Secretary MELLON. Well, that is not what was entered into in

the contract with the bondholders.
Senator GERRY. Then, I misunderstood your former statement.

I thought you contended you had to do that.
Secretary MELLON. No.
Senator GERRY. Then you do not contend that we have to pay

off that indebtedness in 31 years?
Secretary MELLON. That was contemplated and what was ex-

pected at the time, but on the other hand the method by which it
was to be accomplished was by making use of the repayments from
abroad, but that has failed.

Senator GERwf. And therefore you consider that contract no
longer exists ?

Secretary MHLLON. But we can carry out the contract entered
into even with that failure, in part, because we do that which is
provided in the contract.

Senator WATSON. Mr. Chairman, the concrete proposition we
are considering here is a reduction of taxes. The question, it seems
to me, that is first to be determined is the basis upon which we are
to operate. Now, if the Secretary of the Treasury uses the sinking
fund, plus the receipts from Great Britain, how much would it
reduce the taxes on that basis, if that be the policy. On the other
hand, if we accept the policy proposed by Senator Simmons, how
much would it reduce the taxes on that proposition?

Senator REED of Missouri. Now, as bearing on that, I asked
yesterday for a statement as to how much this reduction of our
debt had been from general revenue, what had been from extraor-
dinary sources, such as the reduction of capital or securities, which
we might have had, and extraordinary sources of revenue.

Mr. WINSTON. That is this last exhibit. May I explain that?
It is, of course, very difficult to pick out exactly what are *apital
expenditures and what are capital receipts in the Government. If
we spend money on a building in a corporation, that is considered a
capital expenditure. But we can not consider it such here. That
is one of our normal expenditures.

Senator REED of Missouri. I am talking about receipts--
Mr. WINSTON. We have picked out-it would take about two

weeks to get all the figures--but we picked out what we could last
night on these principal items, and we took them for the last four
fiscal years, as is shown in this square photostat. The first column
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is receipts, and we have the item of decreaes3 of capital stock, United
States Grain Corporation. In the two years they paid, uh
$100,000,000 and then $25,000,000. I think most of these items are
fairly clear. I

Senator REED of Missouri. Does that wind up the Grain Cor-
poration; close up its business?

Mr. WINSTON. It has been closed up.
Senator REED of Missouri. I mean are we going to get any more

out of them.
Mr. WINSTON. No.
Senator REED Of Missouri. I didn't get your answer. Do you

mean that we will not get any more ?
Mr. WINSTON. We will not get any more.
Senator REED of Missouri. I am interested in this, but I have

been called to my office. I will take it up again. What I want
to get at is really this; you have been reducing the debt and you
have had two general sources from which to get the money to do it;
one of them has been the taxes that have been flowing in, and the
other has been from repayment to the Treasury of certain sums of
money, advances, or savings.

Mr. WINSTON. The first two years are very short, and I can cover
this. In 1920 and 1921, in order to be fair, we have to determine
also what our capital expenditures were during that period, because
it is the net difference which gives the figures you want. In these
first two years we were still running into the war period expendi-
tures. Later the receipts exceeded the expenditures. For instance,
in 1923 we got a net of $232,000,000 in extraordinary receipts. Now
our surplus during that year was $309,000,000. If we hadn't had
those receipts we would have had only about $80,000,000 surplus,
and we would have reduced the debt by $80,000,000 instead of
$300,000,000 out of surplus revenue.

Senator SIMmoNS. Mr. Chairman, I want to make a statement.
Senator Watson said a moment ago in speaking about the discussions
we have just had as to the sinking fund, that I had made a certain
proposition. I am making no proposition that we do one thing or
another. I am making a suggestion for the purpose of discussing it
with the Secretary to get at the facts about it. I do feel, however,
that we ought to fix and do it now, definitely the amount of money
that we are to annually use for the liquidation of our bonded indebted-
ness. I discover here upon examination of these figures that Mr.
Winston has submitted that last year we paid on the debt $1,072,-
000,000, in round figures.

Senator WALSH of Massachusetts. Senator Simmons, may I inter-
ru~t you for a moment?

bectetary MELLON. We used the money that was surplus in banks;
Senator SiMoNs. We used that to retire these bonds.
Senator WALSH of Massachusetts. These figures show, when you

compare the gross debt of June 30, 1919, with June 30, 1922, that
if we continue the rate at which we are paying that debt in 20 years
it will be wiped out.

Secretary MELLON. Oh, no; you are wrong.
Senator WALSH of Massachusetts. We have paid four billion now.
Secretary MELLON. But those receipts are not recurring receipts.
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Senator WALSH of Massachusetts. If we continue the financial
policy we have pursued for the last 4 years, in 20 years the debt
will be wiped out.
Senator KING. Oh, no; we have had extraordinary receipts in the

past which we will not have in the future.
Senator WALSH of Massachusetts. Unless you cut taxes.
Secretary MELLON. You understand we started at the beginning

of this period with about $1,000,000,000.
Senator WALSH of Massachusetts. When did you start that?
,Secretary MELLON. In 1919, part of it in 1920. We reduced the

debt by $482,000,000 in 1920 by simply cutting down our bank
balance. That was not a reduction of debt; that was not a reduction
of the net indebtedness.

Senator WALSH of Massachusetts. Then, in what time would this
debt be paid? In what time would it be paid if not 20 years?

Senator KING. About 31 years.
Secretary MELLON. Under present conditions, with the law re-

maining as it is, it would take about 31 years, and the extent to which
we can reduce it by the receipts from foreign countries.

Senator WALSH of Massachusetts. Somewhere between 20 and 31
years.

Mr. WINSTON. No; between 30 and 40 years.
Secretary MELLON. Say that the money to be received from abroad

is 62 years instead of 31, then it is somewhere between 31 years and
62.

The CHAIRMAN. And the effect of the interest would be to reduce
that time from 62 years down?

Senator KING. However, that would contemplate that our operat-
ing expenses do not rise to higher levels.

The CHAIRMAN. Just let me finish that. It also is understood that
we would get all our foreign obligations on the same basis as we have
got obligations with England. Then, if we counted the interest on
the payments they made, their interest is included in that payment,
and that would not be $4,600,000,000 that England had to pay, but
at the end of 62 years she will pay us about $12,000,000,000.

Senator SIMM(Ns. I started to make a statement because I wanted
it to be clarified. I stated when I was interrupted, and I want to
get this statement together, that I had merely been discussing with
the Secretary some method by which we could stabilize and fix the
amount of money that we were to apply to the retirement of these
war obligations, and not with a view to committing myself to any
particular scheme. I recognize that the people of the country want
a reduction in taxation, and I want. them to have it. I thiik they
are overburdened, and it appears to me that part of the burden that
can be taken off of them is just these amounts thatwe are now applying
to a liquidation of these debts. I think we are trying to pay it off
too fast.

Senator WALSH of Massachusetts. I agree with that.
Senator SIMMONS. It appears from this statement that there Nvas

$1,072,000,000 applied to this purpose (luring the calendar year 1913.
It also appears that of that fund $387,000,000 in round nuiubers was
a surplhs of receipts: that $215,000,000 was a decrease in the general
fund, so that you apply this nearly $600,000,000 and then you apply
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the amounts that are a part of the sinking fund; then ou apply the
amount that you received from foreign countries; and alI of at fund
went into the liquidation of our obligations last year. If I am
incorrect about it, correct me when I get through.

Now, that presents this situation. The Secretary of the Treasury
now has no limitation upon the amount that he may apply to this
debt. Whenever he can find any money that under the law is applica-
ble to it, that lie can spare, he applies it, and the amount of retirement
is indefinite. It is uncertain and depends upon circumstances and
conditions. I think it ought to be fixed. We ought either to do
this-we ought either' to content ourselves with the present provi-
sions with reference to the sinking fund and apply that much to this
debt and stop there, or we ought to supplement that fund so as to
make it adequate and apply more. That is the thought I have in
mind, and I want it set out.

Secretary MELLON. In answer to that, it is definitely fixed to the
extent that the statutory sinking fund applies the receipts from the
foreign governments makes that apply to it. The law has provided
for a reduction of the debt, and it is fixed to that extent.

Senator SIMMONS. Exactly. I have said that.
Secretary MELLON. Now, then, these extraordinary receipts of

war materials, etc. will not occur in the future, and if you follow that
out instead of making the reduction of debt at too rapid a rate, it
makes it at a lesser rate than would be provided by the ordinary
sinking fund of 2& per cent. In other words, it is fixed now by the
law to that extent.

Senator SIMMONS. The law fixes what funds you may apply to this
indebtedness but it does not fix the amount.

The CHAIRMAN. Senator, that is what the Secretary comes and
tells us. He tells us that they have taken a certain amount of money
for the sinking fund and that they have applied all the payments
made by Great Britain upon the repayment of our foreign obliga-
tions, and that they have $387,000,000 now that they are asking
what disposition shall be made of.

Senator SIMMONS. I understand that. That is the very point.
There are $387,000,000 which he had as a surplus last year which he
applied, and if we have a surplus and do not change this law-have a
surplus this year and do not use it for the purpose of reducing taxes-
he can apply that. If we use this year what is now a surplus to
reduce taxes and next year it turns out that these estimates are wrong,
and instead of having enough money on hand to pay all the expenses
out of tax collections, we have got another big surplus, there is
nothing to prevent the Secretary from taking that.

Senator WALSH of Massachusetts. Nothing at all, except to reduce
these taxes below his recommendation.

Secretary MELLON. The part you call a reduction of debt is not a
reduction of debt at all. Suppose to-day we borrowed for the
Treasury $500,000,000. That would be increasing the debt to that
extent. Suppose to-morrow we paid that. You wouldn't call it a
reduction of debt, in that sense.

Mr. WINSTON. You are using this difference in the general fund
balance as though it was a reduction in debt. I showed you yester-
day a statement ended the last of January instead of the last of
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December, and instead of showing $1,072,000,000, it showed $888,-
000,000. The whole difference is in the general fund balances.

Senator SiMMONS. All that I have in mind. How to bring it
about, I do not know-and this is a matter of discussion-is that we
ought to fix a certain amount annually for application to this purpose.

Secretary MELLON. It is pretty definitely fixed now.
The CHAIRmAN. We wil- adjourn this hearing until 10 o'clock

to-morrow morning.
(Whereupon, at 12.05 o'clock p. m., the hearing was adjourned

until 10 o'clock to-morrow, Friday, March 14, 1924.)





FRIDAY, MARCH 14, 1924.

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

• Washington, D. 0.
The committee 'met, pursuant to adjournment on yesterday, at

10 o'clock a. m. in the Finance Committee room, Senator Reed
Smoot (chairman), presiding.

Present: Senators Smoot (chairman), McLean, Curtis, Watson,
Reed of Pennsylvania, Ernst, Simmons, Jones of New Mexico, Gerry,
King, and Harrison.

The CHAIRMAN. The meeting will come to order. Mr. Winston,
have you any further statement to make?

Mr. WINSTON. No- Mr. Chairman.
The C IARMAN. Then, if any of the Senators desire to ask ques-

tions of Mr. Winston that had better be done now.
Senator JONES of Rew Mexico. Who makes up these statements?
Mr. WINSTON. The estimates of expenses are made up by the

Budget. The estimates of receipts are made up for the customs by
the customs people, the internal revenue by the internal revenuepeople.There are other miscellaneous receipts which we get from the other

departments of the Government. There are these miscellaneous
things and then, of course, the Treasury itself works out the figures
as to the receipts from foreign Governments and things of that kind.

The CHAIRMAN. Mr. Winston, you mean that the Budget submits
the estimates?

Mr. WINSTON. The expenditures are prepared by the Budget.
The CHAIRMAN. Yes; and submitted to Congress.
Mr. WINSTON. You are talking about the estimates now?
The CHAIRMAN. Yes.
Mr. WINSTON. And the receipts are submitted by the Treasury, so

far as the Treasury has any control over it, by the various branches
of the Treasury tlat have particular charge of it. They are coordi-
nated in the Treasury and then sent up to the Budget and included
in the Budget, and in the Secretary's annual report.

Senator JONES of New Mexico. Take the first item here in receipts
by customs. Who made up that estimate?

Mr. WINSTON. That was an estimate made up, in the first instance,
by Mr. Camp, who is in charge of that- as I recall, these estimates
are gone over by Mr. Hand and Mr. icCoy. Mr. Hand is in the
receipt end of the Treasury; Mr. McCoy is the actuary.
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Senator JONES of New Mexico. I observe here for the fiscal year
1923 receipts of $561,000,000 and over--practically $562,000,000-
and is estimated for the fiscal year 1924., $570 000,000, but for the
fiscal year 1925, the one with which we are dealing now largely, it is
only $493,000,000. I would like to have some one come before the
committee who can explain the basis on which these estimates are
made.

Senator KING. Would Mr. McCoy know anything about that?
Mr. WINSTON. Mr. McCoy, I think, knows more about that esti-

mate than anybody.
Senator JONES of New Mexico. Who made up this estimate here?
Mr. WINSTON. Mr. McCoy made up that particular $493,000,000

on figures furnished him by the customs and on his own observation
of different conditions and as to what would be the result of those
conditions.

Senator JONES of New Mexico. You think that Mr. McCoy will
be the best man to give that information?

Mr. WINSTON. Yes.
Senator JONES of New Mexico. I think we might as well ask Mr.

McCoy then.
The CHAIRMAN. Ask him right now. He is here.
Senator JONES of New Mexico. Now, Mr. McCoy, I wish you would

tell us how these estimates are made up.

STATEMENT OF J. S. McCOY, GOVERNMENT ACTUARY,
TREASURY DEPARTMENT

Mr. McCoy. The estimates under the tariff bill of 1922, as the bill
was prepared in the committee, estimated the amoui.6 of imports
under each item in the tariff bill and also the amount of revenue
that would be collected. That was the first full year after the tariff
bill was in effect. Now, when we want to get the fiscal year-

Senator SIMmONS. Just one question right there. How near did
you come to th.e actual results

IMr. McCoy. Well, the entire estimate, I can not tell just how
near. I have not compared the figures with the first full year under
the tariff bill. The bill passed late in 1922, September something,
and it would be about the calendar year 1923 the first 12 months.

The CHAIRMAN. Well, the emergency tariff bill came in there.
Mr. McCoy. The emergency tariff bill also came in. My esti-

mate fo 0 1922 was $275,000,000, but the emergency tariff billcame
in after I made my estimate and brought in quite additional tariff
revenue. The actual receipts were $356,000,000.

Senator.SIuizoxs. There were no estimates after the emergency
tariff bill was passed?

Mr. McCoy. There was an estimate printed after the emer-
gency tariff bill was passed. The estimate for 1923 was based, part
under the emergency bill and part under the new tariff. You see,
a calendar year is the 12 calendar months, but the fiscal year is six
months out of one calendar year and six months out of the other
calendar year, so you have to break the revenue up. Some was
collected under the emergency tariff bill and some under the new
tariff bill for the year 1923.
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The year 1923 ended June 30, 1923, and in estimating this it was
estimated for 1923, in October 1922. We already had for that fiscal
year, July, August, September, actual collections from the daily
statement.

Senator SIMMONS. Well, at that time, wasn't there an emergency
tariff in existence?

Mr. McCoy. No, sir; the emergency tariff ended as soon as the
new tariff went into effect n September, 1923.

Senator SIMMONS. I know, but we had an emergency tariff up to
that time. It was changed somewhat and put in the new law.

Mr. McCoy. Yes, sir.
Senator SIMMONS. But there had been an emergency tariff up to

the life of the present tariff act.
Mr. McCoy. Yes.
The CHAIRMAN. That is why the increase in the fiscal year 1922

is more than the estimate by about $80,000,000?
Mr. McCoy. Yes; just $80,000,000.
Senator GERRY. When did that emergency tariff pass?
Senator JONES of New Mexico. In May, 1921.
The CHAIRMAN. That is the calendar year of 1921. This refers to

it.
Senator Sitmo.%,s. The original emergency tariff bill was in opera-

tion when you made this estimate?
Mr. Mctoy. The original one. Yes, in 1921. The estimates for

1922 were made in the summer of 1921.
Senator SIMovvNs. The original emergency act was a pretty broad

measure.
Mr. McCoy. Yes, sir.
Senator SIv.foNs. It was slightly enlarged, but I don't think very

materially.
Mr. McCoy. Yes; and it brought in considerably more revenue

than was anticipated.
Senator Sv.ioM-Ns. Well, you have to anticipate liberally in mak-

in_, an estimate.
Mr. McCoy. Yes.
Senator Sm.%to Ns. And that is the question we have got up now;

whether you can always anticipate correctly.
The CHAIRMIA.N. Well, the estimate for the fiscal year 1922 was

made in the summer of 1921. The emergency bill was passed toward
the last day of May of 1921, and so it had only been in operation but
a short time when these estimates were made.

Senator SIfMONS. When was the first estimate?
Mr. McCoy. In the summer of 1921.
Senator Sro-L ,Ns. In December of 1921?
Mr. McCoy. No; not December, 1921; the summer of 1921. It

has to go to Congress on the opening of Congress, and it is made two
months before Congress opens.

The CHAIRMAN. The law says before November 30.
Mr. McCoy. Yes.
Senator SivtoxNs. When was the estimate under the new tariff

act made?
Mr. McCoy. The first estimate was made when the bill was in

formation.
Senator SiMMloN.s. What (lid you estimate it would bring when the

bill was reported out? Is that what you mean?
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Mr. McCoy. Yes; something over $500,000,000.
Senator SIMMONS. Didn't you make an estimate after the bill was

passed?
Mr. McCoy. No; only the estimate that was made for the Seore-

tary's report.
Senator SIMMONS. Didn't. you make an estimate for the benefit of

the conference committee?
Mr. McCoY. I doubt it.
The CHAIRMAN. We used the same estimate that was made.
Mr. McCoy. Generally the final estimate, the full estimate, is

made for the report of the Finance Committee. Then, if there are
any changes, it is an informal, piecemeal estimate.

Senator SIMoNs. How did your estimates that were made then
compare with the results?

Mr. McCoY. I can't tell you exactly, only I know that they were
somewhat under the results.

Senator SiMMoNs. Less than the results?
Mr. McCoy. Less than the results. The difficulty in making esti-

mates on the tariff just at that time was that the world was in an
abnormal condition.

Senator JONES of New Mexico. Isn't it the general policy to always
estimate on the safe side, from the Treasury point of view?
. Mr. McCoy. Well, when I am estimating I don't know which is

the safe side. I try to get as near the facts as possible, and if they
don't like my estimates they don't need to use them. I don't know
which is the best side. These estimates for 1923 were made based
on the actual receipts under the new tariff for a very few months.

Senator JONES of New Mexico. Have you made any estimates that
fell short of your estimates in actual results?

Mr. McCoy. I have made estimates for 1923. They are not
printed here, but the estimates I made would fall short.

The CHAIRMAN. Yes; they did fall short.
Senator JONES of Now Mexico. Your estimates for 1923
Mr. McCoy. They fell short.
Senator JONES of New Mexico. Your estimates for 1923?
Mr. McCoY. They fell short, though not quite as much as they

fall short here.
Senator JONES of New Mexico. On the customs?
Mr. McCoy. On the customs.
Senator KINo. You mean the customs exceeded your estimates?
Mr. McCoy. They exceeded everybody's estimates. The most

optimistic estimates made were exceeded by the customs.
Senator SIMMONS. How much?
Mr. McCoy. Oh, fifty million, probably.
Senator WATSON. They exceeded by more than $50,000,000 your

estimates?
Mr. McCoY. Yes.
The CIHAIMAN. I thought that I was rather wild on the floor of

the Senate when I said $450,000,000. So did all the others.
Mr. McCoY. The real reason for that is, there was no other place

in the world to send goods that could be paid for, and they were sent
here.

The CHAIRMAN. In answer to the statement as to your estimates,
whether they were always under, I will call your attention to the
income and profit tax, your estimate for the fiscal year 1922.
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Senator SIMMONS. Let us get through with this first.
The CHAIRMAN. This is the same thing, Senator. You estimated

$24110,000,000, but your receipts were $2,086,000,000.
Mr. McCoy. That estimate was an estimate made for the Finance

Committee. There were changes made after that. If you will comr-
parothe statement printed in the Secretary's report for 1921 and
then compare the actual receipts for 1922, you will find less than
$1,000,000 difference in the estimate.

The CHAIRMAN. I am only taking the estimates for the Finance
Committee. And your miscellaneous tax was $1,214 000,000, and
the -actual receipts were $1,121,000,000. 'But the whole estimate
that you gave to the Finance Committee, on all of the items, was
$4,086,000,000, and we actually received $4,103,000,000.

Mr. McCoy. Yes, I didn't estimate quite enough as a total.
The CHAIRMAN. Very, very close.
Senator WATSON. I notice for the fiscal year 1923 you have cus-

toms, $561,000,000 plus; 1924, $570,000,000 plus, and then your
estimate for 1925 runs down to $493,000,000. On what do you
base your estimate of loss of customs?

Mr. McCoy. Well, it is hard to explain the reasons for basing an
estimate. The 1923 estimate was based on partial returns; 1924
was based on partial returns. As to 1925, we have no idea. There
is nothing to actually base it on, but the collections are abnormally
large, and in my opinion they must fall. I think they are just about
at a standstill now. I don't believe they are increasing. I believe
they are just ready to fall.

The CHAIRMAN. If you take the last two months, I think they
are a little less than $50,000,000, considerably less.

Mr. McCoy. Yes, they are ready to fall now. We have reached
the peak. We can not depend on $570,000,000 for another year
beyond 1925.

Senator JONES of New Mexico. Then, your reduction there is
based on the prophecy that the receipts aregoing to fall off.

Mr. McCoy. A reduction in customs, of course, is based on the
assumption that the custom receipts at,3 going to fall off.

Senator Jo-NEs of New Mexico. What is there in the import trade
that leads to that belief?

Mr. McCoy. Well, the foreign nations are beginning to produce
more than enough for their home consumption. That will force
them to find markets for their surpluses that are now be supplied
by the United States, so our export trade will fall off. aturally,
as a consequence, the import trade will fall off. Trade follows
trade.

Senator JONES of New Mexico. Well, in view of the fact that
exchange the world over is in favor of the United States isn't that
always an inducement to try to get goods into the United States?

Mr. McCoy. It is. They get every dollar's worth of goods into
the United States that they possibly can get in. That is why
those receipts are so extraoiacinarily largo. That is about $5 tax
pail into the customs house for every man, woman and child in the
United States, which is a pretty high' tax.

Senator WATSON. Under the present tariff law, 60 per cent of all
our imports come in free, do they not?

Mr. McCoy. A very largo amount comes in.
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Senator KING. You mean in quantity or value?
Senator WATSON. Fifty per cent of the value. Isn't that rightI
Mr. McCoy. I think so.* It is something like that. One reason

for the large revenue collected here is that a great many articles are
dutiable now that used to come in on the free list because they are
absolutely necessary to manufacture. It is not the finished article
that has to pay this revenue, but articles partly finished and absolutely
necessary for manufacture. They find they can import them cheaper
with the duty on than to produce them in this country.

Senator WATSON. Have you any reason to believe that that sort
of importation will fall off?

Mr. McCoy. It will fall of to this extent; that our foreign market
will fall off, and we won't produce quite as much.

Senator JoNEs of New Mexico. How are you able to put that into
figures, as to how much it will fall off?

Mr. McCoy. Well, it takes a great deal of experience. I have
studied the tariff every year for the last 20 years and nothing will
happen that hasn't happened before. The only thing is Y never
experienced what has happened in the ls t three years, but now I
have had that experience. I

Senator SIMmoNs. Do you feel that you are able to determine
when the world conditions that have brought about the increase
will be changed from what they are now?

.Mr. McCoy. No; I can not tell exactly when they will change,
but I can see when they are changing. It is absolutely certain that
unless another great disturbance comes, foreign nations will produce
more tian they have been producing lately.

Senator SImmoNs. Do you calculate that the conditions in Europe
are going to grow better or grow worse? That seems to be a very
much motned question.

Mr. McCoy. For a large part of Europe they will grow better.
For other parts of Europe, I can not see how they can grow any worse.

Senator SIMMONS. In France they have grown very much worse
ver recently.

erenator KINo. Mr. McCoy, you are assuming a substantial con-
tinuity of the present level of trade with South America and Mexico,
are you not, in those figures? I

Mr. McCoy. Not exactly. I ahticipate that we will lose some
trade with South America.

Senator KING. In Mexico, do you think we will increase?
Mr. McCoy. I don't know about Mexico. They form a small part

of our trade.
Senator KING. How have you figured with respect to Canada?
Mr. McCoy. Canada will continue to increase. Of course, a large

amount of this increased duty is duo to increased prices, and the
prices must come down later.

Senator KINO. And you have taken into account the general set-
tling of prices throughout the world?

Mr. McCoy. Yes; every element that I am familiar with is taken
into account.

Senator KiXG. Have you figured that Japan, during the next two
or three years, because of the catastrophe which she suffered, will
ship less to us and buy more from us, we making capital investments
there ?
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Mr. McCoy. There has been no estimate made as to that catas-
trophe.

Senator WATSON. You think that for the purpose of framing
revenue legislation it is safe fc r us to count on $493,000,000?

Mr. McCoy. Well, within $20 000,000 of that. :
The CuAiRuAN. I want to call attention to the estimate made by

Mr. McCoy for the year 1923 and the fiscal year 1924. For 1923
it was $370,000,000, as against actual receipts for 1923 of $561,928,-
666.66. That shows that he estimates for 1924 an amount over
and above the actual receipts of 1923 of $8,071,134. Now, this is
what is shown up to March 8, in comparison of the two years. On
March 8 of the fiscal year 1923 we had collected $358,274,646.92, and
for the fiscal year ending March 8, 1924-just the other day-we
had collected $374,380,914.62. That shows that we have collected
for the fiscal year 1924 up to March 8 more than we did up to March
8, 1923, by $15,806,267.70, or, in other words, you are not going to
be very far off in the estimate of the increase.

Mr. McCoy. No; because the increase is falling off now.
The CHAIRMAN. Falling off. I see the daily balances are falling

off now.
Senator KINO. It would seem from the figures that you have Just

given that for the fiscal year 1924 there would be considerably less
than $570,000,000.

Mr. MoCoy. No; we are $15,000,000 ahead.
The CHAIRMAN. We are $15,000,000 ahead if the same ratio i%

kept up, but we are falling off, and we have to make $8,000,000
more, so if we do not fall off more than $7,000,000 more from now
until June 30, the estimate will be absolutely correct.

Mr. WINSTON. Senator Smoot, on the daily statement up to March
11, which I have just received it shows for the month of March a
falling off of customs receipts of one million and a half to date.

The CHA MAN. Then, of course, it may fall a little short.
Mr. McCoy. Take three months and you will come very close to

my $8,000,000 increase, so you won't be far out for the fiscal year 1924.
The CHAIRMAN. Very close.
Senator JONES of New Mexico. I would like to get a statement for

the fiscal years 1921, 1922, and 1923, the estimates which were made
and the actual results, and get a statement of the estimate made for
the fiscal year 1924 and the results up to date as far as we can get
them with regard to the customs.

Now, Mr. Winston, who can tell us about the income and profit
tax?

STATEMENT BY HON. GARRARD B. WINSTON, UNDERSEORE-
TARY OF THE TREASURY, WASHINGTON, D. C.--Resumed.

Mr. WINSTON. Those figures were furnished us by the Internal
Revenue Bureau. Mr. Nash is the deputy commissioner and is
probably more familiar with them than anyone else.

Senator JONEs of New Mexico. I would just like to have a note
made, Mr. Clerk, that we have Mr. Nash here.

The CHAIRMAN. Mr. Winston, will you tbll Mr. Nash to come up?
Mr. WINSTON. To-morrow morning?
The CHAIRMAN. Yes.
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-Senator WATsoi Nash is ill and can nbt come hire. I'asked lim
to come up before our Senate committee, and he can not leave the
house.

Senator JoiNs of New Mexico. As, to the miscellaneous internal
revenue, who can tell' us about that
.Mr. WiNmToiw -Those figures are ascertained, in the first instance,

by the Budgdt'f~r the various parts of the :Government. Oh, miscel-
laneous internalrevenue?

Senator Joins of N~w Mexico. Yes.
Mr. WNsToN.; That is Nash also. I was looking at miscellaneous

receipts.
Senator .Kxxo. He has, a man down there in his absence, Mr.

Winston, who can furnish that information.
Mr. WINSTON. I have only dealt with Nash. There is Deputy

Commissioner Mires. Shall I have him here to-morrow?
Senator JoNzs of New Mexico. If he knows about it.
Mr. WINSTON. I will look that up and see if he does.
The CHIRMAN. Well, whoever does know about it.
Mr. JONES of New Mexico. On the miscellaneous receipts I see

you have here the principal on foreign obligations.
Mr. WINSTON. Well, for the fiscal year 1924, those were the two

obligations of Great Britain, repayments for silver which we expected
to receive.

Senator JONES of New Mexico. Do you know about them ?
Mr. WINSTON. Yes sir. . w
Senator JoNzs of 4 ew Mexio. What was the estimate for that?

I would like the same statement with regard to those various items
as I asked for in respect to customs.

Mr. WINSTON. You mean statements as to what we estimated
and what we -actually received?

Senator JoNs of New Mexico. Yes; for these various years, and
give the results up to date for this fiscal year as late as you can get it.

The CHAIRMAN. And while you are doing it, make qs number of
copies, or mimeograph it, so that every member of the committee.
can have one.

Senator JONES of New Mexico. In that $60,533,000 for the fiscal
yeat 1924-has that amount been collected up to date?

Mr. WINSTON. If you will takb our daily statement up to March
11, it shows we have received on that account, $60,993,000, as
against $60 533,000 estimated.

Senator JoNes of New :Mexico. 'Do you expect to receive any more
during the fiscal year?

Mr. WINSTON. No sir; there is nothing more due.
Senator JoNPS of New Mexico; How did you arrive at that esti-

mate for the fiscal year 1925? - ' I
Mr. WINSTON. That is the British repayment plus the Finland

repayment; the two funding agreements we have had.
Senator JONES of New .Mexco. There is nothing on the principal

here of any of the other countries?
Mr. WfNSTON. Nothing has -been advanced far enough with the

Debt Commission to ustify any assumption. I
Senator JoNEs of New Mexico. Well the'next item there of inter-

est. Does that come only from Great britain I
Mr. WINSTON. No; there is $20,000,000 coming from the French;

there is the French indebtedness to us on account of the sale of war
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supplies, to France that they ire paying $20O00,0O00a yeatlntetest
on, so that item is made up of FinishBritish, and French interest,

senator: JoNE of. N~w Mexich. Well, I see/that you reduce,the
amount of interest over there for the fiscal year 1925 a small amount,

Mr. -WiNsT6,N As thb British "pay their principal, their interestt
goes down..

The, O ASMAI. Every year, Shator,: it gets just a little less.
Senator JONES 'of Ne* Mexicoj 'Yes; I understand.
Mr. WINSTON. Also th principals. that, were paid in regard to-the

Pittman Act involved in that $60,000 000 above have been paid, and
there is' no more interest becoming -due on that ,rincipal, but that
doesn't mean any change. It does not mean that we are expecting
any default of interest on any agreement that we have.

Senator KING. You expect no, interest'from France or any other
countryI

Mr.' WrNSTON. We expect $20,000,000 interest a year on this one
French obligation.
Senator KING. Nothing from Greece or Italy or those other

countries?'
Mr. WINSTON. No sir.
Senator JONES of NIew Mexico. Now, "railroad securities," I notice

they are falling off rapidly. For the fiscal year 1923 you actually
received a little less than $100,000,000. The estimate for the present
fiscal year dropped down to $60,500,000. How is that estimatearrived at I

Mr. WINSTON. This item includes only loans under section 210,
and interest, as you will see by the footnote. It is the loans under
the revolving fund which, as I understand it, are gradually being
reduced. I .

Senator JONES of New Mexico. Who made that estimate of
$16,500,0001

Mr. WINSTON. I think those came from the Interstate Commerce
Commission.' They are the people that have charge of that loan.'
Senator JONES of New Mexico. Well, I wish you would find out

about that. ,
Mr. WINSTON. I will find out.
Senator WATSON. Don't they come from Davis's Railroad Com-

mission?
Mr. WINSTON. No; that particular item came from the Interstate

Commerce Commission.
The :CAIRMAN. This, was in section 10 of the transportation act of

March 20 as amended, and that, Senator, had more particularly to
do with the purchase, I think, of rolling stock and equipment, and a
great deal of that' has been paid off and of course, as it is paid off
the interest will be less.,, Mr. Winston, if ou will get data upon the
matter suggested by Senator Jones, and hen in addition have the
Interstate Commerce Commission furnish you, and you the committee,
with a complete statement of our dealings; that is, the Govern-
ment's dealings with the railroads; the amount we have advanced
them and the amount they have repaid, that will be useful to 'the
committee. ,1

Mr. WINSTON. There is a report of the director general, which I
will get.

Senator KING. Showing exactly the status between the Govern-
ment and the railroads?
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Mr. WINSTON. Of course, the securities held by us appear on the
debt statement.

Senator JoNSs of New Mexico. Now, "all other securities," I
Mr. WINSTON. Part of that is for farm loan bonds. When' the

farm loan act was passed and the constitutionality of the tax exempt
feature in doubt they could not sell the bonds, and the Treasuryhad
to take them. hey have been gradually taking them from us and
those are the securities represented by that item?

'Senator KING. Are those all farm loan I
Mr. WINSTON. Well, no, they include also some miscellaneous

indebtedness to some other departments, like sales by the Navy of
war material, and things of that sort. I

Senator JONES of New Mexico. Who made that estimate? I see
ou received on that account in 1923 something over $46,000,000.

You estimate for this year about $31,000,000 and for next year
$29,000,000 plus.

Mr. WINSTON. About $40,000,000 of that $40,000 000 in 1923 was
from the farm loan bonds taken off our hands-farm loan bonds
which we had in the Treasury. H

Senator JONES of New Mexico. How many of those farm loan
bonds have you got now?

Mr. WINSTON. About $102,000,000. I see here "Federal farm
loan bonds on the 31st of December." There are practically
$102,000,000.

Senator KING. Still unpaid?
Mr. WINSTON. We still hold them, and they are 4* per cent

bonds, and the present market on farm loans is 4*, so I don't know
when they will be taken off our hands.

Senator WATSON. How rapidly have they been redeemed?
Mr. WINSTON. They are not due. If you will turn to the daily

statement of March 11 you will notice that on this account we have
collected to date only $6,000,000. There is an estimate that we will
get $25,000,000 of these farm loan bonds by the 30th" of June. I
don't know whether the farm loan banks will be in position to take
those over off our hands or not.

Senator KING. Of course, you can sell them on the market at
probably a discount.

Mr. WINSTON. It would be quite a discount, as we would have to
sell them on a 41 basis, and they are 4* per cent bonds.

Senator JONES of New Mexico. Where do you get this estimate
then of $31,000,000-$30 000,000 plus?

Mr. WINSTON. Well, the $25,000,000 that the Farm Loan Board
said they thought they would be able to take out of the Treasury
during 1924, fiscal year, and about $6,000,000 by the other-

Senator JONES of New Mexico (interposing). Why do they think
that if the rate of interest is running as you indicate?

Mr. WINSTO.N. Well, I don't know exactly what reason they would
have for taking them, but they have heretofore done it. Of course,
the Treasury had to take them off their hands to support this situa-
tion when they could not sell them, and morally they ought to relieve
us of them as soon as they can.
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Senator KING. Are those $42 190,000 plus estimated forte fiscal
year 1923 to be paid from a redemption of some of those, bonds, o;
is that largely to come from- , .

Mr. WINSTON (interposing). $25,000,000 of that 642'000000 is an
estimate by the Farm Loan Board that they will tae tihat many
bonds from us. .. . . 1 .

Senator KING. The rest will be Navy obligationns? That is, the
sale of property for the Navy?

Mr. WINSTON. Well miscellaneous things..
Senator JONES of New Mexico. In the$42,000,000, Senator

King-Iam talking about the line above that.
Mr. WINSTON. Hie was looking at the fiscal year 1925.
Senator JONES of New Mexico. We were talking about "all other

securities" here on the line above, and if we have got switched, I
would like to know it. I

Mr. WINSTON. You are right. That 'was $29,000,000. Senator,
if you will refer to page 128, you will find a little more detail as to
these exact figures. This is a condensed statement. If you will look
down about 2 inches, where it says "repayment of investment,"
if you skip the principal of foreign loans, because that is stated sepa-
rately in here, you will find these other small items we are discussing-
liquidation of capital stock, Federal lpnd banks, repayment of prin-
cipal loaned to railroads, sale of farm loan bonds, return of advances
made to reclamation fund, principal of loans by United States.Hous-
ing Corporation.

Senator JONES of New Mexico. Well, I think that might have---
Mr. WnsToN (interposing). The reason,! used.page 107, is that

it is condensed, and it runs in the same way as the daily statement,
so that you could compare rapidly the figures for the estimates in
1924 with the actual results to-day and get a fair idea as to how they
were coming out.

Senator JONES of New Mexico. Well, now, there.we havethe ac-
tual and the estimated.

Mr. WINSTON. We have the actual for 1923, the estimated for
1924, and the estimated for 192)5. It is the same as we have on page
107. We have the actual for 1922, 1923, and the estimated for 1924
and 1925. , 1 1

Senator JONES of New Mexico. Well, now, let us start over again,
there. On page 127 the first item is the interest on loans to foreign
governments. We received during 1923 over $179 000,000, and you
estimate for 1924 something over $138,000,000, a difference there of
forty-odd million. ' .

Mr. WINSTON.. That represents $50,000,000 cash.of one installment,
$50,000,000 in another installment, on the indebtedness before the
funding took place, and one payment under the funding of the
British debt.

The CHAIRMAN. That is the year 1924?
Mr. WINSTON. 1923.
The CHAIRMAN. Not the calendar year 1923.
Mr. WINSTON. No; we are talkingentirely about the fiscal year.

It was in the calendar year 1922. Now, that has become fixed by
the funding agreement, and we can estimate that accurately. _

The CHAIRMAN. Certainly. -You know what that is. a sa
of war supplies you estimated for the fiscal year at $16,440,000.
Does that include the sale of whole ships?
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* Mr. WxNsTON. NO; "tho~e arbIe~timates furnished -usby'the'War
Db apartment ' t bytheWar

he CHAIRMAN. Just the War Department?..
Mr. WXNSTON. Yes.

.,Senator JoNEs 6f New Mexico. I think we had better start Pver
there, Mr. Winston, on page 127.

Senator WATSON. You mean in the estimates for 1925, Senator?
Senator JONES of New Mexico. For 1925.'
The CHAItMAN. Shall we cut out all that is in the record up to

this point?
Senator JONES of New Mexico. No; leave that in there. That was

general explanation. Now, I notice down there an item of interest
on loans to railroads. That is deducted from expenditures in 1923.
What do you mean by that?

Mr. WINSTON. The Budget has a system on certain items of de-
ducting the receipts that come in against the expenses.

The CHAIRMAN. That is, in submitting the Budget report to Con-
gress they do that.

Mr. WINSTON. No; it is the result of the method in keeping the
accounts by appropriations. Under certain laws, as I understand it,
the receipts can be used against the expenditures. Where that
exists the receipts are deducted against the expenditures and they
appear in the expenditure column as simply less expenditures, and
sometimes an actual credit. The War Finance Corporation is an
example of that. For instance, this year to date they have paid
us back more than $48,000,000, more than they spent, and it appears
in the expenditure column of our statement as an excess of receipts,
so it is deducted from the actual expenditures. It is a method of
keeping accounts, simply.

Senator KING. Isn't that system of bookkeeping misleading? It
doesn't show all the returns to the Treasury and all that goes out.

Mr. WINSTON. It misled me when I started in at the Treasury.
I didn't understand it at first.

Senator JONES of New Mexico. How much fund has the War
Finance Corporation now?

Senator KING. The railroads or the War Finance ?
Senator JONES of New Mexico. The War Finance.
Mr. WINSTON. We have taken into the Treasury as receipts all of

their property except about $37,000,000, on the 31st of December
last, plus whatever profits they have. I don't know what they are.

Senator JONES of 'New Mexico. Yesterday or the day before some-
one said that they had a surplus of something like $50,000,000.

Senator WATSON. Against which, however, there were certain
deductions to be made. What do they amount to ?

Mr. WINSTON. It was said two days ago --
Senator WATSON. Certain losses.
Mr. WINSTON. That they had about a $50,000,000 surplus, but

they had not written off what might be losses.
Senator JONES of New Mexico. Where do you estimate the amount

you may receive from the War Finance Corporation?
Mr. WINSTON. If you will look at page 129, about the middle of

the page, under operations in special accounts, War Finance Corpo-
ration, you will find $60,000,000, with a little reference down at the
bottom of the table. You will find there excess of credits deducted,
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which, means, that they will pay us- back $60,000,000 more than ,theyspend in 1924,. !_ , . . .. q ,. !- , ,., ... ;- -. . , : c . - , : . .!
Senator JONES of New Mexico. You estimate nothing for 1925.
Mr. WINSTON. I Italked with Mr. Meyer, and he said, he thought

it was.iust about balanced; that they would keep this amount,,of
noney here. The War Finance Co rporation has been extended for

anotheryyear. They have this situation. in the Northwest to meet
and the repayment of. loans to them and their own advances- shouJd
balance; so it is not expected we will get anything back in 1925,l;(,.

Senator JONES of New Mexico. Have you got the report of the War
Finance Corporation of its activities?. .

Mr. WINSTON. There is one published. I can get you one. -
Senator JONES of New Mexico. -I would like to know something

about their assets and liabilities. I ,
Mr. WINSTON. There is a balance sheet in the report. If you will

refer to this $60,000 000 for the fiscal year 1924 and to our daily bal-
ance sheet for March 11, 1924, you will see that up to date this year
we have $48,000,000 of that $60,000,000 in.

The CHAIRMAN. You are short-.!:-
Mr. WINSTON. $12,000,000.
The CHAIRMAN. Yes; $12,000,000.
Senator Kixo. You don't mean to say that the War Finance Cor-

poration in its operations has earned $50,000,000?
The CHAIRMAN. That was the interest that was paid on the loans

and investments.
Mr. WINSTON. It earns because. the Treasury advanced them

$500,000,000 and charged them nothing for it.
Senator KING. It is fair to call it a surplus.
Mr. WINSTON. No; we were paying $21,250,000 a year for the

money invested in that company.
Senator JONES of New Mexico. That is just what I was trying to

get at. How much of that $500,000,000 have they paid back?
Mr. WINSTON. They have paid back-it appears im our debt state-

ment of the 31st of December, 1923-all but $37,000,000.
The CHAIRMAN. $463,000,000.
Senator WATSON. You mean that they have paid back of the

original $500,000,000, $463,000,000,. and only $37,000,000 is out-
standing? •

Mr. WINSTON. Yes, sir.
Senator KING. But they have paid no interest. We have to pay

the expenses. We have made appropriation for the machinery of
their organization, which amounts to several million dollars, and we
are out all the interest the Government has to pay for the $500,000,000
which it loaned them.

Senator JONES of New Mexico. As I understand the situation, the
$500,000,000 was put to the credit of the War Finance Corporation in
the Treasury.

Mr. WINSTON. Yes; and they used it to buy Goverinment bonds,
so that the situation, after the corporation was organized, as I under-
stand it, was that the corporation had $500,000,000 of stock that the
Government owned, and tie corporation had $500,000,00 of Govern-
ment bonds that the Government was paying interest on, and then
as they needed the money they sold those -bonds and loaned the
money out.
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Senator JoNEs of New Mexico. -And in that way. they have accumu-
lated that surplus of $50,000,000 or approximately that?

Mr. WINSTON. Yes.
Senator JONES of New Mexico. And they still have assets, then,

according to your judgment, of eighty million and odd dollars?
Mr. WINSTON. omewhere around there.
Senator KING. How much would the interest on those $500,000,000

bonds which the Government issued and has had to pay, how much
would the aggregate interest be that the Government has had to
pay out to advance them that $500,000,000?

Mr. WNSTow. I think most of them were Liberty bonds, and they
paid 4t per cent.

Senator KINO. How many years
Mr. WINSTON. I don't yaow how long they held them, but it is as

broad As it is long. We had to raise a half billion and had to pay
4* per cent for it.

Senator KiNx. What was the date when they got that $500,000,000,
what year?

The CHAIRMAN. On the passage of the act.
Senator KING. 1918, wasn't it?
The CHAIRuAN. It was either 1918 or 1919. I don't know which.
Senator KING. The net result of that transaction will be that if they

should pay back the $37,000,000 and should pay back $50,000,000
paper credits, the Government would still be outT

Mr. WINSTON. Well, that would require a little calculation.
Senator KING. Because the Government has had to pay practically

$20,000,000 a year for four years, interest upon those bonds, so there
is from $60,000,000 to $80,000,000 the Government has paid out on
the interest charge.

Mr. WINSTON. But we have had the use of a good part of that
money for some time. We would have to analyze now much money
had been paid in, and would have to analyze what the expenditures
of the War Finance Corporation were.

The CHAIRMAN. As we pay all the expenses of the War Finance
Corporation and they do the collecting of the interest, we ought to
have the surplus of whatever the interest might be and that surplus
ought to be the same as the interest, providing there are no losses
and the interest is paid.

Mr. WINSTON. Of course, the interest on their loans is higher than
the interest we pay.

Senator WATSON. Those were Victories at 41 per cent. At what
rate did they lend this* money I

Mr. WINSTON. That varied, because they have been in so many
different projects.

Senator WATSON. Did they get as high as 0 per cent at once?
The CHAIRMAN. I think that they Tad some street railroads or

interurban railroads where the rate was as high as 7 per cent.
Senator WATSON. It looks to me as though they ought to have

made a clear profit.
Senator KING. On one road they lost $14,000,000.
Mr. WINSTON. They were not organized as a profit-making corpo-

ration. They were organized to help out in various emergencies,
which I think they have done very effectively.

Senator WATSON. They loaned all of it, however, at a higher rate
than they paid?
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Senator KnGr. My prediction is that when the final settlement is
made the Government will be out several million dollars. .

Mr. WINSTON. It is the same situation as with the Grain Corpo-
ration., They claimed there was a profit in that. Then, what paper
profit there was, they gave to Russia and other countries of Europe
under authorizations of law, receiving foreign obligations for the
greater part.

Senator KING. So that when they talk about $50,000,000 of the
Grain Corporation, that is all fiction.

Mr. WINSTON. It is, unless you think they can realize on some of
these obligations which were turned over in return for the
$50,000,000.

Senator WATSON. That is the first time I ever heard that. I
thought that was a real surplus.

The CHAIRMAN. They were not charged a cent of money. The
Government furnished the money and has paid the interest.

Senator ERNST. I would like to be president of a corporation that
received its assets in that manner.

Mr. WINSTON. We have other assets-4,000,000 from Ruinania,
$24,000 000 from Austria-and the payment of that has been post-
poned, hasn't it?

The CHAIRMAN. Yes.
Mr. WINSTON. About $3,000,000 from Czechoslovakia; $1,500,000

from Hungary, and $24,000,000 from Poland.
Senator JONES of New Mexico. Well, now, when was it that they

began to turn back this money?
Mr. WINSTON. If you will turn over to page 510 you will find a

report running from 1917 on, showing "War Finance Corporation
under subheading of operations in special accounts." They drew
about $50,000,000 in 1918 on their stock, $300,000,000 in 1919, and
$150,000,000 in 1920. Now, you can see the expenditures.

Senator JONES of New Mexico. That is when they got the money?
The CHAIRMAN. It Was in 1917 it was passed, instead of 1918.
Mr. WINSTON. That is when they got ihe money, but when you

get to 1920 you see here it is beginning to be paid back. That item
12 is excess of credits. In other words, they paid back into the
Treasury in 1920 over $200,000,000 more than they took out. In
1921 it was $22,000,000.

In 1922 it was the other way around. In 1922 the corporation was
revived, and they spent in excess of what they turned back, $94,000,-
000, and in 1923 they were again contracting and turned into the
Treasury in excess of $109,000 000 over what they spent.

Senator KING. You don't show in the 1917 column any money
that they obtained.

Mr. WINSTON. They were not in existence in 1917.
Senator KING. Have you anything-in the Treasury showing that

the Alien Property Custodian has now something like $1,000,000 as
a floating fund?

Mr. WINSTON. Well, the Alien Property Custodian cash funds are
invested by the Treasury-about $170,000,000-invested by the
Treasury except the amount he needs for his working capital in mak-
ing the repayments back on these $10,000 trusts. It runs now about
$2,000,000 in cash and $171,000,000 is 4ow invested in Government
securities and bonds. r
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Senator KING. Doesn't he carry a floating account in his own
name which he checks on?

Mr., WINSTON. I don't know of anything of that kind.
Senator Kwo. I wish you wouid look into that-a fund which up

until the new administration was carried in a different column or
under a different name, a trustee. fund, and which was ordered by
President Harding transferred to the Alien Property Custodian and
is carried now in'*his personal name.

Mr. WINSTON. You see, the Alien Property Custodian. is* one of
those independent agencies which it is very difficult for the Treasury
to toll what is going on in. We don't know of any such fund, Mr.
Hand, who has charge of that, tells me. We have a fund of about
$2,000,000 in the Treasury, which is a special deposit account and
used to check against to pay these $10,000 items or to pay certain
trust expenses ;7 the Alien Property Custodian.

Senator JONES of New Mexico. I see here that the net earnings of
the corporation are over $60,000,000 instead of $50,000,000.

Mr. WINSTON. Well, I was not entirely clear there. As I say, I
don't know to what extent they have written off the losses.

Senator JONES of New Mexico. I referred to this statement.
Mr. WINSTON. Yes; that is the balance sheet.
Senator KING. The same account shows, doesn't it, that they did

not pay interest to the Government on the $500,000,000 that they
obtained, nor do they pay the expenses which they have incurredI

Mr. WINSTON. This is a balance sheet, not a profit and loss account.
Senator KING. Have you any reason to believe, from investiga-

tions which any of the officials in the Treasury Department have
made since the publication of this report, that the estimate of over
$2,000,000,000, which appears here, is too little or too much?

Mr. WINSTON. For 1925?
Senator KING. Yes.
Mr. WINSTON. No; we have nothing new on that.
Senator KING. There is nothing to change your opinion.
Mr. WINSTON. No.
Senator KING. No information has come to the officials of the

department which would cause them to modify the statement which
they have submitted for 1925 as to the receipts for that year?

Mr. WINSTON. Nothing that I have seen.
Senator KING. And the department comes to us then with the

expression of their opinion that that may be relied upon so far as they
are able to estimate.

Mr. WINSTON. So far as we are able to tell now, yes. Of course,
as to 1924, we keep on getting closer and closer to it each day.

Senator KING. But I repeat, if you will pardon me, nothing up to
this time has led the Secretary of tho Treasury, his confidential
officers, or his experts, to modify the estimate which is found over
on page 107, of $2,727,585,000.

Mr. WINSTON. No; I occasionally have an opinion of my own as
to whether we are going to get the $25,000,000 from the Farm Loan
Board, or things like tiat, but I have no further information than
that. Until we know what our taxes are going to be for 1924, we
can not very well do anything.

Senator KING. Is there apy information in the department with
reference to business activities as they appear now and as they appear
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for the beginning of the next fiscal year showing that the taxes on
the income from profits and so on will be exactly as you have esti-
mated it?

Mr. WINSTON. For 1925?
Senator KING. Yes.
Mr. WINSTON. We have nothing on that. It is too early.
Senator KING. You have simply used the experience of the past

and so on to determine those estimates?
Mr. WINSTON. We have used estimates given us, like Mr. McCoy's

on the customs, and by the Internal Revenue Bureau on the other.
Senator WATSON. Who makes the estimates in the Internal

Revenue Department?
Mr.WINsTON. Well Nash has had charge of them.
Senator JONES of New Mexico. I see you estimate the Federal

reserve bank franchise tax at $6,000,000 for the present and suc-
ceeding years.

Mr.WINTON. Well, it is only three million and something this
year. That estimate was made before the figures were in. They
pay us on December 31.

Senator JoNEs of New Mexico. You got only $3,000,000?
Mr. WINSTON. A little over $3,000,000, about $3,600,000.
Senator JONES of New Mexico. Well that next item, "Profit on

coinage," and "Bullion deposits," and so forth, over $25 000,000
this year, and you estimate it at $11,000,000 next year. What is
the cause of that difference?

Mr. WINSTON. The principal item of that is what is known as
seignorage. In coining these Pitman silver dollars you don't put a
dollar's worth of silver into a silver dollar.

Senator JONES of New Mexico. You simply estimate you will coin
less?

Mr. WINSTON. Yes; because we are getting caught up with our
silver.

The CHAIRMAN. They have purchased now all the silver that was
loaned.

Mr. WINSTON. We have only got 32,000,000 of silver bullion left,
and we sold 200,000,000 ounces which we had to buy back.

The CHAIRMAN. Well, the Government has purchased all that it
was obligated to under the act of Congress.

Mr. WINSTON. Yes; but having less silver to coin, we will have
less receipts from seignorage.

Senator JONES of New Mexico. That next item, "Funds deposited
for construction loans, section 11, merchant marine act, March 19,
1920." You show there $50,0.00,000 received in 1923 and nothing
estimated for the other two years.

Mr. WINSTON. That is accumulated as I understand, from the
operations of the Shipping Board and the sale of ships, and the fund
of $50,000,000 which under the act was set up in the Treasury to
their credit and the cash paid to us. We received the $50,000,000.
It is something that will probably not occur again.

I have to correct that. They were given the right under the act
to set up $25,000,000 a year over a period of five years. :They have
the privilege of setting up $25,000,000 a year. and they set up two
years in 1923. It is not expected that they will set up any in 1924
or 1925.

00261-24- 9
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Senator JONES of New Mexico. This is put down here as a receipt.
Mr. WINSTON. Yes; because when they put the money in the

Treasury it was taken in as a receipt, although it may be to their
credit in the same manner as an appropriation. It is somewhat the
same way as with this War Finance Corporation money.

Senator JoNEs of New Mexico. Is this $50,000,000 to the credit of
that fund?

Mr. WINSTON. Yes; but it is taken in as a receipt.
Senator JONES of New Mexico. Where do you get it?
Mr. WINSTON. The Shipping Board paid itto us;
Senator JONES of New Mexico. You have the obligation of the

Shipping Board?
Mr. WINSTON. No; they paid us the money; actually paid us the

cash.
Senator JONES of New Mexico. Where did they get the money?
Mr. WINSTON. Selling ships and other property,- and the profit

on the operations. I assume that is a paper profit.
The CHAIRMAN. Well, the appropriations were made by Congress

for it.
Mr. WINSTON. Principally, I guess, from the sales of some of their

ships.Senator JONES of New Mexico. You don't expect to get anything

from them this year?,
Mr. WINSTON. Nor next year. There doesn't seem to be much

further sale of ships.
Senator SIMMONS. I saw a statement some time ago that they

were going to sell pretty nearly all their ships.
Mi. WINSTON. I don't think so.
The CHAIRMAN. They are only selling-all they get is what the

scrap iron is worth.
Mr. WINSTON. I don't know about that situation, except we take

their report on what they are likely to turn in. That is where we
got that. Bear in mind, we have gone through most of this year
and they have not turned in anything at all.Senator SIMMONS. But you actually got during 1923 this $50,-
000,000?

Mr. WSTON. Yes; but they tell us that they are not going to
pay us anything in the next two years.

Senator JONES of New Mexico. What do they do with their re-
ceipts?

Mr. WINSTON. I imagine that they do not have any real operating
profit.

The CHAIRMAN. No; it is a loss.
Senator JONES of New Mexico. They use whatever they get in the

sale of ships in operating expenses?
Mr. WINSTON. I am not familiar with their accounts.
The CHAIRMAN. No; that has to go into the Treasury, Senator,

whatever they sell.
Senator SIMMONS. I want to ask Mr. Winston if he can furnish

us with that information. Mr. Winston, there have been various
and sundry estimates emanating from the Treasury Department
with reference to large deficits in the revenue. You will recall when
the President delivered his message to the Congress, in connection
with the bonus bill, that there was a statement that contained an
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estimate of a deficit. You will remember, too, even last year, I
think, there were one or two estimates from the Treasury Depart-
ment published in the press throughout the country estimating that
there would be large deficits. I think the first estimate was about
$800,000,000. Then, I think-but my recollection is vague about
that-that there was a subsequent estimate that it would not be
quite so much, but it still would be a very large deficit. I have no
doubt there are records in the Treasury Department as to those esti-
mates that were made to the press and used by the President in his
message in reference to the bonus, and I would like to have you give
the committee all of those estimates as to deficits that have been
issued by the Treasury Department or given to the press or to the
President or otherwise, or for other purposes made by the Treasury
Department during the last two years or since the present law was
passed.

Mr. WINSTON. The Secretary was asked by the Literary Digest to
answer some statements made by Mr. Quinn, of the American Legion,
and one of the questions was on this subject of surplus.

Senator SIMMONS. I don't want the statement of the Secretary
about it in the form of an argument.

Mr. WINSTON. I am stating facts. Mr. Quinn stated in 1922 the
Treasury estimated the deficit to be $650,000,000 for the fiscal
year ended June 30, 1923, whereas at the end of the fiscal year there
was a surplus of $313 000,000. That was Quinn's statement, that
we estimated that in becember. The President used figures which
showed a possibie deficit of $697,000,000 in a speech delivered in
July, 1922, to the business organization of the Government. That
was his (Budget) speech. This figure was made up from tentative
figures furnished by the Treasury and other departments and es-
tablishments and did not include the estimated expenditure of
$125,000,000 for accrued discount on War Savings certificates. In
other words, the Treasury thought at that time that this $697,000,000
would be more than that by $125,000,000 because this accrued dis-
count should be considered in it. Those figures were for the fiscal
year ended June 30, 1923, and were therefore made a year in ad-
vance of the close of the fiscal year. They were not made in Decem-
ber as it was stated.

Senator SIMMONS. I understand that. You say these figures were
made a ear in advance of the close of the fiscal year?

Mr. WINSTON. Yes, sir.
Senator SIMMONS. Well, are not Mr. McCoy's figures, or the

Treasury's figures, now made a year in advance for 1925?
Mr. WINSTON. Yes; as to 1925, they are more than a year in

advance. They are made in November, 1923, for the fiscal year
ended June 30, 1925.

Senator SIMMONS. Let me ask you about that. Those estimate
that the President incorporated in his message with reference to a
deficit were furnished him by the Treasury Department?

Mr. WINSTON. And other departments of the Government.
Senator SIMMONS. Well, they were furnished by the TreasuryDepatment.fr. WINSTON. No; they were furnished in the first instance to

the President by the Budget. A deficit is the difference between
your expenditures and your receipts.
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Senator SIMMONS. Surely.
Mr. WINsToN. The Treasury Department furnished estimates as

to probable receipts, but did not furnish estimates as to the expendi-
tures. Those were furnished by the Budget. At the time of the
Secretary's annual report in November, 1922 sufficient improvement
had been made in the general business condition of the country to
require a reconsideration of those tentative figures.

Senator SIMONs. When was that?
Mr. WINSTON. In November, 1922. The original one was made

the 1st of July, 1922, and the.estimated deficit for the fiscal year
ending June 30, 1923, was reduced to $273,000,000.

Senator SIMONS. That was the result of the improvement in
business?

Mr. WINSTON. Yes; we could see the imiproyement in business
and the new tariff law coming into effect, which had happened since
July, and a surplus or deficit is the difference between the receipts
and the expenditures of the Government, and is affected by a change
either in the receipts or in the expenditures. The recovery of the
country from the depression of 1921 was much more rapid than had
been anticipated.

Senator SIMMONS. Now, you see in answer to my question for
information you are proceeding to make an argument explaining it

Mr. WINSTON. I am just reading this. It is only one paragraph.

Senator SIMMONS. I know it is only one paragraph. I ask for
information and ket an argument.

Mr. WINSTON. I will skip this and read the next.
On account of these two changes in conditions which brought additional

revenue to the Government, the actual revenues were some $400,000,000 in
excess of the revenues estimated in 1922.

Senator SIMmoNS. Let us see, then. In November, 1923, you
estimated that the deficit would not be as great as you had estimated
in July.

Mr. WINSTON. Yes.
Senator SIMMONS. What was the last date you gave there?
-Mr. WINSTON. It was November, 1922.
Senator SIMMONS. In November, 1922-
Mr. WINSTON (interposing). That the deficit would be $2 i3,000,000.
Senator SIMMONS. Instead of $600,000,000, or about that.
Mr. WINSTON. Yes.
Senator SIMMONS.. Later you discovered that you were still wrong.
Mr. WINSTON. On account of these two changes in conditions,

the actual Xesult at the end of June, 1923, was that there were actual
revenues of some $400,000,000 in excess of the revenue estimated in
November, 1922. A like, but not so marked, change took place in
expenditures. The principal item was the saving of $220,000,000 in
expected expenditures on account of railroads by a reduction in
what was actually spent and a realization on railroad securities owned.

Senator SIMMONS. And all of those things changed it from $600,-
000,000 deficit in July to a surplus of how much?

Mr. WINSTON. About $313,000,000.
Senator SIMMONS. All of those changes were not anticipated at

the time of making the estimate.
Mr. WINSTON. There were two changes. One was the increase.

in your receipts and the other the decrease in your expenditures.
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Senator SImmoNS. Those thigs you did not consider in :your first
estimate, did not anticipate in your first estimate, and the result
was that the difference between your estimate in July and in No-
vember was $700,000,000 and the difference in your estimate and
the actual result shown in July, 1923, changed this $600,000,000 deficit
to a surplus of $313,000,000.

Mr. WINSTON. Yes; you will recall business conditions when these
estimates were first made. We were just getting Out of a slump.

Senator SimmoNs. As a matter of fact, you can not always antici-
pate what business conditions are going to be ?

Mr. WINSTON. Nobody can. Anid you can not anticipate that
the present good conditions will continue.

Senator SMmoNs., And you can not make any definite estimate,
any estimate that you can rely upon, because you are not able to
determine in advance what is going to be the business condition?

Mr. WINSTON. Well, of course, you can not make any accurate
estimate. You cai not make any estimate that is necessarily final.
You can not tell what may happen to the world.

Senator SnMoNs. Can you give any reason why you could make a
more a urate estimate for 1925 in 1924 than you did for 1923 in
1922?

Mr. WINSTON. We were just recovering from a very severe slump
about that period.

Senator SiMMONS. We haven't got quite settled conditions now,
have we?

Mr. WINSTON. No; but we have very good conditions., If they
change, they will probably change not for the better but for the worse.

Senator SMMONS. And the better conditions get the more revenue
you are going to get ?

Mr. WINSTON. But when you are on a high level, as we are now, of
prosperity, the changes are more likely to be down than they are to be
up and if you go down your surplus decreases.

Senator 8rMMONS. W6 are on a pretty good level now, although
the Secretary says that these high rates that are obtaining now on
taxes in the future will drive capital out of business.

Mr. WINSTON. Well, they have done it.
Senator SMMONS. It doesn't seem to have done it this year.
Mr. WINSTON. They have done it. I have seen it in private prac-

tice, certainly.
Senator StMONs. Business, you said, was on a high level.
Mr. WINSTON. It is. General prosperity is on a high level.
Senator SIMmoNs. It got on ahigh level with a 50 per cent maxi-

mum surtax.
Mr. WINSTON. Yes; and the prosperity of this country and the

want of prosperity abroad-how long do you think those unsettled
conditions abroad will reknain?

Senator SIMMONS. All these things, you say, you can not t01l with
absolute certainty in advance.

Mr. WINSTON. Of course not.
Senator SIMMONS. And you say that because you can not tell

these things with absolute certainty in advance that you made this
big mistake in 1923?

Mr. WINSTON. That had to do with the receipts. Now, the
estimates, the expenditures, and the change in the railroad situation
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were not brought about by any change in conditions, but by different
business.

The CHJIRAN. You don't know what Congress will do, either.
Senator SIMoNS. I don't want to get into an argument at this

time about this matter. I have discovered that when you ask the
Treasury Department for information, you are apt to get into an
argument. I want the information.

Mr. WINSTON. We are pleased to give it to you.
Senator SIMMONS. You can file that if you want to, your explana-

tion of it, if you insist on explaining it. This committee is entitled
to facts.

Mr. WINSToN. What facts do you want?
Senator SIMMONS. *The facts I want-are your. statement--I am

perfectly willmig that you file your statement and your argument-
but I want the facts with regard to that estimate.

Mr. WINSTON. I have already got a note to get those.
Senator SIMMONS. That estimate for 1923, all the estimates; the

one made in July, the one made in November, and the final result.
Now, I want to get some additional estimates. My recollection is
that some time last summer the Treasury Department got out some
estimate f an anticipated deficit of $800,000,000.

Mr. WSTON. No, sir last summer?
Senator SIMMONS. I tiink it was last year. I won't say last

summer.
Mr. WINSTON. Oh, no. That is the same one you are talking

about in the summer of 1922. There was no estimate this summer
that I know of.

Senator SIMMONS. Are those the only estimates that you have
iven out to the public, except such as are given to committees of

Congress
_1. WNSTON. The only estimates given are given by the Treasury

and are these estimates in the annual reports.
Senator SIMMONS. These estimates we are talking about now the

one given to the President upon which he based his speech, and the
other given out in November. Those were estimates that came from
the Treasury Departments not at the request of the committee, and
not for the information of the committee, but they were given to the
general public. Now, are they the only estimates that you have
promulgated I

Mr. WINSTON. Yes; they tell me they are. Of course, I wasn't
here at that time and I don't know.

Senator SIMMONS. All of those were 1923.
Mr. WINSTON. 1922, you mean?
Senator SIMMiONS. You promulgated no estimate in 1923?
Mr. WINSTCN. We had in the annual report in November, this

year, $323,000,000 surplus estimated for 1924, and $395,000,000 for
1925-

Senator SIMMONS. That was surplus ?
Mr. WINSTON. Surplus. That is the difference between the

estimated receipts and expenditures.
Senator SIMMONS. You have promulgated no other estimates as to

deficits except the ones that you referred to a little while ago, the one
in July and the one in November?

Mr. WINSTON. Not that I know of.
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Senator SIMMONS. I would like to have you inquire whether you
haven't. I have a vague recollection that some other estimate was
given out by the Treasury Department.

Mr. WINSTON. You must remember, Senator, that originally the
Secretary estimated the receipts and expenditures. Then the Budget
was created and the Budget gets up the estimates of the receipts and
the expenses from the different departments and establishments.
The Budget works -out its own figures on expenditures. They call
on the Treasury for estimates of receipts, which are peculiarly within
the Treasury's knowledge.

Senator SImMONS. Now, if the Budget gave out any estimate, then
you did furnish the Budget with an estimate of receipts?

Mr. WINSTON. Yes; we did.
Senator SIMMONS. Well, now, I would like to add if any estimate

was promulgated by the Budget, I would like to have that added to
what I have requested.

The CHAIRMAN. The Budget gives one out once a year.
Mr. WINSTON. Of course, the Budget's estimate and the Treasury's

estimate in November were the same.
Senator SIMMONS. Don't the Budget give out an estimate of a

deficit?
Mr. WINSTON. In what period?
Senator SIMMONS. In 1923.
Mr. WINSTON. Do you mean the fiscal year 1923 or the calendar

year 1923?
Senator SIMMONS. I mean during the calendar year 1923.
Mr. WINSTON. I don't think so.
Senator SIMMONS. I think the Budget or the Treasury did, and I

would like you to ivestigate that. I may be mistaken about that
but I think either one or the other got out an estimate that indicated
a much larger deficit than had been spoken of before. Just investi-
gate that and see what the facts are.

The CHAIRMAN. Mr. McCoy calls attention to the fact that in
the last speech delivered by President Harding before he went on
his trip, lie had called the departments together, and as the esti-
mates by the departments were made there was a deficit. That is
why he made the statement that the departments had to cut to the
bone, and the Budget went to work and all these estimates were cut.

Mr. McCoy. That was within two weeks of his going on his trip
to Alaska. It was addressed to the business organizations of the
Government. I happened to hear it. He said that there still
existed a deficit but that they were in hopes of overcoming that
and turning out a surplus.

Senator SuMoONS. Get me the statement that was furnished him.
suppose he gave the public the same estimate that was furnished

him by the department. I want to get that estimate,
Mr. McCoy. If you just accumulate what the departments say

they want as appropriations each year and use that as your basis
of expenditures, you will always show a deficit. It is the duty of
the Budget to cut that down.

The CHAImAN. This was an address that the President gave
before the department heads in which he requested and demanded
that the expenses of the Government be cut to the bone.
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Mr. WINSTON. And they have been cut.
The C iwAx. They have.
Mr. WiNSTON. And that is the reason why we have a surplus.
Senator SnhMoNs. Let mue have the estimates and then we can

argue about it.
e CHanmAN. The committee will stand adjourned until Mon-

day morning at 10 o'clock.
(Whereupon at 12.05 o'clock p. m., the committee adjourned until

10 o'clock a. m., Monday, March 17, 1924.)



MONDAY, MARCH 17, 1924

UNnTD STATES SENATE,
COMMITTEE ON FINANCE

Wo~hington, ko. .
The committee met, pursuant to adjournment on Saturday, at

10.30 o'clock a. m., in the Finance Committee room, Senator Reed
Smoot presiding.

Present: Senators Smoot (chairman), McLean, Curtis, Reed of
Pennsylvania, Elkins, Watson Ernst, Simmons, Jones of New
Mexico, Gerry, Harrison, and king.

The CHAIRMAN. If the committee will come to order, we will
proceed. Mr. Gregg, you have a statement that you want to put
into the record?

STATEMENT BY A. W. GREGG, SPECIAL ASSISTANT TO THE
SECRETARY OF THE TREASURY.

Mr. GREGG. Last week Senator Simmons asked me the number
of cases in the Income Tax Unit not yet closed. I gave you a state-
ment based on the latest figures I had, prepared about the 1st of
December. I have since then had this statement prepared as of
March 10, showing that for 1917 there are 9,000 cases unclosed.
Expressed in percentage, there are 99.7 per cent of the cases for 1917
which are closed, and then the figures are here going on through for
1917.

The CkIRMAN. Ninety-nine and seven-tenths per cent closedI
Mr. GREGG. Yes.
Senator SiMMoNs. That means 9,000 unclosed?
Mr. GREGG. I should like to put that in the record. It is a com-

plete statement.
Senator JONES of New Mexico. Let us see if that can be true.

Commissioner Blair gave these same figures to the other committee
that I am on. Afterwards I got thinking about it. There are
9,000 cases, but they are 99.7 per cent closed.Do you mean to say
that 9,000 cases constitute only 0.3 of 1 per cent of all of them?

Mr. GREGG. There were about 5,000,000 returns, you see.
Senator JONES of New Mexico. i guess that is right.
Senator KING. Mr. Blair testified there were 500 cases unaudited

and 9,000 appeals which were unsettled. All that data we will
have in our hearings and a great deal more. We ought to be careful,
if we print, not to duplicate.

Mr. GREGG. Inasmuch as I was asked the question the other day,
I wanted to get the accurate figures.
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(The statement referred to above is as follows:)
TREASURY DEPARTMENT,

OFFICE OF COMMICSIONER OF INTERNAL REVENU-9,
Washington, March 10, 19'4.

Exhibits A and B show the status of the work in the Income Tax Unit in Wash-
Ington alone. A large number of returns of net Incomes of $5,000 or less are
audited and closed in the collectors' offices.

The status of the work in the entire bureau, including the Income Tax Unit
In Washington and the collectors' offices, from the years 1917 to 1922, inclusive,
is shown by the following table:

Returns Audited In Percentage

YOUrn Ad process audited
filed and closed ofsit and closed

Per cent
1917 .................................................... 3,824,316 3.915,18 9,135 99.7
1918 .................................................... 4,742693 4,723,626 19,067 99.5
1919 .................................................... 5,652,958 5, 58 861 63,097 9&8
1920 .................................................... 7.,60 539 7,438,294 167,245 97.8
1921 ......................................... 8,716072 8407.418 .08,654 9&.5
1922 .......................................... 7,575,927 6,637,170 1,038,757 80.8

EXHIBIT A

Status of audit Income Taz Unit March 1. 1904

1917 RETURNS

Audited In process

Division of Unit On and Reopened Un-
In 250 (d) Profit by c]Im waivers protected

Personal audit ............................ 8,227 854 2,173 2 158 40
Corporstion audit ......................... 1,984 496 1,478 3 9 ..........
Consolidated returns ...................... 612 31 293 272 14 2
Special asaesm nt ........................ 1,374 745 86 200 89 6
Special adjustment ........................ 264 71 86 45 56 8
National resources audit .................. 1,368 474 60 195 71 22
Valuations ................................ 231........... 106 61 60 4

Total................ ........... 9,060 %71 104 78 427 8o
Total field ............................ 75 .......... .......... .......... 75.

,Total Income Tax Unit............. 9,135 2,6711 5,104 778 502 80

1918 RETURNS

Personal audit .................. ......... 4,780 1,508 2,742 1 292 133
Corporation audit .................... 5,139 1,535 3,652 4 39 9
Consolidated returns ......... 1,911 668 949 207 19 8
Special assessment ........... 2,991 355 370 1, 5W6 0 150
Social adJuatment., ...................... 483 131 116 70 145 21
National resources audit .................. 2,72 1,131 699 496 307 94
Valuations ................................ 525...........247 54 224 ..........

Total ............................... 18,542 5,418 8,675 2,458 1,578 415

Total field ................................ 525 ............................. 5..........

Total Income Tax Unit ............. 19,067 5,418 8,675 2, 458 2,101 415

Total 1917 and 1918 cases outatand.
Ing ............................... 28,202 8,089 13,779 3,236 2,603 495

.. ... ...
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EXHIBIT B

Statue of work-March 1, 19,U

Divisions

Personal audit:
1917 ...... .
1918 .............. .
1919 ...................
19 ...
1921...
192 ........ .

Total ..............

Corporation audit:
1917.1918....... ..
1919 ................
1920 ................
1921 ................
192 ..... .........

Total .................

National resources audit:
1917 ................
1918 ..... ...........
1919 ........................

1921.. ...........
1922 ................

Total ....................

Coesolidated returns and spe-
cial sections:

1917. ................
1918 .... ..........
1919 ................
1 .................
1921 ........................
19..................

Total ..............

All divisions:
1917 ................
1918 ................
1919 ................
1920 ................
1921..........
1922 ..........

5,5 10
11,398
5, 532

854
'2,090
3,047

,438

173
742

2,632

788

3,227
4,788

10,132
17,044
8,725

...... ....

671,767

40
275

4,60m
40,045
2,068

8,207
6,041

14,788
57,069
80,688671,757

887,382
815,119
971,418
900,34
704,402
128,243

23,060 10,0271 10,802 43,895 741,483 47,052 832,430 4,408,944

12 496 1,476 1,984...........30 2,014 289,179
52 1,835 3,552 5,139.......... .205 5844 308,424

13,218 2,616 3,478 19, 812 ......... 3,890 .22,702 263,88
80,802 3,395 3,643 37,840 ......... 3,600 73,440 307,611
9,128 679 431 10,138 169,768 1,807 181,418 8448

........... ........... ............... 30,000. 82,000 ..........

83,212 8,621 1,580 74,418 89768 4782 004,91s 1,28,2

288 474 88 1,388 231 ......... 1,599 1,887
897 1,131 99 2,727 525 ........ 3,252 40

11,300 9 172 11,031 ,9 ........ 15,870 2525
12,284 269 95 12,648 11,83 ......... 24,291 10,709
1,216 62 181,294 83,802.........34,89 1011

........ ...................... .. 3,000 ........ ,000 ..........

2,9M %W9 1,M 29,968 ,9401. ...... 114,908 128,0

660 847 743 2,250. 5 255 44,488
2,798 1,154 1,485 5,385 .... 45 5480 84,37
7,428 890 769 9,07 ........... 700 9,787 24,492

11,203 410 382 11,976 ........... 480 12,425 11,888
3,488 13 go 3,088 8o1191 ..: 11,8 19

........ l........ . %000 . . ,000 ........

20 84 ,3 3,408 32,385 .2D,119 11,200 83704 115443

1,160 %671 4.99 8,829 2311 75 9,185 1, 272,598
4,171 5,418 8,428 18,017 525 19,087 It,198,817

37,450 6,055 6,9591 8698 63,097 1,285,294
85,687 7,121 8,9 79,8 11,643 75,095 167,245 1, 230,302
19,332 3,212 1,o02 2, 81 281,215 3,593 08,654 78, 208

... 1038,757 1 .... ,08,767 128,243

Grand total .............. 127,805 24,477 1 28,378 jISO,661 1, 340310 88,984 1,605,955
5,902,957

STATEMENT OF HON. GARRARD B. WINSTON, UNDERSECRE-
TARY OF THE TREASURY

Senator JONES of New Mexico. Mr. Winston, who is it in your
office that compiles data as the basis for the estimates?

Mr. WINSTON. As to what particular feature of it?
Senator JONES of New Mexico. The whole.
Mr. WINSTON. The expenditures we get from the Budget.
Senator JONES of New Mexico. But somebody takes the expendi-

tures from the Budget and the receipts from your department and
puts them together.

Mr. WINSTON. Mr. Hand, who is with me, has been preparing
those figures.
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Senator JONES of New Mexico. Then, let us examine Mr. Hand.
Mr. WINSTON. I would like to explain these exhibits we are pre-

senting to-day.
This first large sheet, "Estimates of receipts and expenditures and

actual receipts and expenditures for the fiscal years 1921 to 1923,
inclusive," I will explain. Under the law the Secretary, and, since
then, the Budget has been required in their annual report which is
presented to Congress when it meets in December, to present a state-
ment of the estimated receipts and expenditures for the current year;
that is, for the year ending June 30 subsequent to the report and for
the subsequent year-the fiscal year ending June 30, a year and a
half from the time of the report. In other words, in 1921 they
submit a report which contains estimated receipts and expenditures
for the fiscal year ending June 30, 1922, and in addition for the fiscal
year ending June 30, 1923.

Now, this first sheet shows those estimates as made in the report.
The estimate for the fiscal year 1921 was made in the report sub-
mitted in December, 1919; then the same estimates in the report
submitted in December, 1920, and then the actual results of 1921, and
for the three fiscal years 1921, 1922, and 1923.

I just want to call your attention to the fact that so far as the
Treasury is concerned the Treasury has control of the estimates
only to the extent of the receipts. The estimates as to the expendi-
tures are either presented by the departments to the Treasury or
presented by the departments to the Budget and by the Budget
collated and adjusted and then submitted to the Treasury, so that
the Treasury itself handles only the more important items of receipts
and not the expenditures.

In connection with the way these receipts and expenditures work
out, there are one or two other points. So far as the receipts go for
the subsequent year-that is, when you make a report in 1919 for
the year ending June 30, 1921, that is a year and a half away. Those
receipts are liable to change because of a change in the tax law in the
meantime. And, of course, as to the expenditures, the expenditures
are liable to change as to the year in which you make your report as
well as the subsequent year, because in the current year there arestill.six months for legislation, and in the subsequent year the whole
year for legislation which may change the receipts.

It also should be borne in mind, in considering how close these
estimates are, that there are two things that affect your surplus. One
of them is whether your receipts go up or down; the other is whether
your expenditures go up or down. If ycur receipts go up and your
expenditures go down, you have a wider divergence as to your original
estimate as to what the result will be. If those two elements balance
each other, you will come out right, although you may have estimated
wrong on the particular features.

Now, on these estimates of receipts for the current fiscal year of
1921, the estimate was within 2 per cent of the actual result. In 1922
they were within 3.5 per cent of the actual, and in 1923 about 11 per
cent of the actual. It was easy, of course, to show less divergence
when our revenue was considerably less, because 10 per cent of
$1,000,000,000 is only $100,000,000, but 10 per cent of $5,000,000,000
is $500,000,000.
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That is the first sheet and the iter. are divided just as they are
in the Secretary's annual report. - •

I think Senator Simmons asked me about the various estimates
for the fiscal year 1923j This sheet which is headed, "Estimates of
receipts and expenditures for the fiscal year 1923," gives "the esti-
mates made on the dates shown compared with actual results.
Those are in millions.

Now, the Budget report and the Secretary's annual report sub-
mitted November 28, 1921, give an estimate of the receipifs f6the
fiscal year 1922 and also for the subsequent fiscal year. That-is a
year and a half ahead. That estimate appears in the Budget m~m.age
of'December 5, 1921, pnd in the Secretary's annual report of NXoem-
ber 28, 1921, as the estimate of receipts and expenditures for the
year ending June 30, 1923. All those estimates are for the year
ending June 30, 1923.

The second, the July II estimate, was presented in the speech made
by the President on that date.'The third one is in the annual Budget report and in the Secre-
tary's annual report of December, 1922, showing receipts and ex-
penditures for that current year. That is the year ending June 30
subsequent to that date.

On January 29, 1923, the President made another speech to the
business organization of the Government in which the f6urth column
of estimates was used.

On April 1, 1923, GenerAl Lord made a speech in which the esti-
mates were those appearing in the fifth column, and on May 1, 1923,
General Lord made another Speech in which the sixth column esti-
mates were used. I understand that no detailed figures as to these
two estimates were made public.

On May 7, 1923, in connection with the sale of some securities,
the Treasury made an estimate which is the seventh column.

On June 18, 1923, the President made another speech to the
business organization of the Government, in which the eighth
column was used, and the ninth column shows the actual results for
that period.

Senator SimMONS. So that there was during that year all these
variations in the estimates?

Mr. WINSTON. Yes, sir.
Senator Smmoms. And that is likely to take place in any year

with the two essential factors you mentioned a little while ago varying;
that is, the receipts varying or the expenditures varying.

Mr. WINSTON. Yes.
Senator SiMoNs. As a result of additional legislation on the one

hand, or as a result of increased expenditures on the other hand, or
economies.

Mr. WINSTON. Well, as a result of either economies or new legisla-
tion that affects the expenditures, or as affecting the receipts, such
as a change in the business conditions, which would affect the receipts,
or a change in legislation.

Senator SIMMONS. This first estimate was made after the act of
1921 was passed?

Mr. WINSTON. That is in December, 1921. When was that act
passed?

Senator SIMMONS. What was the date of the passage of that act?
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The CHAIRMAN. Which oneI
Senator SIMMoNs. The 1921 revenue act.
The CMIRMAN. In November sometime.
Senator REED of Pennsylvania. November 23, 1921.
Mr. WINSTON. It should be borne in mind that was an estimate not

for the current year, but the subsequent year.
Senator SIMMONS. I am speaking about legislation. There was no

change in the legislation after the estimate of December 5.
Mr. WINSTON. No; that does not affect these estimates.
Senator SIMMONS. The great change you rely upon is the expendi-

turesI
Mr. WINSTON. And the change in business conditions in 1921,

1922, and 1923.
Senator SIMMONS. I did not understand you referred so much to

business conditions before. You said a change by virtue of legisla-
tion changing rates, or changing conditions.

d r. WINSTON. It appears more in the three-year estimate than it
does in this estimate.

Senator SImMONS. Of course, we all understand that changes in
business conditions may affect an estimate.

Mr. WINSTON. Oh, yes.
Senator SIMMONS. But you spoke a while ago with reference to

the two fundamental things that might bring about a change in
actual result.

Mr. WINSTON. Yes.
Senator SIMMONS. There is legislation, affecting the amount of

revenue, and you said the other was expenditures affecting the
amount of money we might have under or above the amount esti-
mated.

Mr. WINsTON. Yes, sir.
The CaHAmAN. But I think the change in business conditions

had something more to do with it than legislation or expenditures.
Senator SIMMONS. Well, I was simply referring to the factors he

mentioned.
Senator JONES of New Mexico. That first column is the Budget

estimate of 1923?
Mr. WINSTON. All of these estimates are for the fiscal year 1923.
Senator JONES of New Mexico. I see you have this fir-st column

headed, "The Budget, 1923." Do you mean that the Budget esti-
mated the receiptsV

Mr. WINSTON. The Budget estimates aiid the Treasury estimates
are printed at the same time and agree. The Budget collects the
receipts from the Treasury, so the Treasury is really responsible for
the major part of the estimate of receipts. There are some minor
items from other departments.

Senator JONES of New Mexico. Your first column was the ordinary
annual estimate?

Mr. WINSTON. Yes, sir; you will find the annual estimate given in
the third column in the subsequent year.

Senator JONES of New Mexico. Well, that second column-you
said that that was a special estimate made up for the PresidentV

Mr. WINSTON. That was made up for the President, and that was
made up in June for that July speech and covered the period of a
year in advance.

140



REVENUE ACT OF 1924.

Senator JONES of New Mexico.- And the third column is the annual
estimate?

Mr. WINSTON. Again for the same year.
Senator JONES of New Mexico. That which you have here as made

up by the Budget is the same as the Treasury?
Mr, WINSTON. The same as the Treasury.
Senator JONES of New Mexico. Now, take the fourth column,

January, 1923.
Mr. WINSTON. That was the speech by the President to the busi-

ness organization of the Government.
Senator JONES of New Mexico. That was the date of the speech?
Mr. WINSTON. That was the date of the speech.
Senator JONES of New Mexico. When was that made up?
Mr. WINSTON. That was made up shortly prior to that time.
Senator JONES of New Mexico. And the fifth column, April 1, 1923,

what was the occasion of that estimate?
Mr. WINSTON. That was a speech made by General Lord, the

Budget officer.
Senator JONES of New Mexico. And May 1, 1923?
Mr. WINSTON. That was a speech by General Lord also.
Senator JONES of New Mexico. Then you have the Treasury esti-

mate of May, 1923? &
Mr. WINSTON. That was an estimate for use by. the Treasury in

connection with the sale of certain Treasury securities, in a state-
ment that was gotten up by the Treasury.

Senator JONES of New Mexico. That was a statement by Mr.
Mellon?

Mr. WINSTON. Yes, sir-by Mr. Mellon.
Senator JONES of New Mexico. And then this June 18, 1923, what

was the occasion for that?
Mr. WINSTON. That was another speech by the President.
Senator SitMoNS. You said a Treasury estimate?
Senator JONES of New Mexico. Secretary Mellon got out a state-

ment and that was made up for his use.
Senator HARRISON. As to all the statements issued by the Treas-

ury Department, you have copies that are issued to the press?
Mr. WINSTON. Yes.
Senator HARRISON. I wonder if we could get copies of all estimates

issued by the Treasury touching surpluses or deficitsI
Mr. WINSTON. We can certainly get those.
Senator HARRISON. I know you have these, but what I mean are

certain statements given to the press, through your publicity depart-
ment, I imagine?

Mr. WINSTON. I don't know of any others except in the annual
reports. We have made no estimates of surplus since I have been
there in July of this year; and this includes all the estimates up
until July.

Senator HARRISON. I have read in the papers from time to time
that the Treasury had a surplus of so much; at other times the papers
would say they had a deficit. Those things are issued by the pub-
licity department, I imagine.

Mr. WINSTON. They come through my office.
Senator HARRISON. I was wondering if you did not have copies of

everything given to the press.
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Mr. WN-ToN. As I say, these are the only estimates that have
been given to the press from any governmental source on 1923
surplus, or receipts and expenditures. Since I have been there in
July no estimates have gone out as to receipts and expenditures for
the fiscal year 1924 or 1925, except those that appear in the Secretary's
annual report.

Senator CuRTrs. Have you a publicity department?
Mr. WINSTON. No, sir.
Senator CuRTis. And isn't it likely the newspapers get their state-

ments from the circulars sent out every day or every month, at least?
Wr. WzNsToN. You are right. They take the daily statements and

work out their own figures without any reference to the Treasury
at all.

Senator HAiRmsoN. Here is something-no, I see that is the Finance
Committee. I thought you issued statements like that occasionally
from the Treasury.

Mr. WINSTON. We do. We issue statements from time to time
but as I say, there have been no statements issued on receipts and
expenditures except those statements referred to here and the annual
report of the Secretary and the annual Budget message.

Senator HARRISON. Can we get those statements that were issued?
I know they are issued in that form, but the statements you issued
and which 1 have in mind were somewhat in this form here, were
they not?

Mr. WINSTON. Yes; but the only statement issued here by the
Treasury that was not a part of the annual report of the Treasury is
this statement of May 7. Now, we can get a copy of General Lord's
speech, I assume, and a copy of the President's speech of these dates,
or of the other public announcements.

Senator SIMMONS. Isn't it quite unusual to issue during the same
fiscal year as many different statements of estimates as this ?

Mr. WINSTON. Well, I don't know what was usual, but it has not
been done this year so far as I have seen.

Senator SIMMONS. You mean that for the present year you have
not issued so many. How many have you issued?

Mr. WINSTON. The only estimate I know of is the estimate in
the President's speech of June 18, 1923. I think he covered it then.

Senator SIMMONS. So that in comparing these estimates you would
have to make a comparison with the estimate of December 5 or of
July 11, or December 4, or of January 29? You haven't any fixed
estimate that year; you made so many.

Mr. WINSTON. Of course, these estimates are made from time to
time as conditions change. As I say, this was a period in which
there was a very sharp recovery of business and the new tariff act.

Senator SIMMONS. Suppose we wanted to compare your estimate
for 1924 or you wanted to compare the estimate made by Secretary
Mellon in support of his plan with the estimate made in 1922, you
wouldn't know what estiniate you were comparing with. You made
so many you wouldn't know what estimate to compare it with. You
would have to compare it with an estimate made at one time and
then compare it with an estimate made at a different time.

Mr. WINsTON. The estimates %ad these figures taken from the
annual report are comparable, because they are made at the same
time each year. They are made at the end of October or early in
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,Noveniber and published- inDeo mber, and; they give -ths estihiate
for tilie current year in Which the estimates are lmade,v five mouths of
which have rnwhen the estimate is made, and they give it for the
:subsequent year, the Closeof which is a year and seven -months past
'the date of the estimate. Those are comparable,- and those are on
that one big eheet;

Senate: JoNEs of New Mexico. This next to the last column here,
Budget estimate, June 18, 1923, what was the occasion for that
estimate?"

Mr. WINSTON. That was a speech made by. the President.
The CHAIRMAN. That was the speech delivered in Salt Lake City,

I think. . I
Mr. WINSTON. That was a speech delivered to the business orga-

nization just before he left.
The CHAIRMAN. I know; and he repeated the speech in Salt Lake

Ciernator SmMONS. In 1922 there seem to be six estimates; are
there not?

Mr. WINSTON. Yes, sir; and if you will look at this, the first one
was made a year and seven months before the end of the year, the
next was made about a year the next seven months, the next five
months, the next was made three months, the next two months, and
the last was June 18-practically the end of the year.

The CHAIRMAN. Every estimate, outside of the regular estimates,
was made at the request of the President?

Mr. WINSTON. Yes; except the one statement that the Treasury
made in 1923 in connection with the sale of some securities and the
two used in speeches of General Lord on April 1 and May 1, 1923,
respectively.

Senator S]nmoNs. In comparing the estimates made with reference
to the Mellon plan you would compare that with the estimate made
in January, 1923, wouldn't you?

Mr. WINSTON. No, Senator; you would compare that with the fig-
ures in the annual report for 1923.

Senator SIMMONS. I was speaking about these estimates. Which
one of the estimates would you compare it with?

Mr. WINSTON. With what is called the Budget estimate, Decem-
ber 4, 1922, if you are comparing 1924 receipts and expenditures. If
you are.comparing 1925 receipts and expenditures, then it is the first
estimate, because it is made a year and a half in advance.

Senator SIMMONS. That is December, 1922?
Mr. WINSTON. December 5, 1921. '
Senator HARRISON. They fall off worse on the July 11, 1922, esti-

mates, do they not?
Mr. WINSTON. They did. They fell off both in receipts and ex-

penditures and their effect was cumulative.
The CHAIiMAN. What time was it that the President vetoed the

bonus bill?
Mr. McCoy. Early in September, 1922.
The CHAIRMAN. That brought about a revival of business as much

as anything else, and that shows in this statement.
Senator iARRISON. What was that, Senator?
The CHAIRMAbr. The veto of the bonus bill.

90261-24----10
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Mr. WissoN. There is a big item in expenditures. Look at the
railroad amount. That is something that the Budget could not
control. There were $284,000,000 estimated expenditures. The
actual net expenditures were $15,000,000. The other big item, of
course, is the $350,000,000 customs receipts which ran up to
$562,000,000, and the income and profits tax which was $1,300,000,000
and ran up to $1,679,000,000.

Senator JONES of New Mexico. It is rather a strange situation
there that the estimate made December 5, 1921, was more nearly
correct than any of those other estimates except the one made on
June 18, 1923.

Mr. WINSTON. The reason for that is, as I say, they estimated
wrong on their receipts in that year. They estimated $1,715,000,000
from income and profits taxes and they only got $1,679,000,000.

Senator JoN~s of New Mexico. That is only a difference of about
$35,000,000.

Mr. WINSTON. And then they estimated miscellaneous receipts-
Senator JONES of New Mexico (interposing). July 11, 1922, that

income and profits tax Was reduced to $1,300,000,000. They cut off
$415,000,000.

Mr. WINSTON. In the six months. If you will recall, at that time
business was pretty bad and it was just beginning to get on its feet
again.

Senator JONES of New Mexico. Business was bad during 1921?
Mr. WINSTON. And in June, 1922.
The C m.RMAN. Oh, my, yes; until the fall of 1922.
Senator JONES of New fexico. But the income and profits tax-
Mr. WINSTON (interposing). Third, illustrates very well what hap-

pened. in the Budget estimate for 1923, made December 5, 1921,
it estimated total receipts of $3,338,000,000. We got $3,842,000,000.

Senator JoNEs of New Mexico. That was largely due to the change
in the law. We put. the emergency tariff law into effect.

Mr. WINSTON. Yes; but there was $500,000.000 difference in that.
When you come down on the expenditure side, the ordinary expendi-
tures which are controllable, run about as estimated. The railroad
account--that was a new law and that ;s where that $284,000,000.
came in.
. Senator HARRiSON. You carried the Emergency Fleet Corporation

in July 11, 1922, estimate at $137,000,000 and it only cost $57,000,000,
I believe, actual expenditures. Was that due to the defeat of theship subsidy ?"sr. WINSTON. I don't recall, Senator, because I was not here.

Senator REED of Pennsylvania. Mr. Winston, business was very
bad in 1921, wasn't it?

Mr. WINSTON. Yes sir.
Senator REED of iennsylvania. And that was reflected in the

reduced income-tax receipts throughout the calendar year 1922; that
is riNt ON.

WhqbTON. Yes, sir.
Senator REED of Pennsylvania. And th6 business being better in

1922 the income-tax receipts in the last half of this fiscal year were
much bigger than they were during the first halfI

Mr. WfINSTON. Do you mean the last half of 1923?
Senator REED of Pennsylvania. The fiscal year 1923.
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Mr. WINSTON. Yes; that is right.
Senator REED of Pennsylvania. Much more income tax was

received than during the first half?
Mr. WINSTON. Yes.
Senator REED of Pennsylvania. When President Harding spoke

on July 11 he could not have had any knowledge of that increase in
the income tax that was to be received during the first six months of
the calendar year 19231
. Mr. WINSTON. He could not have had that knowledge until after

the payments were made in March, 1923, which would show what the
income was for 1923.

Senator REED of Pennsylvania. In that connection, are you able
to give us any accurate information as to how our income-tax receipts
are going to run during the present calendar year?

Mr. WxNSTON. The difficulty with that this year is that ordinarily
we receive about 75 per cent in number of personal returns paid in
full on the first installment. We get normally on personal income
tax about 60 per cent of the personal income tax, in amount, on the
first two installments, March and June, which go into the fiscal year
then closing. The corporations are pretty well spread out thr6irh
this period and they come in about 50 per cent in the" first six months
and about 50 per cent in the last six months of the calendar year.
The total result is that about 55 per cent of the receipts normaly of
the calendar year come in the first six months of the calendaryear.
This year there are confusing elements. People who ordinarily
would pay their income taxes in full on the first installment have
held off because they thought they were going to get a 25 per cent
reduction. On the other hand, it is reported to me that a large
number of people are paying 75 per cent on the first installment.
Now, whether those will wash themselves, and we will get just about
as much in these two payments, March and June, as we did last year,
I don't know.

Senator REED of Pennsylvania. I am not so much interested at
the moment in knowing how the income tax will be divided through
the four periods as in knowing how much the total income and profits
taxes during this calendar year will be, and how they will compare
with those of the last calendar year. Have you been able to make
any comparisons?

Mr. WINSTON. We can not yet, Senator Reed becausd they are
just coming in. We do not get until the last of this week the major
part of the March 15 payments, and with those confusing elements
we are not as sure this year as we would be in other years as to how
much we are going to have.

Senator REED of Pennsylvania. When will you be able to make
an estimate of that?

Mr. WINSTON. We can have a little more accurate idea of it to-
ward the end of this month. These payments string out all through
March.

The CHAmRMAN. This statement shows exactly the conditions ex-
isting and why that estimate was cut down $1,715,000,000 to $1,-
300 000,000. When the Budget estimate of December 5, 1921, was
maAe, no returns had been made. There was no information at all.
When the Budget estimate of July 11, 1922, was made, they had the
returns at that time.
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Senator JONES of New Mexico. Wouldn't it have been'better if
-they had not had them, becatlse they could huve made a'much better
estimate without them than with *them. They came within $35.
000,000 when they didn't have it, and they msed it nearly $400,-
000 000when they did have it. ' ,: . I . . .....

The CHAIMAN. If you had waited until I had finished, I think
I would have covered the whole subject. They did have the inform-
ation on July 11, 1922, and business being in a bd condition, they
only paid diringthat year, the first9uar=, generalyi The'amount
collected was not nearly as much as it'had been during the year pre-
vious, and they thought, of course, from the information they had
at that time the income and excess.profits tax was going to drop.

Senator JONES of New Mexico. We will find out from the fellow
who prepared it why he did it.

Mr. WINSTON. The third exhibit is simply a camparisoi of the
estimates for the fiscal year 1924 as contained in the Secretary's
report published in December, 1923 and the actual receipts and
expenditures to February 29, 1924. it is simply to let you see what
we have actually collected, and what we have estimated we will
collect on those various items.

You also asked for a statement of the railroad situation. There is
a message from the President to the Congress, transmitting the re-
port of the director general, which is printed in a little pamphlet.
In addition, there is the March 1, 1924, report of the Treasury,
showing the total payments and what has been done to date, under
sections 204,209, and 210 of the transportation act 1920, as amended.

The CHAbMAN. I suggest that all of this go into the report and
be printed at this particlar time, and now, Senator Jones, I suppose
you desire to ask Mr. Winston or some one else what were the par-
ticular amounts named in the report.

Senator JONES of New Mexico. Yes.
(The documents referred to above are as follows:



Estimates of receipts and expenditures and actual receipts and expenditures jo:' each fiscal year jrom 1921 to 1923, inclusive, appearing in annual
reports of the Secretary of the Treasury for the fiscal years 1919 to 1923

[Figures given below are in even thousands)

Fiscal year 1921 i Fiscal year 1922 Fiscal year 1923

Estimates in annual Esates in annual Estimates in annual
report for- Actual report for- Actual report for- Actual

for 1921 for 1922 for 1923
1919 j 1920 1921 1 1922

R=91M
cu s------- t-------------------------
Internal revenue:

Income and profits t a x------..Mtsce1~aneens internal revenue..........
Miscellaneous receipts c e i p ts------------------------ .

Total ordinary d .............................................

iXPrNDItURES

190,000
%slow441

MsuOOD

3,200,40W
1,5000

W8845

Islative establishment ------------------------------------------ 19,727 18862
E x e c u t iv.................. . %146 2,111

State Department ..................................... . 13,46 10208
Treasury D epartm ent. 304,-----------------938 465,741
War Department ---------------------------------------- A8,87 8 0

p ent of Justice ---------------------------------- 17,800 00
MDeoffice Department ----------------------------------------- Z060 . O 17

Navy Deprm ent ----------------------------------------------- 575,4110 651,2
Interim De~tment -........ ...------------------------------- 31,61 34400
Dartment AgriCeulture --------------------------------- 2 576 w6,
DPIartment of Laomrc------------------------------------- 9,565 2#,075D m of Labor ............................................. .. 565 5

Ststm Veterans' Bureau .................................. ()
Other indeendent offices and commissions -------................ 55, 540 112, 375
District of Columbia. ----------------------------------------- 20,32 21,660
Increase of compensation --------------------------------------------------- 35,000

Total ---------------
Deduct unclassified Items.

SW564

1,39%,38
719,912

18,983
210

,J781
34977

1,101,615
17,206
5,280

66%374
39 s,15
119,837
30,2

1184943
2Z,593

3350,0

1,37,000
5 1O D

18,494
3,763

425,00821,968
18,0003 ,327

.366,00

25,170
10,762
(1)

101,230
23,651

$275,000

,110,000
1,104,500

478,93

15,94
227

11.40
129.592
389,091

16,828
A,276

326.541
15M67
20,132
4,797

438,122
21,740

2225
0006

$M54,443

i, 145,125
33,40

17,689
219

17,88

31,814
143,65
21,688

5227
346,750
43,872
23,73J2

1,71,60
4g04,8

16,26527
10,433

133,74569.902
18,416

3357
4A,754

173,19W
19.940

455,2333

25,71

3635 %019.439 ,1M ,W1

$450,00
$mom,00

5784868

14,289
364

14,518
32840=

1%5
34841W
345,26

21,495
64770

464,185
25,193
Kam1

%417.613 %64280-1 %197,9 %69791 %057,4971 ,451 %019%4U 1,912,= I- ,8,04
IIncluded under Treasury Department pior to fisca year NI ' .
2 Amoutof akooo00oofIncree peomf i tonWAvh9 0 .f d tmml ad 0Msbl*mnemt dIstri bfemW deputOM u 4q 9 ments a in OtM el years*a d.un -

14 ,V3 9

31432
21,52

.147

l3km
21,008
646W

445,114
206312

4,4000 I,739,55 mn=4g8 I,'8,53 3,9N&421 4,10%0195 3,XU1 3,4A=8

----------------------------------------- 1 %417,615 2%613;2W
----------------------------------------- I ------------ ------ ---- I

AVVWJ~l o o - -------------------------- --------------------------



Rdimate of remepts and exediue an"daRaeio~tsofrceits ad ependtur Sdacurecepts an expenditures for each fwsca Year from 1921 to 1923, inclusive, appearing in annual I"reports of tme Sertr ofMk Treasury for the fisal years 1819 to l923-Continued &
(Figures given below are in even thousands]

Fiscal year 1921 Fiscal year 1922 Fiscal year 193

Estimates in annual Estimates in annual Estimates in annual
report for- Act. report for- Actual repott for- Actual

1919. 7m for 1921 for 1922 for 123

S11:N1MEITMa -continued

Interest on public debt e....................t......................
Refunds of reeppts --------------------------------------.---------Postal de f i l eyz.................... ......
Panamas Canal
Operions in ei accounts:

War Finance Corporation -----------------------------------
Shipping Board ................................. .....Alien property funds ................................-"".-......
Sugar Equalization Board ---------------------- "------------.
Grain Corporation ---------------------------------------------

Investment of trust funds:
Government life insurance fund ..............................
Civil service retirement fund ----------------------------------
District of Columbia teachers! retirement fund ..............

Total ordinary --------------------------------------

Public debt retirements chargeable against ordinary receipts:Sinking fund .........................................
Purchases from foreign repayments ..............
Received from foreign governments under debt settlements ....
Received from estate taxes...................
Purchases from franchise tax receipts (Federal reserve banks).Forfeltures, gifts, etc -----------------------.------------------

Total public debt retirements chargeable against ordinary
receipts ---------------------------------------------------

Total expenditures chargeable against ordinary receipts ------

$1,017,500
48,048
18,205

$95,m'w
54,013
36, M
13, 527

1, 078,M5

$999,145
54,013

130,128
16, 461

730,712
32:%028
13%,723

------- 16,949 2D,325
------------ -- -.;-------3%ODD
-------------- --------- 162

$922,680
31,997

15,876

(9------------

$975,000
406279
4t 172

337,679

73,911

------- 25,000

1 ------ 2,00.

$991,001
82,82
64,340
3,025

5139,489

8R205
a 1.%279

32,000

24,59

231

35,25221,5 10
7,359

..... o.......

.........-..

26,162
,0001
-20D

$1.10M9
141,421

234,900
S 125,35

38, M

27,183
6,000

M5

$1,016,92

3,48

14,84
310%439 ~

ak=3
StZ82

-- -- -- --

21672
8,691

191 ,
'3,5,909 4,851,299 5,115,92 3,897.419 3,604,80 3,372,08 73, 20416 ,,

287,500 253405 261,100 255,755 272,442 276,006 2A3,8391 29393 0291------------ 70,138 73,9 ------------ 30,500 64,838 30,5 0 31,250 33,140
10,000- 26,349kii 10,000 25,000 21,085 25,000 5,000 ,56955,000-- 0,ft725 50,000 60,000 60,333 30,000 10,000 10,815300 350 168 100 ............ 393 5.......................

2 287,800 39,893 42%21 325,855 387,942 422,M - 369,339 03,9 4,851
63,823,798 5,240,192 5,538,209 4,223,274 3,992,922 3,795,32 v3,a37,754 3,7(M, M 3,5M 2

nanuti" dncit 01 rw ary receipts -------- -- ---- 2, 4 9------ 29%,572 273,3 M1------
Estimated and actual surplus of ordinary receipts ---- ,5K 202 --- 499,373---,74--6,2---- 313,802 ------ ----- %5

4 No estimate made under railroads.
a Excess.of repayments, deduct. , Includes no estimate under rairad and incomplete estimates under War, Navy, Treasury, public debt, etc.7Includes additional amount of $125,000,000 accrued discount on war savings certificates, sees of 1918.

I --------------- - -- - -- - -- -- -- - -- -- - - - -- - - -- - -- -

1
04

4,590 omm
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Miscellaneous estimates of receipts and ezxenitures for the fiscalyear 1928, made

on dotes shown below, compared with actual result.

In millions of dollars

Budget Budget Budet Budgt Trea et Actual

eta estimate estimate estimate t etmate 0

Customs ....................... $880 $475 $500 $50 $540 $0 $52
Inome and profits tax .......... 1,800 1,800 1,60 1,600 M1,8 1,880 1,679
Mbscllaneouis Internal revenue. 000 900 900 915 910 9 94
Miscellaneous receipts ......... 524 07 677 627 630 630 65

Total receipts ............. 3,074 3,482 3,477 3,682 3,730 3,755 3,842

s u rp lu s ......................... 6 18.. 2 0 200 310
De.......... ....... ........ . oo

EIPXNDITUBE

Ordinary, subJect to adminis-
trative control ................ 2,111 2,089 2,099 2,125 2,085 2,080 2,063

Capital outlays, and operations
In special accounts:

Emergency Fleet Corpora-.
tion ..................... 137 '6 80 0 65 50 67

Railroad account (net) ...... 284 149 63 25 12 26 15
War Finance Corporation.. 1100 1125 1100 1115 1110 1110 1109
Federal intermediate credit

banks .... ......... ...... 12 12 15 12 12
Redemption of the public debt. 83 3,1 405 405 403 405 403
Interest on public debt......... 1,100 1,100 1,095 1,088 1,075 1,060 1,056
Investment of trust funds ...... 36 3 33 8 83 35

Total expenditures ....... 3, 3,575 3,657 3, 620 8,680 3,55 3,582

'Excess of credits-deduct.

Statement showing actual and estimated receipts on account of customs and internal
revenue for the fiscal years 1921, 1922, 1928; estimated receipts for the iscal years
1904 and 1925; and supporting details of such estimates submitted by the Govern-
ment actuary, the Commissioner of Internal Revenue, and the Director of Customs

(In thousands of doelan)

Fiscal year 1921 Fiscal year 1922

Estimate in annualEstimate report for-
Actual, In annual Actual,

1921 report for I M1922
1920 1921

OFFICIAL ESTIMATr, IN SEcRETARY's
ANNUAL R3VORTr

Customs ...................................
Internal revenue:

Income and profits tax .................
Miscellaneous internal revenue ........

Total ................................

ESTrMATES CONSIDERED BY TREASURY

1. Government actuary:
Customs.......................
Internal revenue:

Income and profits tax ..........
Miscellaneous Internal revenue..

2. Commissioner of Internal Revenue:
Income and profits tax ............
Miscellaneous Interned revenue ...

8. Director of Customs:
Customs ............................

$808,564

3,206,046
1,390,380

s~o, 000
3,200,000

1,800,000

$886,433

,06,128
1,145,125

$,0,000

1, 875, 000

$275, 000

.2,110,000
1,104,800

4.904,99 50oo00 ,, 4M9o6M 3,489.500

380000

3,200,000
1,800,000

3 200,000
1,500,000

S.........

380000

2 ,750,000
1:375,000

2,750, 000
1,375,000

.ooo...o.

275,000

2,110,000
1,127,000

Z,110,000
1,127,500

.o... ...
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Statement showing actual and estimated receipts on account of customs and internal.
revenue for the flca ears 1981,198, 1918; estimated receiV& for the fiscal years
1924 and 1925; and supporting detail, of such estimates submitted by the Govern.
ment actuary, the Commissioner of Internal Revenue, and the Director of Customs-
Continued

In thousands of dollars]

Fiscal year 192 Fisnal year 1924 12

Estimate In annual
Actal, report for-- Estimate Estimate Estimate

Actual, In annual In annual in annual
1923 I = report for "eT.11 for epot for

OIICAL ZSTInATZB It ECRB-.
TitY'S ANNUAL ReWORTS

Customs ......................
Internal revenue:

Income and profits tax ....
Miscellaneous internal

revenue .................

Total ...................
ESTIgATES OONaIDXBBD BY

TREASURY

I. Government actuary:
Customs ...............
Internal revenue:

Income and profits
tax ...............

Miscellaneouuinter-
nal revenue ......

2. Commissioner of Internal
Revenue: -

Income and profits tax.
MIscellaneousateral
revenue........

3. Director of Customs:
Customs ............

858, 929

1,078,607

945,865

3,186,401

$330,000

1,715,000

89K,000.

5,941,000

0540000
1,50o,000

900,0oo

2,85A,000

$42A 000
1,800,000

925,000

z 850,000

33000 425, 0O0 42

1,770,000 1,450,000 1,45

94A000 900,000 92

1,770,000 1,450,00 1,4

9 O48000 900,000 92

............ 446s000 4

$570,400
1,850,000

93,o

8,35,m8

$49,000
1,800,000
30 585
8,2088

000 N4o, 000 493,000

000 1,937,000 1,953,000
,000 965,000 941,000

00 1,8, 000 1,800, 001
'.000 933, 58 927,5
,000 570,0O0 575,000

Estimated receipts and expenditures for the fiscal year L924, and atual receipts and
expenditures from July 1, 198, to February 19, 19

Rxcswrs

ORDINARY
Customs ........................................................
Internal revenue:

Income and profits tax ......................................
Miscellaneous internal revende ..............................

Miscellaneous receipts:
Proceeds of Uovernmentowned securties-

Foreign obliationa-
Princlpdl ..........................
Interest .............................................

Railroad securities ..................................
All other securities ..................................

Trust fund receipts (roappropriated for investment) .........
Proceeds sale of surplus property ............................
Panama Canal tolls, etc .....................................
Receipts from miscellaneous sources credited direct to

appropriations ...........................
O Tter m relaneus ..................................

Total ordinary receipts ........................

Estimated fiscal
year 1924

$570, 00Q,00W. 00
1,85&,000, 000. 00

933,58M000. 00

0,5M33, 00 00
160, 48, 004. O0
S1 ,j500,000. O0
30, 987,32. 00
34,65 ,870. 00
57,618, 092.00
19,009,000.0

lft 01, 42L 00

$359, 9 8282
W% 174,75& 37
68,465, 4Z 92

6, 993 206.14
91,091,065.69
35. l403.20
5, 65H,671.02

20, 125,783. 00
32,675, 89-L 69
18,175,759.49
2D, 270, 301.561

145,165,809.65
3, 894, 677,712 00 ,359,3 1,39598

I Includes only estimated receipts on account of principal and Interest on loans to railroads under section
210, transportation act, 1920, as amended. Corresponding figures for period from July 1, 123, to February
29j 194, Include all receipts on account of railroad securities ns published in daily Treasury statements.

Corresponding figures for period from July 1, 1923, to February 29, 1924, represent cash receipts and
have not been deducted from expenditures, as in the estimated figures.

Actual. July]I, IM ,to WKb 29, 1924
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Estimated receits and exzjndiurib lor Vh'scalv'year' 19 , rand4 Gt.u.; re eipts anid
ezpendtures from July 1, 1 915 t2o8e0Aitarij i' 19,4-Continued

Estimated fiscal Actual, July 1, 193,
year124 toFeb. 29,1924

I.-. I

.. Exinmeiwru a. " ..
OOINARY "

General expenditures:
Legislative establishment ...................................
Executive proper .......................................
State Department..........................................
Treasury Department .......................................
War Department ........ ............................
Department of Justice ................................
Post OMoe Department .................... .................
Navy Department ............................... A ..........
Interior Dertment .......................................Department of Agiculelture ............ ........
Department of Commerce ...... .................
Department of Labor.......................................

* United States Veterans' Bureau .............................
Other indeendent oftes and commissions .................
District of Columb!a ........................................

Total .....................................................
Deduct uniasiled items ..................................

Total .................... ............
Interest on public debt .........................................
Refunds of receipts:

Customs ............................................
Internal revenue ............................. .

Postal deficiency ..............................................
Panama Canal ................................................
Operations in special accounts:

Railroads. .......... ; ........................................
War Finance Corporation ..................................
Shipping Board ........ i .................................
Alle prope ry funds .......................................
Su ftqblhtin Board. ..................................

Capital stock, Federal Intermediate credit banks ................
Loans to railroads ...........................................
Investment of trust funds:

Government life insurance fund ...........................
Civil service retirement fund ............................
District of Columbia teachers' retirement fund ..........

Total ordinary ............................................
Public debt requirements charpable against ordinary receipts:

Sinking fund ................................................
Purchases from foreign repayments ........ .......
Received from foreign Governments under debt settlements.
Received for estate tales ....................................
Purchases from franchise tax receipts (Federal reserve banks).
Forfeitures, gifts, etc ...........................

Total expenditures chargeable against ordinary recelpts...

Excess of ordinary receipts over total expenditures chargeable
against ordinary receipts ......................................

$13,961,060. 0
416,894.00

16, 054, 96&. 00

...........
341,8MM80.0
321,283,333.0
148,687,700. O0

21, 89 000. 00
7,747,744.0

481,053,424.00
25,718, OM O0
26,105,30.00

89,471,811.11
298,02.4

11,477424.05

141, 470.1I9
27, 814,3818. 8822,944.690

104,508 ,901.9314,478,34Z 17
4,071,10.96

277,84,078.53
I1t88579.75
17, 401,931 26

1,828 13O4.00 l,254,171,07.89
........... .....a... 1,140,481.86

1,828,138,9R4.0 1, 2803084A8.73
940O,000,00000 504,714,86OL.00

28,515,000.00 14,0,0990
108,878,000.00 67, 50,63 81
24, 679,67.00 12. 476,314.18
8,684,000.00 4 18563.76

68.486299.00 18,3X%,287. 63
0,o000,000.00 8 48,67,M521.69
54, 635,17.00 70,818,68667

.................... 653,147.55

4'8,00, 000. 00 ................
6,000,000.00 9, 571, 000.00D

34,440,870.00 19,98679.30
8,0,000i OD 8,527,40. 70

215,00O0 139, 98& 76

3, 053069,9,89600 -8,94,4,97301

297,144,30(L.00 268,73990.0
37,854,500 as,509, 150. 00

10,969,38M00 91,85820.600
1%,0006000600 7,870,7600
6,00D,000. 00 3,64,550.0

.................... 6,35000

11,968,128.00 ' 410,374,900.00

3,5%5,033, 088,0 OD 344,09,87801

32,639,624.00 14,851, 5n2.9

1,511

'Excess of credits-deduct.
iCorresponding fgues for period from July 1, 1923, to February 29, 1924, in amount of 8,000,000 are

included in expendlture under Tresury Department.
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REtimates of receipts and expmnditures for the fiscal year 1928, made on dates shown
below, compared with actual results

lIn millions of dollars]

uscan s
Customs ...............
Income and profits tar.
MIscellaneous internal rve-

Due................
Miscellaneous receipts.

Total receipts ..........
Surplus ......................Deficit .......................

BXTZgNDITURZS

Ordinary, subject to admin-
Istrative control ............

Capital outlays and opera-tonw In Zpeta accounts:
Emergency Fleet Corpo-
ration............

Railroad account (net)...
War Finance Corporation
Federal intermediate

credit banks ...........
Redemption of the public

debt...................
Interest on public debt ......
Investment of trust funds ....

Total expenditures .....

330
1,715

86
397

30
1,300

900
524

450
1,500

580

4751,500

900
607

500
1,500

900
577

540
1,600

915
027

540
W.1

910
630

550
1,850

92
630

562
1,679

948
655

%8,38 3,074 8,430 3,42 3,477 i 3,682 3,730 1 8,755 842

1 II 21 15012W0 310..... .. .. ... ..'.... .... ..
822 274 93.50 ... ' I..1. ... ...

2077

50

369
975
34

3,505

2,111

137
2841100

330
1,10D

34

3,898

2,093

38
235

'125

330
1,100

33

3,704

2.089 Z.099

15 50
149 63

1125 '100

. 12

331 405
1,100 1,09

3,5 75 1 ,57"

2,125 2,085 %,080 2,063

50 65 50 57
25 12 25 15

115 '110 ' 3110 '109

12 15 12 12

405 403 405 403
1,085 1,075 1,06 . 1,056

331 35 38 35

3,621 SI 3 ,5W5 3,532

I Excess of credits-deduct.

[H. Doe. No. 148, Sixty-eighth Congress, first session

DISPUTES AviSING INCIDENT TO FEDERAL CONTROL THAT HAVE BEEN LIQUI-
DATED

MESSAGE FROM THE PRESIDENT OF THE UNITED STATES, TRANSMITTING A COM-
MUNICATION FROM THE DIRECTOR GENERAL Or RAILROADS AND AGENT OF THE
PRESIDENT SUBMITTING A SUMMARY OF THE PROGRESS MADE TO DECEMBER 31,
12; IN LIQUIDAT1dG "ALL MATTERS, INCLUDING COMPENSATION, AND ALL
QUESTIONS AND DISPUTES ARISING OUT OF OR INCIDENT TO FEDERAL CONTROL,"f

'AS PROVIDED FOR IN SECTION 202 OF THE TRANS
P
ORTATION ACT OF 1920

To the Congress of the United States:
I transmit herewith, for the information of the Congress, a communication

from the Director General'of Railroads and agent of the President submitting a
summary of the progress made to December 31, 1923, in liquidating "all matters,
including compepgation, and all questions and disputes arising out of or incident
to Federal control," as provided for in section 202 of the transportation act of 1920.

CALVIN COOLIDGE.
THE WHITE HOUSE,

January 7, 1924.

WASHINGTON, D. C., January 8, 1924.
Mr. PRESIDENT: I herewith submit a summary of the progress made to De-

cember 31, 1923, in liquidating "all matters, including compensation, and all
questions and disputes arising out of or incident to Federal control," as provided
for in section 202 of the transportation act of 1920.
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The-claims presented against the Government, arising out of the 26 months
of Federal control of railroads, can be roughly divided into two classes:

1. The claims of those carriers whoe property was -actually taken. over and
actively operated by the director general.

2. Al ofher.claims.

CLAIMS OF CARRIERS WHOSE PROPERT? WAS ACTtALLY 'fkKN OVER AND &CTIVELY
OPERATED BY THE DIRECTOR GENERAL

These claims represent the demands of all carriers whoso property was actuaiiy
taken over and actively operated by the director general, and, in addition to
railroad property, include the Pullman Co., coastwise and inland steamship line,
floating equipment used in harbors by railroads, sundry private car lnes, elevators
owned and operated by railroads, a number of electrically operated liner, and
three water-works companies owned and operated by railroads furnishing %vatr
to municipalities.

The property taken over represented 241,194 miles of first main track, a.d,
including additional main line, passing tracks, and switching yards and tracks,
there was a total of 366,197 miles of track.

There were 532 properties taken over and actually operated. In some instances:
a number of separate properties were operated as one system. There were 181
standard contracts executed, which Included 313 separately owned properties.
The property of 219 carriers was taken over and no contract made with the com-,
panies.

These carriers filed claims against the Railroad Administration in the total
sum of $1,014,397,446.72. During the investigation of these" claims sundry
voluntary reductions were made, and the administration paid to carriers sums on
account. This reduced the aggregate amount of the claims, as finally presented
for adjustment, to $769,974,783.35... .

Upt{o December 31, 1923, $763,106,521.24 of these clainis had been finally
adjusted, or definite tentative agreements made looking to final adjustment*
The principal items involved in these claims were compensation,. naterial and
supplies, retirements replacements, depreciation, maintenance 'of Way and
structures and maintenance of equipment.

In making these adjustments there was paid or is to be paid' cash to creditor
roads $242,828,947.42, and there-was received'or is to be received from debtor
roads in cash and Interest-bearing obligations $192,946,209.34, making the net
cost to the Government of the settlements to date (exclusive of overhead) $49,-
882,738.08. This represents 6.537 per cent on the claims as finally presented for -
adjustment. These settlements cover 99 per cent of all mileage taken overl'-,

Every railroad or other company whose property was actually taken over
presenting a claim has been given a full hearing. All Class I roads have been
finally settled with except five. Of these five three are In the hands of receivers;
one, an electric line, Is being operated byits bondholders, and one company was'
not given a hearing until the last of December. Negotiations looking to 'an-
adjustment with these five companies are in progress.

The outstanding feature of this liquidation, now so nearly completed, is the
fact that same has been accomplished without litigation. As each claim pre-
sented many Items with large amounts in dispute and the legal rights of the
parties were wholly without precedent, this result could not have been accom-
plished without fair cooperation on the part of the representatives of the carriers
in reaching amicable conclusions. '

ALL OTHER CLAIMS

These claims consist large of the demands of third persons-employees and
the traveling and shipping public. They are for loss and damage to freight, over-
charges and reparation in freight transportation, personal. injuries, and fire.
There are also the claims of certain short-line railroads whose properties -were
never actually operated by the Government, and were formally relinquished
within six monthsfrom the commencement of Federal control. There is also
the,liquidation of the American Railway Express Co.'s claims growing out of
its relations with the United States Railroad Administration during the period
of Federal control.
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In addition, there remains S finalehecldng of what are known as the trusteeaccounts between the roads actually 'operated and the United States Govern-ment and the collection of outstanding accounts in the field.: , - -- : -Much progress has been made in disposing of these controversy ;and thegreat bulk of them should be finally adjusted during the calenda-r-bar 1924.
This adjustment will be made with a greatly reduced overhead, and, as shownin the succeeding paragraph hereof, the current receipts of the Railroad Admin-istration should more than sufficient to take care of all of these adjustments
and the expenses attending same.

FINANCIAL CONDITION OF THE RAILROAD ADMINISTRATION

As of December 31 1928, the following is a brief summary of the finances ofthe United States Railroad Administration:
Balance unexpended appropriations to the credit of the ad-ministration (this includes avails of equipment trust cer-tificates and interest and principal payments on other obliga-tions of carriers reappropriated for liquidation purposesunder section 202 of the transportation act) -------------- $280, 730, 204. 05Balance of $40,000,000 tentatively set aside, to pay judg-ments, decrees, and awards from tha revolving fund pro-vided for in sections 206 and 210 of the transportation act.. 13, 527, 595. 93Deposits'in Unite, States Treasury'and b'ks r .------------- 42, 660,065. 76

Total cash assets -------------------------------- 336,923, 865. 74
Obligations of carriers held by Railroad Administration:

Bonds --------------------------------------------- 28, 626, 300. 00Equipment trust notes --------------------------- 8 36, 181, 600. 00Notes of carriers, practically alt securud by collateral .... 231, 230, 000. 00Notes to be taken but not actually 'delivered, awaitingcompletion of details ..-------------------------- 12,200, 000. 00
Total carrier obligations ------ ...---------.. - --- 308, 237, 900. 00

This makes the assets of the Railroad Administration, cash and definitiveobligations of carriers, $645,161,765.74.
The obligations of the carriers, taken-and to be taken, aggregating, as abovestated $38 2O87 900, all bear. and will bear 6 per cent interest, payable semi-anuuyu.k t. ,ne important claims, requiring large cash expenditures havebeen adjusted, the receipts from Intere4 on these obligations and the colectionof assets in the field should be more than sufficient to liquidate and adjust allof the outstanding claims growing out of Federal control, including all over-head, and from January 1, 1924, the Railroad Administration will be an income-producing asset of the Government instead of a liability.

IV
COST OF FEDERAL CONTROL

At this time there can be stated with reasonable accuracy the cost to theGovernment wing out of Federal control and the six months' guaranty periodimmediately following the end of Federal control, which is as follows:
Congress appropriate, to pay cost of operation and to providefns for liquidation a total of ------------------------ $1,750, 000,000Under sections 206 and 210 of the transportation act, provisionIs made for the payment of judgment@, decrees, awards, andreparation out of the revolving fund under the jurisdictionof the Interstate Commerce Commission. The expenditurein this matter Is estimated at ---------------------------- 4, 000,000

This makes a total direct appropriation by Congress for
the road Administra on of ------------------ 1, 790, 000, 000
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The Railroad Administration should return tQ -the Treasury,
in unexpended appropriations,; cash, and definitive obliga-
tions of the carriers, as shown in paragraph III hereof, in
round figures ------------------------- ;. . $645,000,000

This leaves the cost of Federal control, including the
liquidation of liabilities succeeding that period---- -- 1, 140, 500, 000

To find the total cost to the Government of Federal, control
there shoiild be added to this amount the claims rising under
what is known as the guaranty period, being the six months
immediately following Federal control. The. Interstate
Commerce Commission estimates that this will cost ------- 536, 000, 000

There should also be added the cost of reimbursement of deficit
roads (short lines) under section 204 of the transportation
act. The Interstate Commerce Commission estimates this
will cost ---------------------------------------------- 15, 000, 000

Making the total cost to the Government of the 26
months of Federal control and the 6 months guaranty
period ......................................... 19696,000,000

A detailed report of the matters above referred to, under the jurisdiction of
the United States Railroad Administration, is in course of preparation.

Respectfully submitted. JAMES C. DAvis,

Director General of Railroads and Agent of the President.
Hon. CALVIN COOLIDGE,

President of the United States.

TREASURY DEPARTMENT,
Washington, D. C., March 1, 1924.

Since last announcement, dated February 1, 1924, payments under sections
204, 209, 210 and 212 of the transportation act, 1920, as amended, have been
made by the Treasury as follows:
Sec. 204:

Amador Central R. R. Co --------------------------- $35, 835. 06
Birmingham & Southeastern Rv. Co., receivers ---------- 20, 429. 11
Delaware & Northern R. R. Co., receivers --------------- 51, 965. 56
Freeo Valley R. R. Co ------------------------------- 6, 49& 52

See. 209:
Central Indiana Ry. Co.q receiver ---------------------- 48, 173. 78
Chicago Great Western R. R. Co ---------------------- 22, 660. 60
Chicago, West Pullman & Southern R. R. Co ------------ 5,897. 87
Delaware & Northern R. R. Co., receivers --------------- 9, 987. 83
Mount Hood R. R. Co ------------------------------- 18, 095 26
Nezperce & Idaho R. R. Co --------------------------- 1, 274. 44

Total -------------------------------------------- 220, 818. 03

Total payments to Feb. 29, 1924:
(a) Under see. 204, as amended by sec. 212

for reimbursement of deficits during
Federal control-

(1) Final payments, including
F artial payments previous-
y made --------------- $8, 714, 710. 38

(2) Partial payments to carriers
as to which' a certificate for
final payments has not
been received by the Treas-
ury from the Interstate
Commerce Commission... 350, 046. 73

(3) Payments due from carriers
account of overcertification
in Interstate Commerce
Commission certificates.._ 47, 636. 49

Total payments a/c reimbursement of
deficits --------------------------------------- 9, 112, 393. 60
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Total payments to Feb. 29, 1924-Conuan¢ad.
(b) Under sec. 209, as amended by se. 212

for guaranty in respect to railway
operating income for first six months
after Federal control-

(1) Final payments, including ad-
vances and partial pay-
ments previously made..--

(2) Advances to carriers as to
which a certificate for final
payment has not been re-ceived by the Treasury
from the Interstate Com-
merce Commission -------

(3) Partial payments to carriers
as to which a certificate for
final payment has not been
received, as stated above..

(4) Payments due from carriers
account of overcertification
in Interstate Commerce
Commission certificates..--

$297,756,373.32

156,244,723.00

50,187,922.09

54,897.82

Total payments account of said guaranty --------------
(c) Under sec. 210 for loans from the re-

volving fund of $300,000,000 therein
provided --------------------- 347,200,667.00

Luess repayments on loans ---------- 148,706,521.89

$504,243,916.23

198,494,145.11

Total -------- ----------------------------------- 711,850,454.94
The carriers to which final payments have been made by the Treasury of the

guaranty under section 209 and the aggregate amounts severally paid to them on
the guaranty including advances and partial payments previously made are as
follows:
Abilene & Southern R. R. Co ---------------------------- $61, 731. 17
Adirondack & St. Lawrence R. R. Co --------------------- 10 679. 78
Alabama Central Ry. Co ---------------------------------- 5, 246. 20
Alabama Central R. R. Co -------------------------------- 933. 48
Atabama, Mississippi R. R. Co., receiver -------------------- 16, 543. 61
Alabama, Northern Ry. Co ------------------------------. 3,196. 65
Alabama & Vicksburg Ry. Co ----------------------------- 187, 744. 92
Alton & Southern R. R. Co -------------------------------- 202, 680. 44
Andalusia, Florida & Gulf Ry. Co -------------------------- 453. 80
Angelina & Neches River R. R. Co- ----------------------- 5, 587. 33
Ann Arbor R. R. Co ------------------------------------- 315, 261. 85
Apalachicola Northern R. R. Co --------------------------- 20, 802. 29
Aransas Harbor Terminal Ry----------------------------- 30,093.95
Arizona Eastern R. R. Co.------------------------------463,499.24
Arkansas Central R. R. Co ------------------------------- 33, 378. 31
Arkansas & Louisiana Midland Ry. Co., receiver ------------ 5, 429. 65
Asheville & Craggy Mountain Ry. Co ----------------------- 1, 224. 19
Atlanta & St. Andrews Bay Ry. Co ------------------------- 27, 541. 75
Atlantic Coast Ibne R. R. Co ----------------------------- 8, 131, 967. 40
Atlantic Northern Ry. Co --------------------------------- 1, 904. 43
Atlantic & Western R. R. Co ------------------------------ 19,338.51.
Atlantic & Yadkin Ry. Co -------------------------------- 64, 751. 33
Baltimore & Ohio R. R. Co --------------------------- 26, 072, 416. 08
Baltimore & Ohio Chicago Terminal R. R. Co -------------- 1, 171, 829. 36
Bauxite & Northern Ry. Co ------------------------------- 6, 430. 32
Bennettsville & Cheraw R. R. Co -------------------------. 16, 319. 94
Birmingham & North Western Ry. Co ---------------------- 31, 638. 57
Birmingham & Southeastern Ry. Co., receiver --------------- 2, 387. 56
Bloomsburg & Sullivan R. R. Co ........------------------------ 2, 961. 03
Blue Ridge Ry. Co .--..- I ------. 27, 991. 20
Boston & Maine R. R ----------------------------------- 11, 220, 615. 46

166
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Bo ne City, Gaylord&Alpena R . R. Co -----------------
Brdgon& Saco River R. R. Co, R.-R--o-.... ...........
Brownwood North & South Ry. Co .....................
Buffalo Creek R R lessees .-R.-.........................
Buffalo, Rochestr i Pittsburgh y. Co.......................Bullfrog Goldfield R. B. Co .....................Carolina & Northeastern R. R. Co ........................
Carolina & Northwestern R. R. Co . ...................
Carolina & Tennessee Southern Ry. Co ---------------------
Carroilton & Worthville R. R. Co ......................
Central of Georgia By. Co-----------------
Central Indiana Ry. Co., receiver o.....................
Central New England Ry. Co.s -- O-ah..-..............
Central New York Southern R. R. Corporation --------------
Central West Virginia & Southern B. R.Co--................
Central Vermont BRy. Co,-----------------
Charleston Terminal Co-..- ......................Charlotte Monroe & Columbia R. R. Co...............
Charleston & Western Carolina R y. Co .....................
Chesapeake & Ohio By. Co ----------------
Chesapeake Western By. Co.o - ---.................
Chesterfield & Lancaster R. B. Co Ry.-- o-............
Chicago, Burlington & Quincy R. R. Co .............
Chicago & Eastern Illinois B. B. Co..... .... .... .... .... ....
Chicago Great Western R. R. Co, receive...................
Chicago Junction Ry. Co R------- - .....................
Chicago, Kalamazoo & Saginaw Ry. Co ---------------------
Checao, Milwaukee & St. Paul R R. Co - o-......-.-........

ecago & North Western B. R..............................
Chicago, Palatino & Wauconda R. R. Co ----------
Chicago, Peoria & St. Louis R. R. Co., receiver -------
Chicago, Rock Island & Gulf By. Co... ..................
Ctcago, Rock Island & Pacific Ry. Co ...........-........
Chicago, St. Paul, Minneapolis & Omaha By. Co..........--
Chicago, Terre Haute & Southeastern By. Co--------
Chicago Tunnel Co --------------------
Chicago Warehouse & Terminal Co .. --------
Chicago, West Pullman & Southern B. R. Co --------
Chicag &Wstern Indiana R. R. Co..................---
Cincinnat, Indianapolis & Western R.BR. Co --------
Cincinai Burnside & Cumberland River Ry. Co ------
Ccinnati Northern R. R. Co .......................
Cleveland, Cincinnati, Chicago & St. Louis R.C
Coal Belt Electric By. Co-----------------
Colorado-Kansas By. Co -----------------
Colorado Springs & Cripple Creek By. Co--
Columbus & Greenville R. R. Co---------------------------
Coudorsport & Port Allegany R. R. Co------------
Cumberland B. R. Co.............................----
Cumberland & Pennsylvania R. B. Co -----------
Danville & Western By. Co ----------------
Dayton & Union R. B. Co ------------- --Deering Southiwestern By. Co---------------
Delta Southern Ry. Co...---------...----...........--
Delaware & Northern R. R. Co., receiver ---------
D~enison & Pacific Suburban Ry. Co--m---m-------
The Denver & Rio Grande B. B. Co., receiver............--
Detroit, Bay City & Western B. B. Co-----------
Detroit, Grand Haven & Milwaukee B. R. Co ---- ;- --
Detroit & Huron By. Co ----------------------- ------
Detroit & Mackinac By. Co.........................---
Detroit Terminal B. R. Co ----------------
Duluth & Northeastern R. R. Co -------------
Duluth, South Shore & Atlantic By. Co ----------
Durham & Southern B. B. Co.......................----
East and West Coast Ry... ..........
Elberton & Eastern B. C -- -- -- -- -- -- :- -- -- -- -- -... . . .

157
$83, 871. 17

2,99570
6, 551. 27

232,252. 77
1,754,864.47

21,954.88
17, 55. 99
90,818. 10

4 434. 82
12 051. 55

3, 923, 924.32
128, 173. 78

1, 551, 874. 09
48, 277.25
8,574. 89

1, 465,1463. 6
60 351. 89
8, 597. 55

99, 878. 78
4, 78, 841. 30

16,804.15
22, 194. 38

12, 288 463. 98
2, 223, 982. 56
3,3832, 660. 60
1, 565, 319. 54

17, 840. 50
23, 111, 528. 05
16, 533, 520. 55

1,110. 23
541, 372. 69
273, 076. 76

7, 725, 578. 49
2, 460, 096. 82

132, 092. 00
31, 312. 53
46, 806.40
27, 897. 87
93,033.06

662,081.00
1, 956. 3

25, 100. 41
3, 434, 911.86

17,024. 11
3, 598. 56

170, 921.69
387,231.02

3,811.18
15, 827. 79

140, 066. 28
37, 548 74
27, 449. 07

7, 623. 67
72, 392. 58
41,487.83
18,040. 86

1,415, 453. 32
107, 813. 36

1, 105, 433. 98
19, 390. 37

116, 67& 28
189, 171. 38
61, 296. 87

459, 959. 94
70, 166. 99
21, 329. 84
5,856. 29
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Electric Short Line Ry. Co ------------- .... ..............
Electric Short Line Terminal Co ........................
El Paso & Southwestern Co -------------------------------

,Emmittsburg R. R. Co ----------------------------------
Evansville & Indianapolis R. R. Co -------------
Fernwood, Columbia & Gulf R. R. Co -------------- .. -------
Flint River & Northeastern R. R. Co ....................
Florida Central & Gulf Ry. Co ----------------------------
Fort Worth Belt Ry. Co ................... 6 --------------

.-Fort Worth & Rio Grande Ry. Co .......................
Fort Smith, Sublaco & Rock Island R. R. Co ................

* Fourche River Valley & Indian Territory Ry ----------------
Frankfort & Cincinnati Ry. Co ---------------------------
Franklin & Pittsylvania R. R. Co ---- _------------------
Fulton Chain Ry. Co ............ -...................
Gainesville & Northwestern R. R. Co ---------.------
Galveston, Harrisburg & San Antonio Ry. Co ..............
Galveston Wharf Co .. .........................
Georgia, Florida & Alabama Ry. Co .......................

rgia Northern Ry. Co., The -----------------------------
Georgia Southern & Florida Ry. Co ------------------------
Glenmora & Weste:n Ry. Co ------------------------------
Grand Trunk Railway Co. of Canada, account of Atlantic &

St. Lawrence R. R. Co.; Chicago, Detroit & Canada Grand
Trunk Junction; Cincinnati Saginaw & Mackinaw R. R. Co.;
Lewiston & Auburn R. R. 6o.; Michigan Air Line Ry ......

Grand Trunk Western Ry. Co -----------------------------
Green Bay & Western R. R. Co ..........................
Gulf, Florida & Alabama Ry. Co., receiver ------------------
Gulf Mobile & Northern R. R. Co -------------------------
Gulf Ports Terminal Ry. Co -------------------------------
Gulf & Ship Island R. B. Co ...-..........................
Gulf Texas & Western Ry., receiver ------------------------
Hamilton Belt Ry. Co ...................................
Harriman & Northeastern R. R. Co -----------------.--
Hartwell Ry. Co -----------------------------------------
Hawkinsvlile & Florida Southern Ry. Co --------------------
-H ill City Ry. Co ............ - ---------------------------
Houston East & West Texas Ry. Co .....................
Houston & Shreveport R. R. Co ---------------------------
Houston & Texas Central R. R. Co ......................
Houston & Brazos Valley Ry. Co., receiver ------------------
Iberia & V uillon R. R. Co ..............................
Illinois Central R. R. Co. and its subsidiaries ..............
Illinois Northern Ry. Co .................................
Indiana Harbor Belt R. R. Co -----------------------------
Jefferson & Northwestern Ry. Co --------------------------
Kanawha & West Virginia R. R. Co--- ....................
Kanawha & Michigan Ry. Co -----------------------------
Kane & Elk R. R. Co ------------------------------------
Kansas City, Clinton & Springfield Ry. Co ................
Kansas City, Mexico & Orient Ry. Co. of Texas ...........
Kansas City, Mexico & Orient R. R. Co., receiver ------------
Kansas, Oklahoma & Gulf Ry. Co., including Kansas, Okla-

homa & Gulf Ry. of Texas ------------------------------
Kentwood & Eastern Ry. Co ------------------------------
Kentwood Greensburg & Southwestern R. R. Co ...........
Kingston Carolina R. R. Co ..............................
Knoxville, Seviervilie & Eastern Ry. Co., receiver ---------
Lake Charles & Northern R. R. Co ----------------------
Lake Erie & Eastern R. R. Co ............................
Lake Erie & Western R. R. Co ----------------------------
LaSalle & Bureau County R. R. Co ...................
Lawndale Railway & Industrial Co -----------------------
Leavenworth & Topeka R. R. Co ........................
Lehigh & Hudson River Ry. Co ---------------------------
Lehigh & New England R. R. Co .........................

$59, 993. 67
3 158. 06

1, 191, 40& 32
-2 497. 62

228, 94.35•71, 480. 05
5, 238. 91

37, 01& 07
30, 931. 54

251,88. 67
5 059. 23

19,413. 43
12, 651. 56
16, 672. 36
3, 410.56

17, 155. 31
500, 148. 14
170, 742. 96
175, 450. 03

7, 132. 37
496 737. 96

391.84

1,363, 392.09
2,171, 829. 18

141, 811.30
253, 684. 92
778, 259. 68

4, 978. 01
425, 969. 75
102, 560. 43

4, 051. 14
10, 547. 80
6, 739. 89

75,000. 00
2, 942. 98

242. 652. 76
28, 023. 39

903 572. 11
78658. 9112 430. 47

13, 689, 078. 57
90, 307. 96

1, 797, 228. 54
48, 362. 49
56, 183. 21

303, 412. 87
1, 532. 22

86, 228. 29
554, 715. 19
4/8 904. 17

302, 770. 22
12, 932. 18
24, 067. 38
3, 779. 32

22, 280. 07
44,477. 00

135, 404. 05
500, 918. 65

375. 09
3, 893. 57
6:363. 35

384,750.94
179, 461. 88
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Liberty-White R. R. Co., receiver -------. .............---
Little Kanawha R. R. Co ----------------------------- ....
Live Oak, Perry & Gulf R. R. Co ---------------------
Long Island R. R. Co ------------------------------------
Lorain & West Virginia Ry. Co ----------------------------
Louisville Henderson & St. Louis R. R. Co ....... ........
Louisiana & Pacific Ry. Co -----------------------
Louisville & Nashville R. R. Co --------------------
Louisville & Wadley R. R. Co ---------------------
Lufkin, Hemphill & Gulf Ry. Co ---------------------------
Macon, Dublin & Savannah R. R. Co --------------------
Maine Central R. R. Co ---------------------------------
Manehestor & Oneida Ry. Co .............................
Manistique & Lake Superior R. R. Co ....................
Marion Ry. Corporation ---------------.----------------
Marion & Rye Valley Ry. Co ---------------------------
Marion & Southern R. R. Co ...--------------------------
Maryland & Pennsylvania R. R. Co ........ . -.............
Maxton Alma & Southbound R. R. Co -................
Meridian & Memphis Ry. Co -----------------------------
Michigan Central R. R. Co ------------------------------
Middletown & Unionville R. R. Co ......................
Middle Tennessee R. R. Co ...............................
Midland Ry., receiver ...................................
Millers Creek R. R. Co ----------------------------
Mineral Point & Northern R. R. Co .......................
Mineral Range R. R. Co ---------------------------------
Minneapolis Eastern Ry. Co ........................
Minneapolis, St. Paul & Sault Ste. Marie Ry. Co---------
Minneapolis Western Ry. Co -----------------------------
Minnesota Northwestern Electric Ry. Co ---------------
Mississippi Central R. R. Co .............................
Mississippi Eastern Ry. Co ------------------------
Mississippi River & Bonne Terre Ry------------------
Mobile & Ohio R. R. Co ----------------------------------
Monongahela Ry. Co ------------------------------------
Monson R. R. Co --------------------------------------
Montana, Wyoming & Southern R. R. Co -----------------
Montpelier & Wells River R. R. Co ----------------------
Morenci Southern Ry. Co --------------------------------
Morgan's Louisiana & Texas Railroad Steamship Co-------
Morgantown & Kingwood R. R. 'Co ---------------------
Moshassuck Valley R. R. Co -----------------------------
Montana & Western Ry. Co ------------------------------
Mount Hood R. R. Co -----------------------------------
Mount Hope & Mineral R. R. Co -------------------------
Mount Jewett, Kinzua & Riterville R. R. Co --------------
Muncie Belt Ry. Co -------------------------------------
Nacogdoches & Southeastern R. R. Co ---------------------
Natchez, Columbia & Mobile R. R. Co -------------------
Natchez & Southern Ry. Co -------------------------------
Nashville Chattanooga & St. Louis Ry --------------------
Nevada-alifornia-Oregon Ry ----------------------------
New Orleans Great Northern R. R. Co -------------------
New Orleans, Natalbany & Natchez Ry. Co ----------------
New Orleans, Texas & Mexico Ry. Co --------------------
New York Connecting R. R. Co --------------------------
New York Dock Ry --------------------------------------
New York, New Haven & Hartford R. R. Co ---------------
New York Central R. R. Co .------------------------
New York, Ontario & Western Ry. Co --------------------
New York & Pennsylvania Ry. Co -------------------------
Nezperce & Idaho R. R. Co ------------------------------
Norfolk Southern R. R. Co -------------------------------
Northampton & Bath R. R. Co ---------------------------
Northern Alabama Ry. Co -------------------------------
Northwestern R. R. Co. of South Carolina -----------------

90261-24-11

159
$8, 104.:28
9,472.28

* 27,712.08
1, 628, 990. 54

38, 237. 40
226, 274. 77

44 511.78
8,931,061.69

7, 419. 78
10,851. 78

106,337. 16
2,872,823. 10

5, 48. 80
38, 86 60

1,.570. 18
12, 883. 32

2, 923. 72
82,063. 16
7,406. 04

44, 553. 49
2, 049, 827. 80

13,803.90
20, 864. 90
34, 724. 00
10,046. 78
8,174. 48

193, 167. 95
19,139. 63

5, 127, 467. 82
20,096. 67
3,383. 00

283, 581. 46
12, 994. 77
74, 629. 28

1, 930, 7X8. 85
432,819. 43

3,28.8.
14, 090. 10
89, 037. 43
19, 380. 92
11, 077. 38
76, 293. 17
19, 200. 78
7,019.21

18, 095. 26
3, 675. 81

18, 220. 83
12, 661. 47

620. 80
3, 722. 91

10, 998. 41
1, 543, 961. 30

20, 719. 09
366, 855. 93
16,805.46

817,01& 75
757, 677. 95

86, 343. 49
14, 708, 406. 26
25, 282, 637. 82695,010. 

38
27, 579. 24

7, 274. 44
1, 311, 700. 63

36, 899, 06
69, 711. 61
15, 186, 15
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Ocilla Southern R. R. Co. (receiver)
Oil Fields Short Line R. R.. Co ...................
Owasco River Ry ............................ -..........
Pacific Coast Ry. Co ....................................
Pacific Coast R. R. Co ----------------------------------
Paris & Great Northern R. R. Co --------------------------
Paris & Mt. Pleasant R. R. Co -----------------------------
Penn Yan & Lake Shore Ry., receiver ----------------------
Peoria & Pekin Union Ry. Co -----------------------------
Philadelphia & Beach Haven R. R. Co ---------------------
Philadelphia & Reading Ry. Co ----------------------------
Pickens R. R. Co . ..................................
Pittsburgh, Chartlers & Youghiogheny Ry. Co ---------------
Pittsburgh & Shawmut R. R. Co ---------------------------
Pittsburgh, Shawmut & Northern R. R. Co -----------------
Pittsburgh & Lake Eris R. R. Co ------------------------
Pontiac, Oxford & Northern R. R. Co .......................
Port St. Joe Dock & Terminal Ry. Co ----------------------
Quanah, Acme & Pacific Ry. Co ---------------------------
Quincy, Omaha & Kansas City R. R. Co --------------------
Raleigh & Charleston R. R. Co .......................
Randolph & Cumberland Ry. Co., receiver
Rapid City, Black Hills & Western R. R. Co ----------------
Raquette Lake Ry. Co ------------------------------------
Raritan River R. R. Co -----------------------------------
Ray & Gila Valley R. R. Co -------------------------------
Rio Grande Southern R. R. Co ----------------------------
Rock Island Southern Ry. Co ------------------------------
Rockingham R. R. Co ------------------------------------
Rome & Northern R. R. Co ..............................
Rutland R . R . Co ----------------------------------------
Salina Northern R. R. Co., receiver ------------------------
The San Antonio & Aransas Pass Ry. Co -------------------
San Antonio, Uvalde & Gulf R. R. Co--------------------
Sandy River & Rangeley Lakes R. R -----------------------
Santa Maria ValleR. R. Co ..............................
Savannah & Statesboro Ry. Co ----------------------------
Seaboard Air Line Ry. Co ---------------------------------
Sharpaville R. R Co receiver ------------------------ ..
Sioux City Terminal hy. Co ...............................
Southern Pacific Co ......................................
South San Francisco Belt Ry --------------------............
Stanley Merrill & Phillips Ry. Co --------------------------
Staten island Rapid Transit Ry. Co ......................
St. Joseph Belt Railway Co --------------------------------
St. JI)seph & Grand Island Ry. Co --------------------------
St. Loufs, San Francisco & Texas Ry. Co --------------------
St. Louis-San Francisco Ry. Co ...... * ---------------------Stewartetown R. R. Co..................
Sullivan County R. R ------------------------------------
Susquehanna & New York R. R. Co ------------------------
Sylvania Central Ry. Co ..................................
Tallulah Falls Ry. o -------------------------------------
Tampa & Gulf Coast R. R. Co ---------------------------
Tampa Northern R. R. Co ------------------------------- 7
Tennessee, Alabama & Georgia R. R. Co., receiver -----------
Tennessee Central R. R. Co., receiver -----------------------
Terminal Railroad Association of St. Louis .............
Toledo & Ohio Central Ry. Co ........................
Toledo, Saginaw & Muskegon Ry. Co ............ --...
Trans-Missssi' I Terminal R. R. Co ................Texa-MidanTW. R ------------------ ------------------
Texas & New Orleans R. R. Co ---------..................
Texas & Pacific Ry. Co., receiver ---------------------------
Texas Short Line Ry. Co .................................
Toledo, Angola & Western Ry. Co -------------------------
Toledo, Peoria & Western Ry. Co --------------------------

$36,684. 00
11, 588. 35

5 200. 42
21, 558. 30
32, 342. 79
23, 111.00
81, 10& 81

3, 631. 66
384, 329. 87

4, 648. 79
9,506, 060. 80

3,239. 47
140, 705. 12
71, 789. 32

200, 281. 91
4,275, 409. 14

173, 700. 93
1 410. 22

72,226. 86
252 363. 98
22 656. 71
17, 788. 09
23, 685. 30
14, 715. 60

104, 305. 19
111,057.30
121, 536. 24
58, 711. 84

8, 952. 11
2,270. 61

620,646. 31
22,086. 24

556, 354. 39
192, 718. 43
36, 534. 07
10, 513. 78

7, 424. 66
7,475, 188. 43

20, 374. 23
21, 623. 22

8, 435, 301. 01
8, 286. 69

32, 482. 71
409, 823. 33
70, 526. 97

536, 867. 32
314, 967. 63

5, 385, 449. 76
2, 163.06

34, 317. 82
79, 950. 61
12, 299. 17
40,979. 24

126, 953. 79
49,819. 02
40, 359. 66

300, 499. 46
1, 69j, 960. 75

619, 686. 90
180, 278. 57
186. 950. 23
158, 367. 54
165, 714. 97

2, 043, 041. 77
9, 275. 67
2, 507. 34

214, 104. 25
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Tonopah & Goldfield R. R. Co.......................
The Ulster & Delaware R. R. Co --------------------------
The Ursina & North Fork Ry. Co ........... ............
Tug River & Kentucky R. R. Co ------------..............
Union Pacific R. R. Co., account of Los Angeles & Salt Lake

R. R. Co.; Oregon Short Line R. R. Co.; Oregon-Washington

161.

$96, 68 84
314,250. 00

4,,159.90
4, 754. 50

Railroad & Navigation Co ------------------------------. 374,293. 41
Virginia Blue Ridge Ry. Co, ------------------------------- 780. 11
Virginia Southern Ry. Co ................................. 8,489.94
Virginian Railway Co ------------------------------------ 168,8. 6
Wabash, Chester & Western R. R. Co --------------------- 21,789. 3&
Wabash Ry. Co --------------------------------------- 2 7 , 9 87. 7
Waupaca-Oreen Bay Ry --------------------------------- 7 16, 74. 8&
Union FreI ht R. R. Co ---------------------------------- 18,504.0
Union Ry. o ------------------------------------------ 25r45. 06
Union Stock Yards Co. of Omaha (Ltd.) -------------------- 69, 780. 81
Vermont Valley R. R. Co -------------------------------- 56, 959. 49
Wadley Southern Ry. Co --------------------------------- 57,767. 15
Washington & Choctaw Ry. Co --------------------------- 2,201.99
Washington & Lincointon R. R. Co ..........---------- 9, 175. 61
Washington & Vandemere R. R. Co ------------------------ 3, 628. 03
Waterville Ry. Co --------------------------------------- 38.9
Waycross & Southern R. R. Co ---------------------------- 4,577. 72
Western Allegheny R. R. Co ........................... 84,226.17
West Virginia Northern R. R. Co -------------------------- 4, 244. 66
Wheeling & Lake Erie Ry. Co-----...................., 826,068. 86
White Sulphur & Hunter2v5lle R. R. Co------- -. _ 12,681. 02
Wichita Northwestern Ry. Co., receivers -------------------- 38, 870. 17
Winfield R. R. Co ------------------------------------- 16,011. 18
Winston-Salem Southbound Ry. Co ------------------------ 150, 768. 36
Wisconsin & Michigan R. R. Co --------------------------- 12,895. 61
Wisconsin & Northern R. R. Co ---------------------------- 73,366. 57
Wood River Branch R. R. Co ------------------------------ 2,372. 02
Woodstock Ry. Co -------------------------------------- 7 123. 47
Woodworth & Louisiana Ry. Co ........................ 2 679.93
Wrightsville & Tennille R. R. Co ------------------------ 6 * . 101:079. 39
Yadkin R. R. Co ---------------------------------------- 11, 007. 59
York Harbor & Beach R. R. Co ---------------------------- 16, 237. 83
Zanesville & Western Ry. Co ----------------------------- 48, 832. 28

Total -------------------------------------------- 297, 756, 373. 32
The carriers to which payments have been made by the Treasury for loans

under section 210 and the aggregate amounts severally paid to them In this
respect are as follows:
Alabama, Tennessee & Northern R. R. Corporation -------------- $489, 000
Alabama and Vicksburg Ry. Co ------------------------------ 1,394, 000
Akron, Canton & Youngstown Ry. Co ------------------------- 212,000
Ann Arbor R. R. Co ---------------------------------------- 65 000
Aransas Harbor Terminal Ry ------------------------------- 50,000
Atlanta, Birmingham & Atlantic Ry. Co -----------------------. 200,000
Baltimore & Ohio R. R. Co ------------------------------ 3,000000
Bangor & Aroostook It R. Co ------------------------------ 200000
Birmingham & Northwestern Ry. Co ------------------------- 75,00
Boston & Maine R. T ---.------------------------------------ 26,705,479
Buffalo, Rochester & Pittsurgh Ry. Co ----------------------- 1,000,009
Cambria & Indiana R. R. Co -------------------------------- 250000
Carolina, Clinchield & Ohio Ry. Co ----------------------- 10, 000000
Central of Georgia Ry. Co ---------------------------------- 237, 900
Central New iingland Ry. Co ------------------------------- 300,000
Central Vermont Ry. Co ------------------------------------ 193,000
Charles City Western Ry. Co ------------------------------- 140,000
Chesapeake & Ohio Ry. Co ---------------------------------- 9 , 097, 00
Chicago & Pastern Illinois R. R. Co., receiver ------------------ 785, 000
Chicago Gre0f Western R. R. Co ---------------------------- 2,685, 373
Chicago, Indianapolis & Louisville Ry. Co --------------------- 200,000
Chicago, Milwaukee & St. Paul Ry. Co --------------------- 70,340,000
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Chicago, Rook Island & Pacific Ry. Co ........... -$9,862,00
Chicago &Western Indiana R. R. Co----------- - 8,000,00
Cisco' Northeastern Ry. Co -------------------------------- - 23,,459
Cowlitz, Chehalis & Cascade Ry. Co ---------- --. -------------- 45 0
Cumberland & Manchester R. R. Co ..----------------------- 375,000
Erie R. R. Co -------------------------- 11,574,450
Evanivilie, Indianapolis & Terre Haute Ry. Co- ---------------. 400,000
Fernwood, Columbia & Gulf R. R. Co ------------------------- 3 000
Fiemingsburg & Northern R. R. Co -------------------------- - -7 250
Fort Dodge, Des Moines & Southern R. R. Co ------------------ 200, 000
Fort Smith & Western R. R. Co., receiver- ------------------ -156,000
Gainesville'& Northwestern R. R. Co ---------------- ---------- 75, 000
Georgia & Florida Ry., receiver ------------------------------ 792,000
Great Northern Ry. Co ------------------------------------- 33, 490,000
Greene County R. R. Co ------------------------------------ 60,000
Gulf, Mobile & Northern R. R. Co --------------------------- 1, 433, 500
Hocking Valley R. R. Co --------------------------------... 1 665,000
Illinois Central R. R. Co ----------------------------------- '4, 440, 000
Indiana Harbor Belt R. R. Co ------------------------------- 579, 000
International & Great Northern Ry. Co., receiver of ------------ 194, 300
Des Moines & Central Iowa R. R., formerly the Inter-Urban Ry.C o ------------------------------------------------------ 683 500
Kansas City, Mexico & Orient R. R. Co., receiver -------------- 5, 000, 000
KaMMs City Terminal Ry. Co ------------------------------- 580,000
Lake Erie, Franklin & Clarion R. R. Co ------------------------ 25,000
Long Island R. R. Co., The --------------------------------- 719,000
Louisville & Jeffersonville Bridge & Railroad ------------------ 162, 000
Maine Central R. R. Co .----------------------------------- 2 373 000
Minneapolis & St. Louis R. R. Co ---------------------------- 382:000
Missouri, Kansas,& Texas Ry. Co. of Texas, receiver ------------ 450 000
Missouri & North Arkansas Ry. Co --------------------------- 3,500000
Missouri Pacific R. R. Co ----------------------------------- 10,071,760
National Railway Service Corporation ------------------------ 11,437, 880
New Orleans, Texas & Mexico Ry. Co ------------------------- 234 000
New York Central R. R. Co --------------------------------- 26, 775,000
New York, New Haveh & Hartford R. R. Co ---------------- 24, 130,000
Norfolk Southern R. R. Co ---------------------------------- 1,666,000
Northern PacificRy. Co ..................................... ; 6, 000,000
Pennsylvania R. R. Co -------------------------------------- 12,480,000
Peoria & Pekin Union Ry. Co ------------------............... 1,799,000
Rutland R. R. Co ----------------------------------------- 61, 000
Salt Lake & Utah R. R. Co ------------------------------ 1,000,000
Seaborad Air Line U. R. Co ------------------------------- 15, 457, 400
Seaboard-Bay Line Co., The --------------------------------- 4,400,000
Shearwood Ry. Co ---------------------------------------- 29 000
Tathpa Northern R. R. Co --------------------.. ------------ 100,000
Tennessee Central Ry. Co -------------------- ------------- 1, 500,000
Terminal Railroad Association of St. Louis ---------------------- 896 925
Toledo St. Louis & Western R. R. Co., receiver --------------- 692 000
Trans-Mississippi Terminal R. R. Co -- ------------------------ 1,000,000
Virginia Blue Ridge Ry. Co --------------------------------- 106 000
Virginia Southern R. R. Co ...------------------------------- 38,000
Virginian Ry. Co., The ---.--------------------------------- 2,000,000
Watrloo, Cedar Falls & Northern Ry. Co ------------------- 1, 320, 000
Western Maryrand Ry. Co ----------------------------------- 3, 422, 800
Wheeling & Lake Erie Ry. Co ------------------------------- 3,460,000
Wilmington, Brunswick & Southern R. R. Co ------------------- 90,000
Wichita Northwestern Ry. Co ------------------------------- 381, 750

Total --------------------------------- --- 347, 200, 667
Repayments on loans under section 210 have been made as follows:

Alabama, Tennessee & Northern R. rk. Corporation ---------- $55, 000. 00
Ann Arbor R. R. Co ------------------------------------- 240,000. 00
Atlanta, Birminpham & Atlantic Ry. Co -------------------- 20,000.00
Baltimore & Ohio R. R. Co ----------------------------- 100,000. 00
Bangor & Aroostook R. R. Co ----------------------------- 48. 000.00
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Boston & Maine R. R . -------------------------------- $5, 000,00 .0
Cambria .& Indihua BR. "IC * - . 200ov00
Carolinia, Clinehfleld & Ohio Ry. Co-..... . 10,000, 00
Central of Georgia Ry. Co ------------------------------ 47, 80. 00
Central Vermont Ry. Co ...... -.... -------- ------------- 26t 000. 00
Chesapeake & Ohio Ry. Co ------------------------------ 1,023,976. 03
Chicago Great Western R. R. Co ------------------------- - 480,000.00
Chicago, Indianapolis & Louisville Ry. Co ------------------ 45 000.00
Chicago, Milwaukee & St. Paul Ry. Co ------------------- 85,340,000.00
Chicago & Western Indiana R. R Co ----------------------- 281,000. 00
Fernwood, Columbia & Gulf R. R. Co ---------------------- 8,000.00
Great Northern Ry. Co ---------------------------------- 31,888,000.00
Greene County R. R. Co -------------------------------- 12,000.00
Indiana Harbor Belt R. R. Co ---------------------------- 579 000.00
Illinois Central R. R. Co --------------------------------- 4, 440 000. 00
International & Great Northern Ry. Co., receiver ------------ 194, 300. 00
Kansas City, Mexico & Orient R. R. Co., receiver ------------ 2,500,000. 00
Lake Erie, Frnklin & Clarion R. R. Co 8,--------------------. 61250.00
Lon Island R. Co.. ----------------------------------- 719 000.00
Louisville & Jeffersonville Bridge & Railroad Co ------------- 15 000. 00
Missouri, Kansas & Texas Ry. Co. of Texas receiver --------- 60, 000. 00
Missouri Pacific R. R. Co -------------------------------- 4,602,000. 00
National Railway Service Corporation -------------------- 1, 338,090. 86
New Orleans, Texas & Mexico Ry. Co ---------------------- 234,000. 00
New York Central R. R. Co ------------------------------ 26, 775 000.00
New York, New Haven & Hartford R. R. Co ----------------- 20 000. 00
Norfolk Southern R. R. Co ------------.------------------ 57,700. 00
Northern Pacific Ry. Co ---------------------------------- 6,000,000.00
Pennsylvania R. R. Co - --------------- ---------------- 12, 480,000.00
Peoria & PekinUnion Ry. Co ----------------------------- 2,000.00
Rutland R. R. Co -------------------------------------- 61,000,00
Salt Lake & Utah R. R, Co -------------------- ----------- 111,700. 00
Seaboard Air Line Ry. Co ------------------------------ 500 .00
Seaboard Bay Line Co ----------------------------------- 318,000.00
Tampa Northern R. R. Co ---------- --------------------- 100,000.00
Terminal Railroad Association of St. Louis ------------------ 896, 925. 0
Toledo St. Louis & Western R. R. Co., receiver -------------- 92,000. 00
Trans-Mississippi Terminal R. R. Co ---------------------- 1,000,000. 00
Waterloo Cedar Falls & Northern Ry. Co ------------------- 60,000. 00
Western Maryland Ry. Co ------------------------------- 500,00. 00

Total ...... -------------------------------------- 148, 706, 521.89
The carriers which have paid into the Treasury excess earnings during the

guaranty period pursuant to the provisions of section 209(d) of the transporta-
tion act, 1920, as amended, and the amounts severally paid by them to the United
States are as follows:
Ahnapee & Western Ry. Co ------------------------------- $2, 940. 39
Barre & Chelsea R. R. Co ------------------------------------ 25, 391. 33
Carolina R. R. Co ------------------------------------------- 910. 78
East Tennessee & Western North Carolina R. R. Co ------------ 10,473. 42
Ironton R. R. Co -------------------------------------------- 1, 932. 77
Kewaunee, Green Bay & Western R. R. Co --------------------- 260. 50
Lake Tahoe Railway & Transportation Co -------------------- 5, 004. 23
Louisiana Western It. R. Co ------------------------------------ 168, 397. 58
Massena Terminal R. R. Co ---------------------------------- 7 399. 44
South Manchester R. R. Co ---------------------------------- 1, 079. 16

Total ------------------------------------------------- 223, 789. 60
NoTE.-The payments above mentioned are in addition to disbursements made

to carriers by the Director General of Railroads.
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STATEMENT OF ROBERT G. HAND, COMMISSIONER OF AC-
COUNTS AND DEPOSITS, DEPARTMENT OF THETREASURY

Senator JONES of New Mexico. Mr. Hand, who was it that made
up the estimates of the income and profits taxes for the regular Budget
estimate of December 5, 1921?

Mr. HAND. My recollection is that that was the Government
actuary's estimate.

Senator JONEs of New Mexico. Who is that? Give his name.
Mr. HAND. Mr. McCoy.
Senator JONES of New Mexico. Who made up that estimate for

Jul 11, 1922, income and profits tax? ,
Mr. HAND. Mr. McCoy, the Government actuary, as I recall it.
Senator JONES of New Mexico. Well, as you recall it; you are the

one who compiles these various estimates and makes up the totals
in the department?

Mr. HAND. No, sir; I get for the Undersecretary estimates for the
income and profits taxes from the Government actuary, Mr. McCoy,
and from the Commissioner of Internal Revenue. Now, if those esti-
mates do not agree, then they are laid before the Undersecretary with
the request that he call a conference of those men and talk over
the matter with them, and see the basis on which the estimates were
prepared and try to get the estimates to come together as near as
possible, 3r find out the basic reasons for the difference. The same
situation exists with respect to estimates for the customs, where the
director of customs submits estimates and the Government actuary
submits estimates of customs receipts.

Senator JoNEs of New Mexico. Well, now, was there any difference
between the Budget estimate and the actuary's estimate for that
report of December 5, 1921, on the income and profits tax?

Mr. HAND. I don't think so, in 1921.
Senator JONES of New Mexico. Is there any difference between the

actuary and the Director of the Internal Revenue Bureau?
Mr. HAND. No; my recollection is that the estimates were the same.

In fact, they corresponded exactly. That is, the Internal Revenue
Bureau's estimates and the Government actuary's estimates all
through, up to the fiscal year 1921, coincided.

Senator JONES of New Mexico. Was the bureau's estimate and the
actuary's estimate of July 11, 1922, the same?

Mr. HAND. I can't recall that, Senator.
Senator JONES of New Mexico. I wish you would furnish us-you

have those estimates id your files, haven't you? You have those esti-
mates of both the actuary and the bureau?

Mr. HAND. -Yes, sir.
Senator JONES of New Mexico. Well, I wish you would furnish us

those estimates for each one of those dates-the estimate of the
actuary and the estimate of the bureau for each one of those dates;
and where they. differed regarding any of these items, furnish us with
the estimates of both, if there was any difference between the esti-
mate of the bureau and the estimate of the actuary regarding any of
these figures on any of these estimates.

Mr. HAiD. Yes, sir; I will have to get some of those from the
Budget, because as to some of these unofficial estimates I don't know
what the basis was.
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Senator JoNEs of New Mexico. Do you mean that the, Budget
makes up a separate estimate of the whole thing from the department?

Mr. HAND. At times they may make their own estimates of howthings are going, for unofficial purposes.
Senator JOiNis of New Mexico. For unofficial purposes?
Mr. HAND. Yes; like the speech of the Director of the Budget. It

might state "from present indications of collections of customs and
from the internal-reyenue receipts, it would appear that the surplus
for the present fiscal year will change to the extent of such and such
a figure." He has his own employees working on those things.

Senator JONES of New Mexico. How can he get at the receipts?
Mr. HAND. They are published each day in the daily Treasury

statement. He watches them from that and he has the files of prior
statements and can form his own conclusons.

Senator JONES of New Mexico. Then, are we to understand that
the regular annual estimates are made up by getting reports from the
Budget and from your actuary, but these unofficial statements aregotten up by the Budget alone_
. Mr. HAND. In some cases they have been Senator, and in others
they have not. For instance, in the case of this speech of July 11
by the President before the business organization of the Government,
the Director of the Budget called on each department for estimates
of receipts and expenditures for the fiscal year 1923. The Treasury
at that time got official figures from the Internal Revenue Bureau,
the Government actuary, and the director of customs, to go into those
figures.

Senator JONES of New Mexico. Who got that?
Mr. HAND. The Undersecretary of the Treasury, to go into the

figures for July 11, 1922.
Senator Jo -s of New Mexico. I would like those figures from the

different bureaus.
Mr. HAND. We can furnish those..
Senator JONES of New Mexico. And the actuary's figures. I want

to just see who made up the estimates on those items for each one of
those estimates in order to find out how they differed, if they differed
at all.

Mr. HAND. From the actual?
Senator JONES of New Mexico. No; how the estimates of the dif-

ferent bureaus and the actuary's differed, if at all, in making up these
different estimates.

Mr. HAND. The estimates in the annual report of the Secretary
of the Treasury and in the Budget are the real official estimates.
Now, may I present those separate and distinct from these unofficial
estimates

Senator JONES of New Mexico. What I want to get at is to know
how each one was made up. Now, if the official estimates which
went into the report were all made up in the same way, I think it
would be very well to have those put together and then the unofficial
estimates, a statement regarding them, as to how they were made up
and who did it.

Mr. HAND. Yes.
Senator JONES of New Mexico. The reason--
Senator HARRISON. When did the President veto the soldier bonus

bill?
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The CAMMAN. In the fall of 1922.;
Senator HARRiSoN. Were these estimates of July 11, 1922, in the

speech in which he discussed the bonus and said because of the great
deficit it would be impossible, and that we should not pass the bill

Mr. HAND. I don't recall. Those speeches were published.
Senator SIMmoNS. This estircate for July 11, 1922 was made for

the benefit of the President to enable him to make this speech.
Mr. HAND. Simply.for him to make this speech before the business

organization of the Government.
The CHmRMAN. That was the first meeting called by the President

of all the heads of the departments and the organizations of business
of the department.

Senator *JONES of New Mexico. The President made a speech in
the Senate on the 8th of August, 1922, if I recollect correctly, in
which he referred to the deficit, and so on. That is when he requested
that the bonus bill be re-referred to the committee. Was there any
estimate made up for that'speech? Was there any estimate made up
at that time other than the July 11, 1922, estimate?

Mr. HAND. No, Senator; no other than we have furnished you
here. We have combed the department and found every estimate
given out for the fiscal year 1923 that we could find any record of,
whether unofficial, official, or what not.

Senator JONES of New Mexico. Then, when the President on
August 8 made his speech in the Senate, the estimate on which he
based his statement at that time was this estimate of July 11, 1922?

Mr. HAND. Well, we have no knowledge of any other having been
made in the meantime.. . ...

Senator JONEs of New, Mexico. I don't think it is necessary for me
to try to go any further until we get those statements.

Mr. WiNSTON. Senator Smoot, we have here Mr. Nash, who was
asked to come here from the Internal Revenue Department in con-
nection with the estimate for the miscellaneous taxes for 1925.

The CHAIRmAN. Senator Jones asked him to come up..
Senator KING. Before that is done, may I inquire in regard to

the President's message transmitting Mr. Daviss report, the Di-
rector General of Railroads, in regard to the item of $600,000,000,
which it is claimed the Railroad Administration should return to
the Treasury in unexpended balances, cash, and definitive obliga-
tions. Do you expect any part of that for the current fiscal year,
and if so how much?

Mr. W;NSTON. That cash has not gone out of the Treasury, so it
is not considered.

Senator KINo. That may not be considered an asset upon which
we may draw for the expenditures of the fiscal ear 1925?*

Mr. WINSTON. No; that is not an asset. what is money they
have not used that they might have used. ; Those receipts that
come in from the sale of securities are used as a reduction of expendi-
tures and not as separate receipts.

Senator JONES of New Mexico. Mr. Hand, in a letter to Mr.
Fordney, dated April 30, 1921, reference is made to a revised esti-
mate of receipts and expenditures of 1921 and 1922. 1 wish you
would give me some information regarding 4hat revised estimate
or any other revised estimates which were officially made for those
years.
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Mr. HAND. Yes, sir.
Senator JONES of New Mexico. And there was a letter also to Mr.

Fordney, dated January 24, 1922, which refers to revised estimates.
I wish you would get the same information regarding that, and in
the Magazine of Wall Street, July 8, 1922, page 329, there was an
interview given to Theodore M. Knappen, in which it was stated at
that time:

It appears that there will be some surplus of receipts over expenditures In 1922,
but a substantial deficit, $484,000,000, in 1923.

Mr. WiNsTON. With whom was that interview?
Senator JONES of New Mexico. That was an interview given to

Mr. Nappen. I have not the statement here as to who gave it, but
I understand it was some one in the department.

Senator IA-tItsoN. Mr. Kuappen is the correspondent of that
journal, I presumeI

Senator JONES of Nev Mexico. Yes; and I would like to know
about that estimate as well. On October, 1922, there was published
in the Nation's Business, pages 14 and 15 the statement of Mr.
Gilbert, Undersecretary of the Treasury. i should like to get at
the basis of that estimate and who made it, and the same information
regarding that as with reference to these other items.

Senator WATSON. Senator, I wonder if we couldn't take all these
matters up with our subcommittee I should think that, being a
matter of inquiry and investigation upon these estimates, we could
properly take it up there, because unless we expect to question the
evidence on which we are basing the present bill, these answers do
not bear on the proposition this committee has in hand. It might
very properly be a subject for investigation as to erroneous esti-
mates, but I thought out subcommittee might take it up.

Senator Jo.Fs of New Mexico. It is immaterial to me where it is
taken up, just so it is taken up.

Senator WA4TSON. I am entirely willing that it be taken up by our
subcommittee.

Senator Jo0-ES of New Mexico. There is a statement made
June 30, 1922, in which the Budget was estimated at $845,000,000
deficit for 1923. That was published in the New York Times of
July 1, 1922, and the Commercial and Financial Chronicle of July
15, 1922, at page 257.

Senator EIHNST. Do they purport to be estimates made by the
Treasury Department?

Senator JONES of New Mexico. From information obtained from
the Treasury Department, there was a message to Congress vetoing
the bonus bill, in which it was said, "There is an estimrated deficit
of more than $650,000,000." That wits the message of the President
vetoing the bonus big, September 15, 1922. That was an estimate
for the current fiscal year, und a further deficit for the next succeeding
year. Whatever that statement was in the President's message
vetoing that report, T would like to have the same information on
that as to the others. Then, on January 29, 1923, the President
read a message to the business organization of the United States
Government.

Mr. WINSTON. That appears in the fourth column of this list
submitted to you.
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Senator JONES of New Mexico. In which the state of the finances
was reviewed.

Mr. WINSToN. That is shown in that fourth column.
Senator JONES or New Mexico. That was read by the President,

and is besed on that estimate that was given at that time?
Mr. WINSTON. Yes, sir.
Senator JoNES of Ne Mexico. Now, on July 3, 1922, the Treasury

Department released a statement for publication reviewing the
finances of the country d

Senator SIMMONS.. at date?
Senator JONES of New Mexico. July 3, 1922.
Mr. WINSTON. Do you mean July 2, 1923?
Senator JoNEs of New' Mexico. No; I mean July 3, 1922. The

Treasury issued a statement which was released as of that date.
Mr. WINSTON. That is the usual statement as to the'result of the

fiscal year which we issue every year.
Senator JONES of New Mexico. Now, there was a statement

given out by the Director of the Budget, General Lord, January 29,
1923.

Mr. WINSTON. That must be the same statement as read by the
President.

Senator Jo.NES of New Mexico. Yes; you are right about that.
The Budget also made a statement March 1, 1923.

Mr. WINSTON. Is that March 1 or April 1?
Senator JONES of New Mexico. March 1, 1923, my informant

fixes it. I wish you would see if there was such a statement. Now,
Mr. Nash, who makes up these estimates of these various items here?

STATEMENT OF CHARLES R. NASH, ASSISTANT COMMISSIONER
OF INTERNAL REVENUE

Mr. NASH. The estimates are prepared in the accounts and collec-
tions unit from statistics on file in that unit as to collections from
these sources for previous years.

Senator JONES of New Mexico. Who is at the head of that?
Mr. NASH. Mr. Miers is the head of the unit.
Senator JONES of New Mexico. And to whom is this report givenI
Mr. NASH. The report is submitted through my office over to the

Secretary's office.
Senator JONES of New Mexico. What is your office?
Mr. NASH. Assistant to the commissioner.
Senator JONES of New Mexico. Of internal revenue?
Mr. NASH. Yes, sir.
Senator JouqES of New Mexico. Now, what items do you compile

in your office?
Mr. NASH. I go over, review, with Mr. Miers, the estimates which

have been prepared in his office and approve them.
Senator JONES of New Mexico. Does .his office cover the whole of

the bureau?
Mr. NASH. Yes, sir.
Senator JONES of New Mexico.-Including the income tax, etc.?
Mr. NASH. Yes, sir; it includes the supervision of all collections.
Senator JONES of New Mexico. Well, does he make up the estimate

of the income-tax receipts?
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Mr. NASH. The estimate of the icome tax is prepared partly
fromn the information on file in Mr. Miers's office, and partly from
information furnished by the income-tax division.

Senator JONES of New Mexico. Who compiles it?
Mr. NASH. This estimate was prepared in Mr. Miers's office, and

the income-tax estimate, I will say, I assisted somewhat in the
preparation of at that time, and finally approved it.

Senator JONES Of New Mexico. Did you prepare that estimate of
Jul 11, 1922?

Mr. NASH. No, sir.
Senator JONES of New Mexico. Who did?
Mr. NASH. I don't know. I was not in the bureau at that time.

That was prepared shortly after I came to Washington.
Senator JONES of New Mexico. Would Mr. Miers know who pre-

pared it?
Mr. NASH. Mr..' Miers, I do not believe, was in the unit at that

time, either.
Mr. MIEzs. I was in the unit but I had nothing to do with the

preparation of that estimate.
senator JONES of New Mexico. Who did have charge of the prepar-

ation of that estimate, either in office or out of office now?
Mr. NASH. Mr. Batson was deputy commissioner in charge of

income-tax matters at that time.
Senator JONES of New Mexico. Where is he?
Mr. NASH. He is an attorney here in Washington. I don't know

whether Mr. Batson prepared the estimate, but he was in charge of
the income-tax unit at that time.

Senator JONES of New Mexico. Well, the data, as I understand
from Mr. Hand, is still on file in the office and that can be shown.

Mr. NASH. Yes, Sir; I assume it is.
Senator JONES of New Mexico. I don't think it well to go ahead

with this matter until we get the data I requested of Mr. Hand.
Mr. WiNSTON. Will you want Mr. Nash and Mr. Hand to come

back at the next meeting, or will you send for them when you do
want them?

Senator JONES of New Mexico. We will send for them when we
want them. I want to examine that information first.

The CHAIRMAN. Is there anything else you wish of Mr. Winston?
Senator JONES of New Mexico. No; not of Mr. Winston., If there

is anything, we can call him again.
(Whereupon, at 12.05 o'clock p. m., the committee adjourned until

to-morrow, Tuesday, March 18, 1924.)
(The documents referred to above are as follows:)

ESTIMATES FORMING BASES OF SPECIAL ARTICLES AND LETTERS INDICATED
BELOW, WITH SUPPORTING DOCUMENTS

1. Address of the President of the United States at the second annual meeting
of the business organization of the Government, July 11 1922, with an address
also by Gen. H. M.Lord, Director of the Bureau of the budget.

2. Article in Wall Street Journal under caption "Where the Treasury stands,"
by Theodore N. Knappen. Secretary's letter of April 14, 1922, to chairman of
Senate Committee on Finance.

3. Article in Nation's Business of October, 1922, under caption "A report to
United States stockholders," by S. P. Gilbert, jr., Undersecretary of the Treasury.

4. Secretary's letter of April 30, 1921, to the chairman of the Committee on
Ways and Means.
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5. Mpcretary's letter of January 24, 1922, to the chairman of the Committee on-Wa-a And Mean&--v'thout supporting documents, the estimates being the s&q
as rn Secretary's annual report for the fiscal year 1921, for, which supporting
documents have been rendered.,

6. Treasury press release of July 3, 1922.

ADDRESSES OF THE PRESIDENT O THE UNITED STATES AND TE DIRECTOR
THE BUREAU OF THE BUDGET AT THE SECOND ANNUAL MEETING OF THE
BUSINESS ORGANIZATION OF GOVERNMENT IN THE AUDITORIUM OF THE NEW
NATIONAL MUSEUM, JULY 11, 1922

ADDRESS OF THE PRESIDENT

Gentlemen of the Government's business organization, it Is with sentiments
of especial satisfaction that I come before you to-day to address the second annual
meeting of executives constituting the business establishment of the Government.
It is a satisfaction, because I am privileged to acknowledge your ver great
accomplishments in behalf of better administration and of governmental econ-
omies which have been effected within the year by reason of this new step toward
better business organization in the Government. To-day's Is the third meeting
of the representatives of the Government's routine organization and the second
annual meeting. At this first milestone we pause to examine to what extent
our early expectations have been realized. I think that due examination must
show that we have been on the right track, and we may proceed with renewed
assurance along the highways of governmental economy and efficiency.

The. report of the Director of the Bureau of the Budget for the fiscal year
ending June 30, 1922, is a record of real achievement of which you may all be
proud, for without your intelligent and hearty cooperation this gratifying result
would not have been possible. Last August it. was estimated, on information
furnished by those speaking for the spending agencies of the Government, that
withdrawals from the Treasury for the fiscal year just terminated would be
$4,554,000,000. The last Treasury estimate shows this figure was reduced to
$3,795,000,000 a reduction of $759,000,000.

The best estimate of receipts for the current fiscal year Is $3,074,000,000, while
estimated expenditures are placed at $3,771,900,000, an apparent excess of ex-
penditure amounting to $697,000,000.

But the past year s experience has demonstrated that we need not be unduly
concerned over such prospective deficits when we have the benefit of the Budget
organization and of your cooperation. Last year, in the annual report on the
Budget a deficit of $24,000,000 was forecasted; instead we closed- that fiscal
year with a surplus of receipts over expenditures amounting to $318,000,000.
This despite that the Government's receipts in that year fell off .$1,515,000,000.
That is, the Government reduced by $1,515,000,000 the amount which it col-
lected from the people, and yet, because it was able to prune its expenditures
by $1,743'000,000, I. produced an actual surplus. That is certainly a gratifying
accomplishment, which ought to ins ire every one of you to continuing and
greater efforts in the coming year. There is an offset due to last ybar's opera-
tions of $272 000,000, which represents the general balance in the Treasury at
the close of the fiscal year 1922.
* The prospective net deficit of $425,000,000 for the current fiscal year is a
challenge to us all. We must here resolve that through our efforts expenses
will be kept within income. There must be utmost economy. There have
been established those business principles and procedures which are capable of
bringing further economy during the current year, and I look to the Govern-
ment's executives for still closer scrutiny of their activities and attendant ex-
penditures. If in your jurisdictions you find activities and expenditures that
can properly be curtailed or eliminated I admonish you to do it- if the laws
do not leave it within your power to ao this, submit it to the President for
recommendation of congressional action. The business head of the Govern-
ment does not and can not contemplate or expect that expenditures this year
will exceed income. If they do, it will be regarded as most unfortunate; 'and
therefore I bespeak your fullest cooperation.

The work of the coordinating boards has emphasized the great need to con-
sider the Government's business as a whole rather than as an uncorrelated
organization of loose parts. Every one of you needs to realize that your serv-
ices belong to the Government as a whole, and not to the subordinate part of
it to which you happen to be attached. We need broader vision to get this
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full picture and the coordinating boards have been helping us: toward it, ! They
have been developing a real esprit which -was formerly almost completely lacking,
Of this, GeneralLord, the now: Director of the Budget, will tell: you in more
detall..

During the fiscal year just closed deficieny and supplemental estimates
amounting to $661,251,409 were submitted to Congress. i Many were unavoid-
able, because of war-time conditions; but as the war recedes we should have
c .tantly less occasion for deficiency estimates.+' Congress chafes under these
coa(ltions and executive policy can not countenance, abuses In this direction.
Atr the Civil War the deficiency habit became so strong that Congress enacted
an "antideficiency act," with which you. are. all familiar, and with which ,the
Executive expects a wholehearted compliance. I can not overstate -.he Im-
portance of this policy, and responsible officials will be held strictly toiscountfor its observance. I . . . .' . +.

In one Government department a 'portion of each appropriation Is, a aside
at the beginning of the year as a "general reserve" against which no obligations
can be set up except by the specific authority of the department's head. The
department is then restricted to the balance remaining, the reserve being drawn
upon only for unforeseen contingencies. I earnestly recommend .this pro-
cedure to all of you. .

The total estimated appropriations for .1923, including supplemental, were
$3,911,448,000 including the Postal Service; while total appropriations amount
to $8,747,035,00 a reduction of $164,413000 from the estimates, exclusive of
about $60,000,0@0 not estimated for in the Budget. The difference is relatively
small, considering that estimates for the fiscal year just closed were nearly
$1,000,000,000 more than the appropriations. It is hoped that. with more
experience, estimutes and appropriations may be brought still closer together.

The alternative budget submitted under this act has brought together for the
first time in one bill all the appropriated funds of each department, so that it is
no longer necessary to search a number of bills In order to learn the appropria-
tion for a department.

The Comptroller General has issued a classification of objects of expenditures
which became effective July 1, and is the first step toward a uniform accounting
system, so urgently needed.

The preparation of estimates for the fiscal year 1924 is the next immediate
duty. For that year, estimated receipts are U,198,000,000, or approximately
$600,000,000 less than the appropriations for the current year plus authoriza-
tions for expenditure not included in the appropriations. We must all keep con-
stantly in mind fhat the probable receipts for 1924 will not permit as liberal
appropriations as for 1923. In that connection, I may say frankly to you that I
will not send to Congress estimates exceeding the probable receipts of the Gov-
ernment, and I must warn you that unless you use your prunung knives, the
Executive will be compelled to cut deeply the estimates presented.

Our country Is one of the few in the world which is now paying its way as it
goes, and I must regard with disfavor any tendency to interfere with this con-
dition or to increase taxes. • "

As heretofore, the Director of the Bureau of the Budget will have the full
support of the Executive, and I bespeak for him your cheerful and wholehearted
support. The blazing of the path of economy is no easy task. Expenditure is
too often applauded, where earnest watchfulness for economy goes unnoticed,
except for complaint. But there Is a great compensation for the service done.
It lies in the consciousness of doing the thing necessary to make government
more stable, to make burdens less difficult to bear, and to make our Government
an example to others and an example to the citizenship which it is meant to serve.

ADDRESS OF GEN. H. M. LORD, DIISECTOR OF THE BUREAU OF THE BUDGET

Mr. President, gentlemen of the coordinating boards, and members of the busi-
ness organization of the Government, June 10, 1921, the President approved an
act of Congress which gave the United States Government a budgetary system.
December 5, 1921, the President submitted to Congress the first Budget under
this act.

This, however, was not the first real budget submitted to an American Congress.
January 5, 1790, Alexander Hamilton, the then Secretary of the Treasury,
submitted to Covaress a comniete actual budw.t-a detailed statement of ex-
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pected income and proposed expenditure for that fiscal and calendar year. • There
were also In this budget statements covering the condition of the Treasury and
recommendations for the raising of additional funds which would be necessary if
the program of expenditure were approved by Congress. This budget of 1790
was enacted into law as one complete measure carrying all of the appropriations
of the Government. This simple business procedure was continued until 1794,
when a process of decentralization began. Some of the fundamental budgetary
features were continued for 30 years, but theprocess of decentralization con-
tinued until the budget law of 1921 went Into effect, when, Instead of one appro-
pration bill covering the Government's activities, there were 14 Independent

bills considered by 8 independent committees.
Under this unfortunate decentralization of the Government's estimating and

appropriating activities there was necessarily a lack of coordination in our
Government s finances and its financial operations, which finally compelled the
adoption of a system which in its fundamentals approximates the system insti-tuted by Alexander Hamilton 132 years ago.

To get a proper conception of the problem that faced the administrators of the
Budget and accountingact, it is necessary to discuss in some detail the proceduresthat obtained under the decentralized system of estimating, appropriating, andexpendingprior to the fiscal year 1922.

With the beginning of each fiscal year the work of preparing estimates forfunds for the year which began 12 months later engaged the attention of depart.
mental officials who were charged with this work. These great departments ofthe Government comprise within themselves many and varied activities. For
the purposes of administration they are organized into divisions, branches, sec-
tions, and subsections. At the head of these divisions and branches wore officials
who had the definite conviction that the one urgent need of the hour was to
secure sufficient funds to permit their activities to function to the fullest extent,without regard to the needs of other departments of the Government or the
condition of the Treasury. While there Were shining exceptions, in most in-
stances the estimates as finally submitted to the head of the department reflectedthe collective opinion of various subordinates in the department interested almost
exclusively in their own activities. I am not criticizing these faithful, able, and
devoted Glovernment officials because they are interested in the governmental
activity with which they are connected. If they are not interested In their own
special tasks, they are very indifferent Government servants and should be sepa-rated from the . Their initiative and pride of accomplishment and sense
of the dignity of their jobs should be controlled and directed, not eliminated,but until the establishment of the Bureau of the Budget there seemed to be no

agency of direction or control. Congress rdcognized this condition of affairs,
and In 1913 attempted to remedy it by enacting a law providing for the selection
by the head of each department or independent establishment "of an officialcharged with the duty of supervising the classification and compilation of esti-
mates, but this law failed to accomplish In the measure expected the purpose forwhich it was enacted. There were, however, honest and intelligent attempts to
study, classify, and modify the estimates, but it was rather expected that the esti-

mating agencies would ask for all they thought they could et, and it was thoughtIn many cases bureaus asked for more than they needed in order to allow for
congressional reduction. As a result of this lack of systematic, scientific, and
intelligent study, the estimates have very generally been much greater than the
appropriations. From 1890 to 1922 the "estimatessubmitted to Congess by the

various spending agencies'of the Government were $23,000,000,000 in excess ofthe amounts appropriated. In all these years Congress has been the only barrier
between the Trdesury and trouble.

These estimates from the various departments and bureaus, prepared in this
unscientific way, were forwarded to the Secretary of the Treasury, who gatheredthem in a so-called Book of Estimates and, without further consideration, sub-
mitted them to Congress, which was all that he was expected to do and all that
he could do under the authority given him; so that whatever may have been
accomplished in the departments i the way of study and analysis of the esti-mAtes, there was absolutely no comparison of the estimates from one department
with the estimates from the other departments, for the purpose of eliminating
duplication of effort a~nd consequent expenditure, and again there was no com-parison of the estimates of proposed expenditure with probable revenues for the
period for which the estimates were p ered with a view to the modification of
such estimates and their adjustment to Treasury conditions.
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CONGRESS AND THE ESTIMATE

These estimates, carrying various expensive schemes and costly, experiments,
swollen beyond reason in the endeavor to give Congress something to cut-
these estimates brought together in the Book of Estimates-& collection, in
many cases, of guesses without proper study, without comparison, with little
or no pruning, compiled without regard for the condition of the Treasury with-
out consideration of the taxpayer and his troubles, without fitting into or having
much of any relation to any definite Government policy, were dumped upon a
suffering Congress, which then proceeded at great expense of time and labor to
hold extended hearings, study the estimates in detail and make reductions
apparently warranted.

As there had been no coordination between the estimating agencies in the
executive bureaus, so because of the decentralized organization of the appro-
priation agencies of Congress there could be little or no coordination In the
appropriating of !unds.

UNCOORDINATED EXPENDITURES

As there was little coordination of estimating and little or no coordination of
appropriating, so there was little or no coordination of expending. In process
of time these estimates came out of Congress more or less battered and shot to
pieces in the shape of appropriations and took their places on the statute books
and the departments began an. era of uncoordinated expenditure. During all
of this faulty process these bills had not been permitted to cultivate any sort of
real acquaintance with the Treasury; the appropriations were made, spending
departments had their check books ready, and the Treasury must find the money
no matter how great the amount. There was too seldom a definite fixed policy
and too often little or no control in the Government departments of obligations
and expenditures.

AUDIT OF EXPENDITURES

The law did, however, compel the submission of expenditure vouchers to the
accounting officers of the Treasury for audit, but that audit was made after the
obligations had been Incurred and the expenditures made, and was limited to
ascertaining whether or not the obligations had been Incurred and the disburse-
ments made in accordance with the law, whereas millions can be and have been
wasted illegally. If a disbursing officer paid for a pair of shoestrings from the
wrong appropriation, the error was Invariably detected reported, and corrected;
but if an unnecessary purchase involving millions of dollars was effected or 10
times too much paid for an article, and settlement therefor made from the proper
appropriation, neither ;he unnecessary expenditure of millions nor the extrava-
gant, improvident price paid for the article called for action of any sort.

It Is almost Incomprehensible that those charged with the administration of
governmental affairs should have allowed this lamentable condition of things
to continue for so long. The reason probably is that what is everybody's business
is nobody's business, and we were so wealthy that notwithstanding the defects
of our obsolete financial system we generally ended the year with a balance on
the right side of the ledger* then, too, in those palmy days we knew nothing of
real taxation; but the World War changed all that. Inadequate and Inefficient
procedure and methods are deplorable when the amounts involved are confinedto millions, but when millions swell into billions, failure to revise and correct such
methods would be disastrous and indefensible.

In sur -arizing, as I have done, the conditions which existed prior to the com-
mencement of operations under the Budget and accounting act my sole intent
has been to make plain the revolution which has taken place in the business of
the Government since the enactment of this legislation. A little more than one
year ago a new era was inaugurated; the President for the first time in the history
of this country took his logical place as the head of the business organization of
Government and, assumed all of the great responsibilities devolving upon this
direct leadership. Through the machinery provided for him scientific methods
were inaugurated in the estimating of funds and the expenditure thereof and
coordination was established in the routine business organization. This has
required Executive pressure, which must be maintained if from the admirable
foundation already laid we are to continue the policies of greater economy and
efficiency and carry them through until full and complete results have been
achieved.
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- _ Budget and accounting-act is not itself a maglo wand that waves out all
these faulty procedures and beckons in the financial millenium. Habits, customs,
regulations laws that the passage of a hundred years or more has built into the
very machinery of the Government are not eradicated over, night. . The most
flagrant faults will be corrected first, but it must be a continuing process that
will require years of patient, persistent, and courageous endeavor, with the
unwavering, Vigorous support of the Executive.

THE NEW PROCEDURE

Under the new procedure instead of the many estimating agencies within the
various departments and bureaus there is required by the Budget law the appoint-
ment of a Budget officer by the head of each department and independent estab-
lishment of the Government, who is charged with the preparation of all estimates.
The creation of these Budget officers was considered of primary importance by
those who were particularly responsible for the enacting of the Budget legisla-
tion, and the spirit of the act can not be fully carried out unless the men filling
these important positions are officials of sterling ability, of standing in their
branches, and are given an absolutely independent status as far as Budget oper-
ations are concerned. The Budget officer is the fiscal officer of his department.
In matters pertaining to the Budget he must be subordinate to the head of his
department alone, and should report to him directly.

PRIOR EFFORTS AT CORRECTION

We must not, however, overlook the fact that there were occasional John the
Baptists crying in the wilderness of faulty government procedure and calling
attention to a new and more excellent and effective way of doing these important
things. President Taft, during his occupancy of the White. House, succeeded in
getting an appropriation from a reluctant Congress to make a study of Govern-
ment organization with a view to establishing more efficient and economical pro-
cedures. He established a Commission on Economy and Efficiency, which sub-
mitted a careful and Informative report to Congress and recommended the
installation of a budgetary system in our Government. Congress pigeonholed
the report and abolished the commission, but the money and effort involved in
this attempt to remedy the flagrant condition of the Government's financial
operations were not entirely unproductive, for out of that attempt was developed
a strong sentiment among the people and the business organizations of the coun-
try in favor of a budgetary system for the Government.

The estimates prepared by the Budget officers and approved by the depart-
ment heads are submitted to the Bureau of the Budget, where they are given
microscopic examination and analysis by special investigators familiar with the
organization and operations of the various agencies of the Government, acquainted
with their functions and their mission and who know what the bureaus have
been doing with their appropriations. Here the estimates of one department are
compared with the estimates of other departments, duplications eliminated, and
reductions and modifications made so as to fit them into the approved adminis-
trative policy. These estimates are also studied with an eye upon the conditionof the Treasury of the United States and tax conditions.This carefully prepared estimate is then submitted by the President to Congressfor action with a statement of expenditures for the last prior year for which acomplete report is available and estimated expenditures for the current year.The estimates are also accompanied by statements showing the condition of the

country's finances and expected receipts, and if funds over and above the yield
from established-sources of revenue are needed the law requires that the President
shall recommend what steps in his opinion should be taken to provide such
revenue.

CONGRESSIONAL PROCEDURE REVOLUTIONIZED

As a result of the enactment of the Budget law a. great revolution has take
place in the organization of the House and Senate along appropriating lines.
To-day all appropriations of the Government are made on ills reported to Con-
gross from one committee, the Appropriations Committee of the House and the
Appropriations Committee of the Senate. This arrangement affords opportunity
for comparing the estimates of one bureau with those of another, and permits
consideration of the country's needs as one complete study by one committee
atting for the House and for the Senate.
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Under thd operation of the,Budget laW the annual. appropriations for each' de.
partment now all appear in one' act, and it is .not necessary in order to find how
much money is available for a department or agency to search through several
different appropriation acts for that lnformati6n. This is cetainly a long step in
advance along the road of adequate governmental financialprocedure. C

THU GENERAL ACCOUNTING O11103

The Budget and accounting act provides for a General Accounting Office with
a Comptroller General at its-head. This office is charged with the duty of
auditing all disbursements of public money and the settlement of claims not paid
by disbursing officers. It is not only to prescribe the forms of keeping and ren-
dering public accounts but is charged with devising the forms and procedures of
administrative accounting in all branches of the service. ...

Heretofore each department and establishment of the Government has devised
and installed such methods of keeping its accounts as it found necessary or desir-
able. There has been no uniformity, with the result that there could be no satis-
factory report of the receipts and expenditures of the Government as a whole.
Financial statements were made in scores of annual and. special reports from
departments, bureaus and other organizations, or by individual officers. Under
the direction of the (omptroller General these conditions will soon change, and
we shall have a complete picture of the Government's financial operations with
a statement of audited receipts and expenditures soon after the close of each
fiscal year. . ......

The General Accounting Office and the Bureau of the Budget collaborated in
the preparation of a system of uniform classification of objects of expenditure,
which was put into effect July 1, and applies to every activiy of the Govern-
ment. This Is the first step toward a uniform accounting system so necessary
from the standpoint of economy and efficiency.

The General Accounting Office is an important part of the Budget and account-
Ing machinery, and is independent of the executive departments. The tenure of
office of the Comptroller General is such as to enable him to speak fearlessly and
frankly. The information given by him to Congress and the public with refer-
ence to the receipt, disbursement and application of public funds will be an
important aid in improving conditions.

A PROVIDENTIAL SELECTION

We have completed one full year under the new Budget and accounting act
and it proved a very full and eventful year. In June 1921, President Harding
drafted Gen. Charles G. Dawes of the Central Trust bo. of Illinois, as Director
of the Bureau of the Budget. ~i use the word " drafted " advisedly, for General
Dawes, a man of iarge affairs and in no sense of the word a candidate for public
office', yielded to'the President's request as a call to public service, which, as a
patriotic citizen, he could not well decline. The President's choice was provi-
dential. Probably there is no man living to-day who possessed in such full
measure the equipment and qualifications necessary for that important position
at that critical time. With a reputation for integrity, ability, initiative, and
courage, a vigorous and forceful personality, with prior governmental service
as Comptroller of the Currency, with an enviable record overseas for important
work along constructive lines which contributed in no small meAire to the
success of our arms, he from the very first was the absolute m'coter if his fre-
mendous task, and made the Bureau of the Budget from its incepti,,n what it was
Intended to be by the Congress that created it-a dominant factor i n the Govern-
ment's routine business operations. His contributions to tho public welfare have
been unselfish, impersonal, and nonpartisan, and It is impoi'Able to give adequate
expression to the great Importance of the service he has rendered this people and
this country. And I do not wish to close this eulogy of General Dawes without
a word of appreciation of those able men whom he drafted as his assistantM. I
think it Is generally admitted that one of the most necessary qualifications of a

reat master of affairs is ability to select assistants wisely. This selective Ability
is one of the most notable Of the Dawes traits. General Dawes, when called
to this great task, sent calls in all directions for help, and there rallied around
him some of the ablest business men of the country, who gave freely of their
great talent to the public service. Preeminent among these was W. T. Abbott,
a director in the Central Trust Co. of Illinois, of Chicago, who w.ss the First Assis-
tant Director of the Bureau of the Budget. Mr. Abbott brought to the solution

90261-24--- :'2



176 BEVENUB ACT OF 186.

of the perplexing problems that faced him an extraordinary fund of common
sense and a rich legal and financial experience that proved of the greatest help
to the Government. After leaving the Budget he continuedas a member of the
Tax Simplification Board of the Treasury Department, and while serving in that
capacity was stricken at his post in the Treasury Department and passed on.
Mr. Abbott endeared himself to all who came within the sphere of his activity.
Hopeful and helpful, those who knew him best loved him most, and it is certainly
most fitting that at this meeting of the business organization of the Government
appreciation of his services be included in the record.

His successor as Assistant Director of the Bureau of the Budget was Col. J. C.
Roop, who most efficiently filled that position until his resignation June 23, 1922.
Colonel Roop came under General Dawes's observation overseas where they
were associated in great supply activities. He is a keen analyst, a man of most
excellent judgment, and proved a tower of strength in the Budget.

AN ECONOMY CAMPAIGN

On of the primary duties of the Director of the Bureau of the Budget is to see
that sufficient funds are secured from Congress to properly finance the operations
of the Government in carrying out the policy of the President and the administra-
tion-sufficient funds and no more. When the present Budget law went into
effect, however, the condition of the Treasury and the burden of taxation made
a.. immediate campaignn of retrenchment necessary. Congress was committed
to a reduction in taxation and the people of the country expected it, but theestimated expenditures compared with the expected income was a threat rather
of increased taxation than promise of reduction. Looking at the situation asabusiness man the Director of the Bureau of the Budget reached a business man's

conclusion, and that was that the Government's outgo must be within its income,
either by actual savings or by a postponement of expenditures until the Treasury
was in a better condition to meet them. Then was launched that retrenchment
campaign which was to make governmental economy fashionable and extrava-
gance dangerous. The representatives of the obligating and spending agencies
of the Government were called into session by the President of the United States
as the head of the Government's business organization the condition of the
Government's finances was presented, and the help of aft present enlisted in a
real savings movement.

REAL SAVINGS MOVEMENT

The Secretary of the Treasury in August, 1921, stated that the expenditures
for the fiscal year just closed, as estimated by the executive bureaus, would be
$4,554,000,000. The daily report of the Secretary of the Treasury for June 30,
1922, the end of the fiscal year, reports actual expenditures for the year of $3 795,-
000,000, a scaling down of $759,000,000, a most extraordinary and creditable
achievement. This could not have been accomplished without vigorous Execu-
tive pressure, the great driving power of the first Director of the Budget and the
cooperation of the executive bureaus. Of greater value, however than any
particular saving in dollars and cents is the permanent installation of a policy of
economy in Government business, and the acceptance of this policy by the execu-
tive bureaus. The entire personnel of the Government must learn, if it has not
already taken the lesson to heart, that economy is the approved policy and that
extravagance of any sort is dangerous business. During this current fiscal year
all proposed expenditures must be given the closest scrutiny, and no wasteful,
extravagant, or unnecessary expenditures should be allowed to pass unchallenged
and, further, no obligation should be incurred thic fiscal year that can be postponed
without serious detriment to the public service. The President has substituteda competition in saving for a competition in spending, and where billions are
involved this is a most timely and admirable substitution. Hereafter the measureof value and worth to the Government of a public official charged with the
administration of public funds will be not the amount he spends but the amount hesaves, and this saving to be made not with loss of efficiency but with gain in
efficiency, and these two are not incompatible. The Budget law gave the Presi-dent an agency for imposing policies of economy on the Government's many
establishments, an agency whioh he is tlizing and proposes still to utilize for
the purpose of saving lions of dollars of the people's money.
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LACK OF COORDINATION

One of the most productive causes of waste in the transaction of the routine
business of the Government was the entire absence of any coordinating authority.
This demanded the setting up of coordinating machinery, which was effected by
Executive order creating a Chief Coordinator and subsequent Executive orders
establishing under him various coordinating agencies to deal with the larger
functions of the Government's routine business.

SALMs OF SURPLUS PROPERTY

The study by the Bureau of the Budget of sources of revenue revealed the fact
that there was in possession of the various bureaus surplus property that had a
marketable value. Some of this property was deteriorating and much of it held
at a continuing expense for care and preservation. There was no uniform
method of disposing of nis accumulation of munitions. Each holding agency
was carrying on its sales in its own individual way. Governmental agencies in
some instances were buying In the market at the market price supplies that had
recently been sold by other Government agencies at a sacrifice. To correct this
condition of things there was established by the President, under the supervision
of the Chief Coordinator, a Federal Liquidation Board to coordinate the sale of
all surplus property, to' provide for transfers between the various bureaus and
agenci s, to knit the sales activities of the several departments concerned in the
liquidation of stocks into a Federal business association, and to install practical
business methods in the Government's selling agencies.

In the General Supply Committee of the Treasury Department there exists
complete lists of all surplus Government property, and Government agencies,
before buying in the market, are required tO first submit their needs to that office
to ascertain whether the articles or suitable substitutes therefore are available
and the transfer economical due regard being given to location of stocks and
point of requirement. In the event that the required articles or suitable sub-
stitutes can be provided from surplus stocks the money value thereof is saved to
the Government and put back into the Treasury. There were transfers of this
character during the last fiscal year valued at $147,297,000. The estimated
savings on these transfers amounted to $44,546,885.

The following examples will prove interesting and informative:
The Engineer Department of the Army required certain dredges in its dredging

operations which would have cost $349,500. Surplus boats in the hands of the
Quartermaster Corps, which if sold would realize but a small fraction of their
value, were transferred to meet this need and the money saved.

The Lighthouse Service of the Department of Commerce had an appropriation
of $1,500,000 for the purchase of lighthouse tenders. The Lighthouse service was
furnished Army mine planters which were readily convertible into lighthouse
tendersind the appropriation of $1,500,000 conserved. The Army mine planters
had little or no market value, and If they had not been utilized for this purpose
would have been left rotting at the docks under continuing expense to the Gov-
ernment.

In addition to its utilization of stock on hand, as shown by the records of the
General Supply Committee, and by actual check of property in question for trans-
fer to obviate expenditure, the Federal Liquidation Board has systematized and
materially ac .elerated the sale of surplus property. One department of the
Government htd a large number of leather jerkins in its reserve stock. Through
the investigation of the Chief Coordinator and his representatives it was found
that these wer- deteriorating in storage. This matter was brought to the at-
tention of the holding department. The jerkins were declared surplus and sold,
and $1,740,650 turned into the Treasury as proceeds of the sale.

The attention of the War Department was called to the large portion of its
reserve stock of nitrates occupying leased storage, with the result that the Ord-
nance Department declared surplus some 81,000 tons of nitrate, which was cost-
ing the Government annually $88,459, and sold it for the sum of $2,750,000,
which sum was turned into the Treasury and the rental of $88,459 and other at-
tendant expenses saved. At a later period, attention having been drawn to the
matter of nitrates, the Ordnance Department of its own volition declared sur-
plus an additional 40,000 tons, with corresponding resultant saving.

There was turned into the Treasury of the United States from sales of surplus
Supplies during the fiscal year just closed the splendid total of $90,000,000. The
estimated total of pros .ctive receipts from sales of surplus property for the cur-
rent fiscal year as furnished by the selling departments amounts to $80,000,000.
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It would seem, considering the enormous amount of surplus property held by
the departments, particularly the war-making establishments of the Government
and the United States Shipping Board, that this amount should be materially
increased, and If it can be Increased it certainly should be.in view of the fact that
the estimate of expenditures compared with the estimated receipts for the cur-
rent fiscal year emphasizes the urgent need of additional revenue. I invited the
attention of the Federal Liquidation Board to this condition of things with a
view to giving new impetus and encouragement to its intelligent and patriotic
effort to sell to the best advantage the Government's large accumulation of sur-
plus property. I can think of no more constructive and helpful work for the
Government at this time than the speeding up of the disposition of its surplus
munitions and I trust the efforts of the Federal Liquidation Board in this direc-
tion will have the enthusiastic cooperation of the departments and establish-
ments holding this property. This activity-the conversion of surplus property
into needed revenue-will have the especial consideration of the Director of the
Bureau of the Budget.

FEDERAL PURCHASING BOARD

Another Important activity in the work of coordination is that of Government
purchasing. In the field of procurement the Government agencies have certainly
run riot. In the Treasury Department there were found to be 26 uncoordinated
purchasing agencies, in the Agricultural Department 18, and so on through the
?ength and. breadth of the Government service, with one or two exceptions,
notably the Navy Department, where purchases were highly coordinated. It
was only necessary to bring these matters to the attention of the departments
concerned. In the Treasury Department, on the initiative of the Secretary
of the Treasury, the various purchasing agencies are being consolidated and reor-
ganized along efficient lines. In the Department of Commerce this consolida-
tion has already been effected. In the Interior Department it Is In progress.
In the Department of Agriculture the organization has been set up and is rapidly
becoming effective.

REAL ESTATE COORDINATION

There Is no available consolidated record to-day of the real estate, buildings,
blocks warehouses, wharves, and other property belonging to the Government.
The Government's annual storage and rental bill runs into millions, but until
under the Budget a coordinator was appointed charged with the task, there was
no person or agency to make an economical use, disposal, and distribution of such
real estate and housing and storage facilities. In the same cities Government
pace controlled by one Government agency stood unutilized while another
Government agency paid good Government money for rented space that was
not so well suited for the purpose.

There is being prepared by the Real Estate Board a complete tabulated list of
the Government's real estate holdings. This task, as gigantic as it is iml)ortant,
Is to-day 80 per cent completed, and the Government will soon know for the first
time in history how much realty it owis.

As a result of this coordinating work by the surveyor general of real estate
and the Federal Real Estate Board operating under the Chief Coordinator,
many thousands of dollars have been saved to the Government.

For example, space waq found in the army depots at South Boston and South
Brooklyn for the storage of seized liquor, enabling the Government to cancel
leases for storage that were costing $275,000 annually. Government quarters
were found for scattered Government activities in Chicago which permitted
the cancellation of leases costing the United States $200,000 annually.

FEDERAL TRAFFIC BOARD

The Government's annual transportation bill is approximately $8,010,000,
exclusive of the Post Office Department. One would think that somewhere, at
at some time, some how there would have been established some agency to act
for the Government as a whole and exercise supervision over this tremendous
business, but as with all other important governmental activities so in this field
of expenditure there was no agency whatever charged with the duty of protecting
the Interests of the United States. That has now been changed, for under the
Director of the Bureau of the Budget, acting through the chief coordinator,
there has been established a Federal Traffic Board, which has assumed intelli-
gent and authoritative supervision over the 26 Government departments and
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establishments authorized to obligate and expend Federal money for the trans,
portation of supplies and persons. .... .

Under the new method proposed routing of shipments are submitted to the
Federal Traffic Board for recommendation, where they are studied in the light
of experiences of other Federal agencies and submitted to the scrutiny of experts
in traffic matters. Quite recently a Government department recommended the
routing of 25 carloads of coal from Kentucky to Chicago. The Federal Traffic
Board recommended a modified routing that saved the Government 171 cents
per ton.

A shipment was made of hospital supplies consisting of food containers, In-
strument tables, laundry bags, bed screens, and one human skeleton. No sepa-
rate weights were shown and the total weight was given as 13,600 pounds.
Because of the failure to proprly classify, weigh, and ship, the rate of the skele-
ton, which was three time first-class rate, was applied to he entire lot, which
was shipped at a minimum of 20,000 pounds.

Realizing that this carelessness In routing, failure to properly classify, failure
to take advantage of land-grant rights, failure to utilize the most economical
methods of shipment and routes, failure to properly discriminate between what
should be expressed and what should be sent by freight--realizing this condition
of things has obtained all through the years, we stand appalled at the thought of
the waste that has resulted. Fortunately that *era is ended, for to-day there is
intelligent supervision over the Government's traffic activities.

A BOARD OF CONTRACTS AND ADJUSTMENTS

By far the greater portion of the vast sums paid by the Government for sup-
plies is expended under coiutract. Yet in the operations of the Government not
only has there been no coordination between the contracting agencies of the
various departments and independent establishments but there has Leen abso-
lutely no coordination in many cases between branches of the same department.
The Government has no standard form of contract. There is no law prescribing
the language of a contract, no agency of the Government to tell what language
shall be used. Each department has its own methods and forms, and In some of
the big departments the several bureaus therein have different forms and different
methods. It is impossible to estimate the great waste that has resulted from this
condition of things, and there is no more important need inall this coordination
work than a revision of the Government's contracting activities.

The Board of Contracts and Adjustments has been organized to correct this
serious condition. One of the most constructive results of .the work of this
board will be a contract manual which will serve all the contracting officers of
the Government and will present to them the fundamental requirements of
Government contracts.

Existing requirements of law governing contracts have also been given very
careful study, and it is probable that recommendations will be made to Congress
for legislation that wilmake procedures uniform for the various Government
procuring agencies.

OTHER IMPORTANT COORDINATING ACTIVITIES

Time will not permit discussion of the many other important coordinating
activities, like the Federal Board of Hospitalization, Federal Specifications Board,
the coordination of the Government telephone and cable operations, the restric-
tion, control, and coordination of Government printing plants and printing, nor
to enter upon other fields of activity which are being cultivated diligently by the
President's coordinating machinery. Only the fringe of these activities has been
touched upon as yet, but certainly it is a field worth cWltivating to the fullest
extent. The report of the chief coordinator for the fiscal year just closed is in
your hands, and you will find it not only informative but extremely interesting.

These coordinating agencies will continue to operate through this fiscal year,
and more effectively than during the year just closed. If they accomplish
nothing more than to develop among the various establishments of the Govern-
ment that fealty and loyalty to the Government as a whole which is so naces-
sary, and which has seemed so rare where the routine business of the Government
is concerned, their existence and continued operation will be amply justified.
The coordinating boards are your agencies, members of the busin"si organizir-
tion of the Government, composed of your personnel who carry into their work
for the General Government affection and loyalty for their own departments.
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They have found the experience broadening, and I wish It might so be that
you all could matriculate in this hard-working coordinating college and win
degrees for attainment along the lines of unified national interests. We will
never reach the high standard of governmental efficiency for which we aim until
we learn to think habitually and involuntarily in terms of United Steites rather
than in terms of departments, bureaus, and divisions.

FINANCES FOR THU CURRENT YEAR

The policy of economy, which so strikingly featured the history of the year
just closed, will be the keynote of operations for this current year. I have here
tables showing that the estimated revenues for the current year will be
$697,000,000 less than the expenditures the executive bureaus estimate they will
make. There is, indeed a balance of $272,000,000 coming over from the last
year, but as a matter of good business procedure there certainly should be left
as much in the Treasury at the end of this current fiscal year for Treasury current
operations as we received from 1922, so that our real problem is to provide for
the apparent excess of expenditures of $697,000,000. Certainly the problem is
big enough to inspire our best efforts.

Revised estimate of receipts, fiscal year 1923
Customs ------------------------------------------ $350, 000,000
Internal revenue ----------------------------------- 2, 200, 000, 000

Miscellaneous receipts:
Legislative ....--...................................
State Department -------------------------------------
Treasury Department ----------------------------------
W ar Department ......................................
Panam a Canal --------------------------------------...
Navy Department -----------------------------
Interior Department-

Civil -------------------------- ----------------
Indians .........................................

Post Office Department.. ..............................
Department of Agriculture -----------------------------
Department of Commerce ------------------------------
Department of Labor ........................... ------
Department of Justice ................................
Independent offices-

United States Veterans' Bureau ------------------
Housing Corporation ...........................
Other independent offices --------------------------

District of Columbia .................................
M iscellaaeous ------------..---------------............

532, 700
5,750,400

309,009, 870
78, 756,464
12,815,000
5,201,000

15, 738, 490
21, 000, 000

60,000
7,133, 300
3,42l 572
4, 664, 500
9, 155, 700

84, 470, 000
3, 443,000

108, 000
17, 585, 315

490, 000

total miscellaneous receipts ------------------------- 523, 825, 311

Total receipts -------------------------------------- 3, 073, 825, 311

Revised estimates of expenditures, fiscal year 1923

Ordinary expenditures not subject to Executive control: Legis-
lative ---- --------------------------------------- $13, 643, 626

Ordinary expenditures for operation of the routine business of
Government generally subject to Executive control:

Executive office --------------------------------------
State Department ....................................
Treasury Department --------------------------------
War Department, exclusive of Panama Canal ............
Panama Canal .......................................
Navy Department ---------------- -------------------
Interior Department pFoper ............................
Indian Service ------------ -------------------------
Department of Agriculture, exclusive of "good roads" ......
Department of Commerce .............................

334, 645
16, 207, 193

132, 356, 986
305, 236, 200

7, 147, 673
349, 706, 000
42, 911, 429
32, 487, 682
60, 023, 100
19, 200, 360
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Ordinary expenditures for operation of the routine business of
Government generally subject to Executive control--Contd.

Department of Labor .................................
Department of Justice ........................ ; .......
Judicial -d t- -----------------------------------------Independent offices-:•

$7, 192, 558
* 4, 834, 450

14, 979, 891

United States Veterans' Bureau -----------------.... 532, 168, 160
Shipping Board and Emergency Fleet Corporation.... 137,031, 765
Federal -Board for Vocational Education ----------. 5, 711, 042
All other ---------- --------- ------------ . 16, 825, 989

District of Columbia--------- ------------ -- 23,908,012.

1, 708, 263, 135

Deficiencies in postal revenue ------------------------------ 86, 004, 566

Operations in capital funds heretofore designated as ordinary ex-
penditures:

Railroad Administration and transportation acts----------2 84,453, 847
War Finance Corporation -------------------------- 100, 000, 000

184, 453, 847

Expenditures fixed by Congress not subject to modification by
Executive control:

Customs and internal-revenue refunds ----------------- 52,962, 195
Pensions ---------------------------------------- 271, 850, 000
Good roads ----------------------------------------- 125, 684, 000
Increase of compensation ---------------------------- 38, 735, 173

489, 231, 368

Total expenditures, exclusive of interest and principal of
the public debt and investments of trust funds ------- 2, 431, 596, 542

Reduction in principal of public debt, payable from ordinary
receipts:

Sinking fund-------------------------------------284, 000, 000
Purchase of Liberty bonds from foreign repayments ----- 31,300,000
Redemption of bonds and notes from estate taxes -------- - 5,000, 000
Redemption of securities from Federal reserve bank fran-

chise tax receipts -------------------------------- 10, 000, 000

Total reduction In principal of public debt, payable from
ordinary receipts --------------------------------- 330, 300, 000

Investment of trust funds:
Government life-insurance fund ------------------------ 26, 162, 000
Civil-service retirement fund and District of Columbia

teachers' retirement fund ---------------------------- 8, 200, 000

Total trust-fund investments ------------------------- 34, 362, 000

Interest on the public debt .............. 975, 000, 000

Total expenditures, including interest and principal of
public debt and investments of trust funds .--------- 3, 771, 258, 542

The setting aside of a Budget reserve from appropriated funds, as was done
last year, with attendant saving of millions, is not contemplated at this time,
for it is believed that after the admonition of the Chief Executive and after the
experience of last year patriotic Government servants who are charged with the
administration of Government funds will by their faithful performance in view
ofexisting conditions make such a course unnecessary. If the executive bureaus
have really taken to heart the lesson in economy and havefully and unreservedly

A Excess of credits, deduct.
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accepted it as a fixed policy of the administration and the Government the
record at the end of the first quarter of the present fiscal year will give evidence
thereof.

The plan of a departmental general reserve, however, as distinguished from
the Budget general reserve of last year, will be put Into effect thin year and
will be found very helpful, not only as a preventive of deficiency bills but as a
medium for economies and actual savings, and department heads -under such
a plan will have under. personal control through the year funds which are not
mortgaged by actual obligations or approved departmental projects and will
have available funds with which to meot unforseen contingencies. Information
regarding this plan can be obtained on application to the Director of the Bureau
of the Budget, who will call later upon the departments for reports showing the
amount of reserve set up under the various appropriation items and the manner
in which the reserve is being administered.

In the continued stressing of the need of economy it is not contemplated that
there will be any sacrifice of efficiency. There can be no real efficiency without
economy, while extravagance is the Inseparable handmaid of inefficiency.

For this and the next year and all succmeding years "Economy with efficiency"
should be the battle cry of the personnel of the business organization of the
Government.

ESTIMATES FOR NEXT YEAR

We are now confronted with the preparation of estimates for 1924, and here
again the estimated Treasury receipts spell economy in capital letters. Your
attention is invited to the fact that estimated receipts for the next fiscal year
are approximately $600,000,000 less than appropriations for the current Vear
plus authorizations for expenditure not Included in these appropriations:

Estimated receipts, fiscal year 1914
Custoins ------------------------------------------------ $350,000,000
Internal revenue ----------------------------------- 2, 350, 000,000

Miscellaneous receipts:
Legislative ---------------------------------------- 5, 000
State Department ----------------------------------- 5, 770, 900
Treasury Department -------------------------------- 322, 033, 981
War Department ------------------------------------ 34, 487,240
Panama Canal -------------------------------------- 13, 812,000
Navy Department --------------------------.----- 3,044, 000
Interior Department-

Civil ------------------------------- $16, 011, 500
Indians ----------------------------- 20, 708, 500

36, 720,000
Post Office Department -------------------------------- 60, 000
Department of Agriculture ---------------------- ------ 7, 187, 500
Department of Commerce ----------------------------- 3, 436, 560
Department of Labor -------------------------------- 3, 803,000
Department of Justice -------------------------------- 9, 165, 700
Independent offices-

United States Veterans' Bureau -------- $35, 473, 000
Housing Corporation ----------------- 4,008, 000
Other ------------------------------ 110,000

39, 591, 000
District of Columbia -------------------------------- 18, 600, 000
Miscellaneous .--------------------------------------- 600,000

Total miscellaneous receipts ------------------------- 498, 466, 871

Total r~epts ------------------------------------- 3, 198, 456t 871
The conclusion is obvious. If there ever was a time when scientific estimating

was needed, that time is now. May you approach your estimates with prayer
and determination-prayer for intelligent guidance and determination to elii.
nate every nonessential and to restrict the essentials to the lowest point com-
patible with efficiency.
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A member of the business organizatlon of the Government Lnforms me that
ther6 is prevalent among some of the bureaus a.feeling thot if-abuream submits
an honest, cut-to-the-bone estimate it 'will be reduced by, the Butmu of thq
Budget and again by Congresse-that is, the estjmate would suffer from a cuttl.
competition between the Budget Bureau and Congres. The Dfrectorof the,
Bureau of the Budget is acting for the President of the United States;! has no
policy of his own but reflects the policy of the administration. One of his.
primary duties is to see that the busloeapeolply, of the Government, approved,
by the President, Is properly financed.' If the Dla6tor of the Bureau of the
Budget pares down an appropriation he does It with the approval of the Presi.
dent. • What Congress may do is not the business of the estimating agencies of
the executive bureaus. One ot the most Important and necessary things to be
accomplished at this time, In the interest of the Government as a whole, Is for
the executive bureaus to establish a reputation for honest dealing with Congress.

The first estimate I submitted to C6ngress was an honest,, minlmuin estimate,
without one penny of padding. I was new-at the business and went before the.
House Appropriations Committee as Innocently and as guilelessly as a dove.
I shudder now when I recall what they did to that carefully drawn, unpadded
estimate. I can Illustrate It perhaps by the experience of the man who was
accustomed to arrive home late from his club In a highly Inebriated condition.
The first night he went home sober his dog bit him. And that was what Congres,
did to me. In submitting honest estimates you may get bitten, but it's worth
it if the executive bureaus succeed by such a policy in rehabilitating themselves
in the estimation of the congressional committees.

THE BUDGET BUREAU A NONPOLITICAL AGENCY

There Is one point that I wish to emphasize at this time, and that is that the
Bureau of the Budget Is In no sense of the word a political agency. In his address
before the first semiannual meeting of the business organization of the. Govern-
ment General Dawes said: "The Bureau of the Budget must be Impartial,
impersonal, and nonpolitical," and of the many admirable statements made by
him there is none more important and timely. The Budget movement in its
inception, both In the country and in Congress, was absolutely nonpolitical. The.
proposal for tfie establishment of a national Budget system was advocated by
chambers of commerce and other commercial bodies and trade associations'
throughout the country regardless of political or geographical division. It was
favored by both President Taft and President Wilison and received indorement
in the platforms of all political parties. When the Budget proposal was before
Congress experienced leaders of both parties served on the select Budget om,"
mittees of the House and Senate, and in the preparation of the bill party lines were
completely obliterted. The measure was advocated with equal enthusiasm
on the floor of the House and the Senate by Democrats and Republicans, and'
it passed the Senate without a dissenting vote, while only three votes were
recorded agnst it In the House. No other conception of the Budget Bureau
than that of a nonpolitical, impersonal agency Is proper, and any attempt to
construe its purposes otherwise than for the general good of the country Irre-
spective of party would be most unfortunate and disastrous, and seiously
hamper its legitimate activities.

May I suggest to you, in closing, members of the bUstness organization of the
Government, that It Is a privilege and an honor for tOi 'll to participate n this
constructive work of revising the Government's routine liminess procedures, of
Installing adequate and economical methods, and of puttifhg more real business
into the Government's operations. The Director of the Bureau of the Budget
wishes only to be helpful, and he needs and asks your honest and hearty support.
The policy of the Bureau of the Budget will be coordination and not domination,
cooperation and not compulsion. Be friendly, for he needs every friend he can
get. Every proponent of a project which feels the edge of his pruning knife will
call him an obstructionist,; while the great mass of the peope who pays taxes.
and have no particular projects will think he Is incompet because he didn't
cut deeper. His task is important and trig and he w n your help..

:As a fitting climax to this meeting, and following the admirable custom mist.
tuted by my predecessor, I now ask you, the representatives of the business
organization of the Government here assembled, to rise and pledge anew your'
support to the President and his business policies.
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Mr. Presidefit, under your wise and constructive direction so ably supple.
mented by the courage and vision of the former Director of the Bureau of the
Budget, the new. budgetary and coordinating procedures have been firmly
installed as an integ.'al and indispensable part of the Government machinery,
and with the Inspiration of your leadership and the vigor of your authority, we
guarantee new and signal triumphs In the ield Of governmental "Eohomy withef leeney." " • ' ' '*' ,- • ' . .

The PRsEsIDNT.- Permit me, while you are standing, to thank General Lord
and you for your pledge of support and to thank the heads of Cabinet and Inde-
pendent departments for their presence and Interest In our project, In a way
It may sound prosaic and sometimes a little wearying to be talking about econ-
omy. But you are engaged 'In the most important work that can be pursued
for your Government. NI less than a score of citizens of foreign governments
have said to me "We are watching your work of reducing your expenditures in
order to apply the system in our countries."

But more important than this Is the effect It Is having In setting an example
to the States and municipalities., There Is not a menace in America equal to
the mounting State; county, and municipal expenditures undertaken without
sense of financial responsibility. This practice leaves us in a state of' no one
knowing whither we are going in expenditures.. It Is a great work, men and women and I congratulate you on the work done
so far and bid you go on to greater achievements under the leadership of General
Lord.

TREASURY DEPARTMNT,
Wedne8day,- April 19, 1959.

Secretary Mellon to-day made public his letter of April 14, 1922, to the chair-
man of the Committee on Finance of the Senate; with thb accompanying state-
ments, written, in accordance with his request, in order to give the Treasury's
latest revised estimates as to the receipts and expenditures of the Government
for the fiscal years 1922 and 1993. Coples have been transmitted to the chair-
man of the Committee on Ways and Means of the House of Representatives.
The letter and statements are as follows:'

APRIL 14, 1922.
DEAR MR. CHAIRMAN: In accordance with your request, I am submitting

herewith statements giving the Treasury's latest estimates of receipts and expen-
ditures for the fiscal year 1922 and the fiscal year 1923, with supporting schedules
for each year showing the details of the ordinary civil expenditures and fixed
debt charges. These statements give' estimates revised as of about March '31,
1922. For the fiscal year 1922 the estimates are based on the actual results of the
first nine months, with the Treasury's estimates, as to receipts, for the last
quarter of the year and, as to expenditures, with the latest figures received by
the Bureau of the budget from the several departments and establishments as
to estimated expenditures for the fiscal year.

The estimates as to the fiscal year 1923 are based on the estimates which
appear in the Budget submitted In December, 1921, after taking into account,
firt, an Indicated shrinkage In internal revenue collections of about $215,000 000;
second an estimated falling off of about $25,000,000 in Federal reserve bank
franchise tax receipts; third, etf mated additional miscellaneous revenue of about
$200,000,000, on account of payment of interest by the 'British Government;
fourth, estimated collections by the War Finance corporation of about $100,-000,000; and fifth, estimated additional expenditures on account of the railroads
to the amount of about $200,000,000. The Budget for 1923, as submitted to
Congress, did not Include any item of expenditure on account of railroads, but
the indications now are that owing to delayed settlements of matters arising out
of Federal control and under the guaranty for the six months following Federal
control there will be payments of about $100,000,000 under the Railroad Admin-
istration and about $100 000,000 under the Interstate Commerce Commission
during the fiscal year 193. The postponement of these payments to 1923 is,
of course, reflected in ,a corresponding reduction of railroad expenditures for th'e
fiea year.1922, and partly on this account and partly on account of the proceeds
of sale of about $230 000,000 of equipment trust notes of carriers, the Item of
railroad expenditures fn the enclosed statement; of estimated receipts and expendi-
ttues for 1922 shows an estimated credit of about $56,000,000, as compared
With estimated expenditures of about $337,000,000 when the Budget was sub-
mitted. This shift In the situation as to railroad expenditures Is offset In part
by withdrawals of about $190,000,000 by the War Finance Corporation during
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the fiscal year, but the net result is an Ijdicated surplus of receipts over expendi-
tures in the fiscal year 1922, with an indicated deficit in a correspondingly larger
amount for the fiscal year 1923. , • ....

It appears from the estimates for'1922 that there should bean excess of recelDIs
over expenditures of.about $47,000,000 as compared with an indicated'deffclt
when the Budget was submitted of about $24 468,703. For the fiscal year 1928
the statement submitted shows an indicated deficit of about $359,000,000 as
compared with an indleated deficit when the Budget was submitted of 167,571,977.
The Budget figures, however, did not take into account $125 000,000 of accumu-
lated interest on war-savings certificates of the series of 1918, and, as explained
in the footnote td the estimates for 1923, this item properly represents interest
on the public debt and will appear as an ordinary expenditure. If this accumu-
lated interest is taken into account, the indicated deficit on the bais of the figures
now available would be $484,000 000 instead of $369,000,000, and the Budget
deficit would have been $292,000,456 instead of the $167,000,000 indicated in the
Budget as submitted.

Many of the important appropriation bills for the fiscal year 1923 have not yet
been enacted into law and it is therefore impossible to estimate with precision
the probable expenditures for that year. The figures given do, however, show
the latest estimates available and as far as possible have been checked by the
Treasury with the departments and establishments concerned. There are also
uncertainties in the 1923 figures from the point of view of receipts. The Treas-
ury has not, for example, had any official notification that interest will be paid in
that year on the British obligations held by the United States, though there have
been several official announcements in Great Britain of an intention to include
that item of expenditure in the British budget for the current financial year. The'
estimates do not take into account any expenditures which may be made during
the fiscal year 1923 under the proposed ship-subsidy legislation if it should be
enacted into law, nor do they allow for any expenditures on account of rivers and
harbors, public buildings, or good roads, beyond what is already authorized by
existing law or under the regular annual appropriations.

Very truly yours, A.. W. MELLO, o,,Secretary.,
Hon. P. J. MCCUMDER,

Chairman Committee on Finance,
United States Senate, Washington, D. C.

Estimated receipts and expenditures for the fiscal year 1909

iRevibed Mecb, 122)

RECEIPTS
Ordinary:

Customs....................................
Internal revenue-

Income and profits taxes ----------- $2, 088, 000, 000
Miscellaneous internal revenue ------- 1, 126, 000, 000

Miscellaneous revenue-
Sales of public lands --------------
Federal reserve bank franchise tax

receipts ------------------------
Interest on foreign obligations .....
Repayments of foreign obligations....
Sale of surplus war supplies- -----
Retirement of capital stock of Grain"

Corporation -------------------
Panama Canal --------------------
Other miscellaneous ---------------

1, 500, 000

59, 9 000
25, 000, 000
31, 000,000

141, 200, 000

25, 000, 000
12,000, 000

154, 325, 000

$330, 001 00,

3,214, 000,0001
. . I;T

450,000,000-

Total ordinary receipts ------------------------- 3, 994, 000, 000
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I. Ordinary civil (exclusive of War and Navy) ...........
II. Special (including War and Navy): .

War Department-.... . . ..... $389, 000,000
Navy Department- ------- -------- 458, 000,000
Veteran S relief. .------------------- - 477, 000, 000
Pensions -------------------------- 256, 000,000
Indians-'- - -------------------- "33, 0001 000
War Finane Corporation ----------- 190,00 000
Grain C6pdration -------------- 32, 000
Good roas..... ----------- 105, 000, 000
Refunding etist - re-

eips .... . $27, 000, 000
Refunding interai reve-
.ue receipts .--------- 66, 000, 000I ' . 93, 000, 000

Postal deficiency.. ------------------ 71, 000, 000
Shipping Board --------------------- 74,00.000
Investments, trust funds ------------- 30,000000
Increase of Cpnoensation, all depart-

ments ------ ------------------- 5,000000
Colombian treaty payment ----------- 5000, 000

$345, 0o, 000

2. 248. 000. 000
Fixed debt charge:. .

Sinking fund and other debt retire-
ments .hargeable against ordinary 4
reeipts-----------------------423, 000, 000

Interest on public debt-...1, 000, 000, 000
1, 423, 000, 000

4, 016, 000. 000
I v. 81pecza credits against expencitures:

Railroads- ---------------------- 56,000,000
Sugar Equalization Board------------13, 000, 000

69, 000, 000

Estimated net expenditures--- ...............- 3, 947, 000, 000
Excess of receipts .----------------------------- 47, 000, 000

NoTm.-Figures as to receipts and expenditures are each $25,000,000 in excess
of the estimates submitted by the Budget for the reason that the Treasury's
figures include that amount applied to retirement of capital stock of the United
States Grain Corporation effected in October, 1921, the retirement being made
through the corporation's official check drawn on the Treasurer of the United
States against balances standing to its credit with the Treasurer.

Details as to ordinary civil (1928)
htlve--------......------------------------------ $16, 200 000

Executive -------- ---.-------------.------------------- 200,000
State Department ------------------------------------ 12000, 000
Treasury Department ---- .------------------------------- 134, 400,00
Department of Justice ------ ------------------------------ 17, 200 00
Interior Department ------------------------------------- 36, 800, 000
Post Office Department --------------------------------- 3, 800 000
Department of Agriculture -------------------------------- 49, 700, OCO
Department of Commerce --------------------------------- 20,000,000
Department of Labor ----------------------------------- 5 300,000
Other Independent offices and commissions ------------------ 21 600,000
District of Columbia ------------------------------------- 22, 700, OCO
Panama Canal ------------------------------------------ 6 ,300, 000

Total ------------------------------------ 344, 900, 00-- - - - -- - - -

IM.

qP 9
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Details as to fixed dfbt harges (t9#) $ ,Sinking fund ------------------ ,r .. .._-----.. -. --.. ...= $274,60 60 (

Purchase of Liberty bonds from foreign repayments------------64,000,000
Redemptions of bonds and notes from estate tax- -.........-- 25, 000, 000
Retirements from Federal reserve bank franchise tax receipts... 59, 975, 000

Total- ---. . ----------------... .422, 975,000
Interest-.9wthe public debt..'.... ------- .------------------ 1, W ,

Total --------------- ------ --------------- 1.. 1, 422,4.975, O
Estimated. reeipts and expndttures for the fiscal year 198 -.

(Revised Marcb, 1oM2] ilU

• RECEIePTS
O rdinary: "'

Customs ---------------------------------------- $
Internal revenue-

Income and profits taxes ----------- $1, 500,000,000
Miscellaneous internal revenue ------- 890, 000, 000 2,

Miscellaneous revenue-
Sales of public lands ---------------- 1,500,000
Federal reserve bank franchise tax
. receipts ------------------------- 5, 000, 000

Interest on foreign obligations:.------- 225, 000, 000
Repayments of foreign obligations ....- 31,000,000
Sale of surplus war supplies ---------- 100 500,000
Panama Canal --------------------- 13,000,000
Other miscellaneous --------------- -. 196,000,000

330,'000,000

396, 000, 000

572. 000. 000

Total ordinary receipts ---------------------- 3, 298, 000, 0

EXPENDITURFS

I. Ordinary civil (exclusive of War and Navy) .............
II. Special (including War and Navy):

War Department ------------------ 370,0 0,000
Navy Department ----------------- 400,000,000
Veterans' relief ------------------- 500, 000, 000
Pensions ------------------------- 252, 000, 000
Indians --------------------------- 32, 000, 000
Railroads ------------------------ 200, 000, 000
Good roads ----------------------- 125, 000,000
Refunding customs re-

ceipts ------------ $25, 000, 000
Refunding internal rev-

enue receipts -------- 50, 000, 000

341,000,000

-10, UUL, UU
Postal deficiency ------------------- 22, 000, 000
Shipping Board -------------------- 50, 000, 000
Investments, trust funds ------------ 35, 000, 000
Increase of compensation, all de-

partment ---------------------- 50,000,000
Columbian treaty payment ----------- 5,000,000

2,116, 000,000
III. Fixed debt charges:

Sinking fund and other debt retire-
ments chargeable against ordinary
receipts ........................

Interest on public debt (see Note).....
325, 000, 000
975, 000,000

1,300,000,000
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IV. Special credits against expenditures --------- ------ $3, 757,000,000
War Finance Corporation ------------------------ 100 000, 000

Estimated net expenditures -------------------- 3,657,000, 000
Excess of expenditures ------------------------ 359,000,000

NOTz.-In addition there will be $125,000,000 accumulated interest on war
savings certificates, series of 1918, due January 1, 1923, which improperly charge-
able as interest on the public debt. Though It represents interest accrued
over five years and might be apportioned, it must nevertheless be taken up in
the accounts as ordinary expenditure of the fiscal year 1923. It can not be
charged as a public debt redemption, because otherwise the accounts as to the
principal of the public debt would be thrown out of balance (see Note 2 on page
VII of the Budget for 1923). If this accumulated interest is taken into account,
the total estimated expenditures for the fiscal year 1923 will be $3,782,000,000
and the estimated excess of expenditures over receipts $484,000,000, instead of

Details as to ordinary civil (1928)
Legislative ---------------------------------------------- $16, 300,000
Executive ---------------------------------------------- 200, 000
State Department ----------------------------------------- 10,400,000
Treasury Department ------------------------------------ 125,000 ,000
Department of Justice ------------------------------------ 18, 400, 000
Interior Department -------------------------------------- 41, 000,000
Department of Agriculture --------------------------------- 48, 200, 000
Department of Commerce --------------------------------- 20, 000, 000
Department of Labor ----------------------------------- 6, 300, 000
Other independent offices and commissions ------------------- 22, 600, 000
District of Columbia ..................................... 25,100,000
Panama Canal ------------------------------------------ 2. , 400, 00

Total --------------------------------------------- 340, 900, 000

Details as to fixcd debt charges (1928)
Sinking fund --------------------------------------------- $284, 000, 000
Purchases of Liberty bonds from foreign repayments ----------- 31, 000, 000
Redemptions of bonds and notes from estate taxes ------------ 5, 000, 000
Retirements from Federal reserve bank franchise tax receipts.. 5,900, 000

Total ....- - - - 325, 000, 000
Interest on the publicdebt ----------------------------- 975, 000, 000

Total --------------------------------------- 1, 300,000, 000

MARCH 29, 1922.
Hon. S..P. GILBERT, Jr.,

Undersecretary, Treasury Department..
SIR: Complying with your request of the 25th instant for revised estimates

of receipts of the fiscal years 1922 and 1923 on account of internal revenue,
desired by the Director of the Bureau of the Budget, you are advised that the
following statement of such estimates is submitted:

1922 1023

Income and profits taxes ................................................ $2,08000,000 $1, 385.000,000
Miscellaneous taxes ..................................................... 1,120,000,000 890,000,000

Total ............................................................. 3.214, O00,000 2,81,000, o0o

The above estimate of receipts for 1922 is based on the eight months' collections
reported by collectors of internal revenue, together with the telegraphic reports
of payment of the first Installment of the-1921 income and profits tax, so far
received in March.

Very truly yours, D. H. BLAIR, Commissioner.

NoTE.-Increase of $115,000 000 was made in income and profits tax estimate
for fiscal year 1923 to co% er estlmate'l increase in amount of back tax collections,
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bringing the total income and profits tax collections to $1,500,000,000. In esti-
mates subsequently submittedby the Government actuary and the Commissioner
of Internal Revenue the estimated income and profits tax receipts for the fiscal
year 1923, as published in the annual report of the Secretary of the Treasury
or the fiscal year 1922, were given as $1,500,000,000.

R. G. HAN6.

Estimated revenue of the United States from customs and internal revenue

[Revised Mach 28, 1022

Source of revenue Fiscal year 1922 Fiscal year 1923

Customs..................... $330,000,000............ 30,000,000
Internal revenue:

Income tax-
Individual .......... 0............ $870,000,000 $67,000000.........
Corporation.................. 420,000,000450,000 ..............

Profits tax ..................... 60000000............... 1200000.........
Back taxes ...................... 198,000,000............. .o 140,000,00 0.......

Total income and profits taxes ...... 2,088,000,000 ................ 18,000,0 .........
Miscellaneous Internal revenue taxes. 1, 120,80 000 ................ 890000,000....

Total Internal revenue taxes ................ 3,214,0, 000 ........... 2,21,000,000
Total of above .......... ................ ,,0............. 2,, O, o000~...........

I Increase of $115,000,000 was mado in Income and profits tax estimate for fiscal year 1923 to coves estimated
increase In amount of back tax collections, bringing the total Income and proflts tax collections to $1,500,000,-
000. In estimates subsequntly submitted by the Goverment actuary and the Commissioner of Internal
Revenue the estimated income ar.d profits tax receipts for the fiscal year 1923 as published In the annual
report of the Secretary of the Treasury for the fiscal year 1922 were given as $1,00,000,000..

R. G. HAND.

The estimated revenue from income and ,profits taxes may be subdivided as
follows:
Six months ending-

Dec. 31, 1921 -------------------------------------- $1, 240,000, 000
June 30, 1922 -------------------------------------- 848, 000, 000
Dec. 31, 1922 -------------------------------------- 675, 000, 000
June 30, 1923 --------------------------------------- 710, 00, 000
Dec. 31, 1923 ------------------------------------ 575, 000, 000

Joe. S. McCoy,
Government Actuary.

LETTER FROM THE SECRETARY OF THE TREASURY TO THE CHAIRMAN OF THE
COMMITTEE ON WAYS AND MEANS

TREASURY DEPARTMENT,
OFFICE OF THE SECRETARY,

Washington, April 80, 1921.
DEAR MR. CHAIRMAN: In accordance with your request as communicated in

your letter of April 25, 1921, I am glad to present for your consideration and that
of the Committee on Ways and Means revised estimates of receipts and expendi-
tures for the fiscal years 1921 and 1922, and to indicate in that connection what
revenues must be provided for the fiscal years 1922 and 1923 in order to carry
on the Government's business and meet its current requirements and fixed debt
charges, including interest and sinking fund.

In order that the Congress may have the latest available information before
It, I hand you herewith the following statements:

(A) Statement giving revised estimates of receipts and disbursements for the
fiscal years 1921 and 1922, with a supplemental statement classifying the esti-
mated disbursements. This statement is made up on the basis of actual receipts
and disbursements for the first three quarters of the fiscal year 1921, and the best
estimates of the Treasury and the spending departments as to receipts and dis-
bursements during the last quarter of 1921 and the fiscal year 1922. It super-
sedes the estimates of receipts and expenditures for the fiscal years 1921 and 1922
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which-appear on page 273 to 278 of the Annual Report of the Secretary d0f theTreasury. rot '1t20. , .',". .1... . . . .
(B) Prelinary statement showing classified expenditures of the Government

for the period from July 1, 1920, to March 81, 1921 with comparative figures and
total expenditures for the fiscal' year 1920 on the basa of daily Treasury state-
ments (exclusive of postal expenditures, except postal deficiencies, etc.).

(C) Preliminary statement showing ordinary receipts of the Government for
the period from July 1, 1920, to March 31, 1921, with comparative figures and
total ordinary receipts for the fiscal year 1920, on the basic Of daffy Treasury
statements (exclusive of postal revenues).

(D) Preliminary statement of the public debt on March 31, 1921, on the basis
of daily Treasury statements, with a quarterly comparative public debt state-
ment which shows the figures for August 31, 1919, when the war debt was atitspneak.(W)Statement showing comparative figures as to the outstanding short-

dated public debt, on the basis of daily Treasury statements, from August 31,
1919, to March 31 1921

Ordinary expenaitures for the first three quarters of the fiscal year 1921 have
been $3,783,771,996.74, or at the rate of about $5,000,000,000 for the year. Of
these expenditures about $850,000,000 have been expenditures of the War
Department, about $500,000,000 expenditures of the Navy Department, about
$600 000 000 payments to the railroads, and about $650,000,000 interest on the
public debt, an aggregate of $2,600,000 000 under these four headings in nine
months, or at the rate of about $3,500,000000 for the year. According to the
latest estimates of the spending departments, as set forth in Statement A-
Supplemental, ordinary expenditures during the fiscal year 1922, Including interest
on the public debt, will be over $4,000,000,000.

The Nation can not continue to spend at this shocking rate. As the President
said'In his message, the burden is unbearable, and there are two avenues of relief.
"One is rigid resistance in appropriation and the other is the utmost economy
In administration." This is no tune for extravagance or for entering upon new
fields of expenditure. The Nation's finances are sound and its credit is the best
In the world, but it can not afford reckless or wasteful expenditure. New or
enlarged expenditures can not be financed without increased taxes or new loans.
Expenditures should not even be permitted to continue at the present rate.
The country is staggering under the existing burden of taxation and debt and
clamoring for gradtll relief from the war taxation. It may be counted upon not
only to exert effective pressure against increased expenditures but also to give
its whole-hearted support to all sincere efforts to reduce expenditures.

The last Congress made a creditable record in reducing appropriations, and it
effected substantial economics. Notwithstanding the reduced appropriations,
-however, expenditures have continued unexpectedly high, and the reduction in
expenditures has barely kept pace with the shrinkage in receipts. Reduction of
appropriations, moreover, will not of itself be effective to reduce expenditures
unless at the same time the Congress avoids or controls measures which result
in expenditure without an apparent appropriation. Reappropriations of un-
expended balances, revolving-fund appropriations and appropriations of receipts,
and other indefinite authorizations of expenditures have in the past been respon-
sible for hundreds of millions of dollars of actual cash outgo.

The estimates for the fiscal year 1922 are subject to great uncertainty as to both
receipts and expenditures. The estimated collections of $3,700,000,000 of internal
taxes are based on the provisions of existing law, and are $850,000,000 less than
the estimated collections for 1921, chiefly because of the shrinkage in business.
They are liable to. be somewhat further reduced from the same cause. The
estimated ordinary expenditures of $4,014,000,000 will on their part be affected

appropriations which are still to be made. The estimated expenditures of the
War Department and the Navy Department, aggregating over $1,100 000,000
for 1922, will depend largely upon the military and naval policy adopted by the
Congress at the present session. The estimate of about $545,000,000 for pay-
ments to the railroads in 1922 is made necessary by the provisions of the trans-
portation act, 1920, and increased estimates from the Director General of Rail-
roads. In the absence of drastic cuts in military and naval expenditures, there
is almost no prospect, according to the eltiates, of any substantial available
surplus even in the fiscal year 1922.

The estimates of receipts and expenditures for both 1921 and 1922 show clearly
that while this Government has definitely balanced its budget, the surplus of
current receipts over current expenditures will not quite provide for what may
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be termed the fixed public debt redemptops, anI that unless. expeditores are
sharply reduced there ,wi be practically Po *ds available in these years for
the retiromontpf the floating -debt ;epresquted. by loan'and tax certificatesoutstanding. The estipate4 current suapte in Oth' 1921 and 1922,will be
a .bsred (1) by.'current redemptions o WreVings, securities, redepm blp
substantialy on demand, (2), by'urahes for the cumuitive'siinking fund, (3)
by acceptance of Liberty bonds antl..Vitory notes for estate taxes, .ad, (4! by
miscellaneous otherdebt retiremen sw4 ch must be made e ch yea in.order
to comply w texistifg law or with the terms of outstanding securities. Thismeans'tat the Treasury's earlier expectations as to thp retirement of, the float-
ing debt have been uppet by the continuance of .unexpectedly heavy; current
expenditures during the, past 12 months particularly on acqount of the Armyand Navy and the railroads, and that the Government can not now expct* to
retire anyr material portion of the tWQ and one-half billions of floating debt now
outstanding during the fiscal years 1921 and 1922 out of current revenues." Itmeans also that .the country can not look to any plan for funding the floating
debt to reduce the burden of internal taxes during the next two years. Substantialcute in current expenditures offer the only hope of. effective relief from the tax
burden.

Within the next two years, or thereabouts, there will mature about seven andone-half billions of short-da~ed debt (including the 'outstanding floating debt),
And it is to the gradual retirement of this debt that the bulk of the current surplus1s necessarily applied, in large part through the miscellaneous debt retreme n4
described in the precedin paragraph. Substantial progress has already been
made In the retirement .of the short-dated debt. Statement E for example,
shows that the short-datid debt aggregated $7 578,954,141.89 on March 31, 1921,
as against $9,248,188,921.12 on August 31 196p when the war debt was at itspeak, a reduction of about one and two-thirds billions in the 19 months' period.
This reduction was due in large part to the reduced balance in the general fund
and the application of receipts from war salvage, and only In small measure tosurplus tax receipts. In view of Its early maturity, the Treasury must. regard
the short-dated debt as a whole, and within the next two years may expect to
reduce it by $1O00,QOO,000 through the continued operation of the sinking
fund jand the misceuaneous annual. debt retirements. The remainder of this
short-dated debt, amounting to over six billions, will have to be refunded. It
will therefore be the Treasury's policy to vary its monthly offerings of Treasury
certificates of indebtedness from time to time when market conditions are favor-
able with issues of short-term notes in ,moderate amounts with maturities, offrom three to five years, with a view to the gradual distribution of the short-
dated debt through successive issues of notes in convenient maturities extending
over the period from 1923 to 1928, when the third Liberty loan matures. Treas-
ury certificate oftfrings will continue to be made from time to time as 40 the
past, in order to,meet the Treasury's current requirements. This program willmake the short-dated debt more manageable and facilitate the refunding opera-
tions which will be necessary in connection with the maturity of the Victory
Liberty loan.

This analysis of the condition of the Treasury and of the burdens which itmust fa-3 within the next two fiscal years shows clearly, as the President stated
in his message, that-
"unless there are striking cuts in the Important fields of expenditure, receiptsfrom internal taxes can not safely be permitted to fall below four billions in the
fiscal years 1922 and 1923. This would mean total internal tax collections of
about one billion less than 1920, and one-half billion less than in 1921.

"The most substantial relief from the tax burden must come for the presentfrom the readjustment of internal taxes, and the revision or repeal of those taxes
which have become unproductive and are so artificial and burdensome as to
defeat their own purpose. A prompt and thoroughgoing revision of the internal
tax laws, made-with due regard to the protection of the revenues, is, in my
judgment, a requisite to the revival of business activity in this country. It is
earnestly hoped, therefore that the Congress will be able to enact without delaya revision of the revenue laws and such emergency tariff measures as are neces-
sary to protect American trade and industry.'

Now that the House of Representatives La. passed the emergency tariff legis-lation, I hope that the Congress will soon undertake the revision of the revenue
laws, with due regard to the protection of the revenues, and at the same time
with a view to "the readjustment of internal taxes and the revision or repeal of
those taxes which have become unproductive and are so artificial and burdensome

90201-24---- 13



,192 BDwNUU AOT OF 1904.

as to defeat their own purpose." The higher rates of income surtaxes put con-
stant pressure on taxpayers to reduce their taxable income, interfere with the
transaction of business and the free flow of capital into productive enterprise
and are rapidly becoming unproductlve. The excess-profits tax is artificial and
troublesome. Taxes of t extreme character are clogs upon productive business
and should be replaced by other and more equitable taxes upon incomes and profits.An intelligent revision of these taxes should encourage production and in the long
run increase rather than diminish the revenues. Early action is necessary, for
unless a revIsion is adopted within a few months It could not in fairness apply to
income and profits srising from the business of the present calendar year.

With thcse consideratloom rin mind, I venture to make the following principal
suggestions with regard to the revision of the Internal tax laws:

1. Repeal the excess-profits tax, and make good the loss of revenue by means
of a modified tax on corporate profits or a flat additional income tax upon corpo.
rations, and the repeal of the xiating $2,000 exemption applicable to corpora.
tions, to yield an aggregate revenue of between $400 000,000 and $500 000,000.
The excess-profits tax is complex and difficult of administration, and is losing its
productivity. It is estimated that for the taxable year 1921 It will yield about
$450000000 as against $2,500,000,000 in profits taxes for the taxable year 1918,

3$1 30,000o0o for the taxable year 1919, and $750 000,000 for the taxable year
10., In fairness to other taxpayers, and i order o protect the revenues, how-
ever, the excess-profits tax must be replaced, not merely repealed, and should
be replaced by some other tax upon corporate profits. A fiat additional tax on
corporate income would avoid determination of invested capital, would be simple
of adm n ratin, and would b roughly adjusted to ability to pay. It is esti.
mated th the combined eld to accrue during the taxable year 1921 from
a tax of this character at te rate of 5 per cent and the repeal-of the $2,000
exemption would be about $400,000,000.

2. Readjust the income-tax rates to a maximum combined normal tax and
surtax of 40 per cent for the taxable year 1921, and of about 33 per cent there.
after, with a view to producing aggregate revenues substantially equivalent to
the estimated receipts from the income tax under existing law. This readjust-
ment Is recommended not because it will relieve the rich but because the higher
surtax rates have already passed the collection point. he higher rates consti-
tute a bar to transactions involving turnovers of securities and property which
with lower surtax rates would be accomplished and thus yield substantial new
revenue to the Government. The total net income subject to the higher rates
Is rapidly dwindling, and funds which would otherwise be invested in productive
enterprise are being driven Into fields which do not yield taxable income. The
total estimated revenue from the surtaxes under existing law is about $500,000,-
000 for the taxable year 1921. The estimated yield for the year from the sur-
tax rates above 32 per cent would be about $100,000,000; The inimediato loss
in revenue that would result from the'repeal of the higher surtax brackets would
be relatively small, and the ultimate effect be an increase in the revenues.

3. Retain the miscellaneous specific-sales taxes and excise taxes, including the
transportation tax, the tobacco taxes, the tax on admissions, and the capital-stock
tax but re eal the minor "nuisance" taxes, such as the taxes on fountain drinks
an 4the miscellaneous taxes levied under section 904 of the Revenue Act, which
are difficult to enforce, relatively unproductive, and unnecessarily vexatious.
The repeal of these miscellaneous special taxes would, it is estimated, result in a
loss of about $50,000,000 in revenue. The transportation tax is objectionable
and I wish It were possible to recommend its repeal, but this tax produces revenue
in the amount of about $330,000,000 a year and could not safely be repealed or
reduced unless Congress is prepared to provide an acceptable substitute. The
Treasury is not prepared to recommend at this time any general sales tax, par-
ticularly if a general sales tax were designed to supersede the highly productive
special sales taxes now in effect on many relatively nonessential articles.

4. Impose sufficient new or additional taxes of wide application, such as in-
creased stamp taxes or a license tax on the use of automobiles, to bring the total
revenues from internal taxes after making the changes above suggested, to about
64,000,000,000 In the fiscal years 1922 and. 1923. The only way to escape these
additional internal taxes, to an aggregate amount of between $250,000,000 and
1 80,000,000, will be to make immediate outs in that amount in current expendi-
ures. ; In the event that this should prove impossible, it might be feasible to

-provide perhaps as much as $100,000 000 or $150 000,000 of the necessary revenue
rom new duties on staple articles of Import and the balance by taking more effec-

tive steps to realize on back taxes, suprlus war supplies, and other salvageable
assets of the Government.
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5. Adopt necessary administrative amendments to the Revenue Act in order

to simplify its administration and make it possible, among other things, for the
Commissioner of Internal Revenue, with the approval of the Secretary of the
Treasury and the consent of the taxpayer, to make final determination and settle-
ment of tax cases. In this connection it would be well, in the interest of fairness,
and in order to simplify the administrative problem, to provide, under proper
safeguards, for carrying forward net losses of one year as a deduction from the
income of succeeding years.

I suggest for the consideration, of Congress that It may also be advisable to
take action by statute or by constitutional amendment, where necessary, to
restrict further issues of tax-exempt securities. It is now the policy of the Federal
Government not to issue its own obligations with exemptions from Federal
surtaxes and profits taxes, but States and municipalities are issuing fully tax-
exempt securities in great volume. It is estimated that there are outstanding
perhaps $10,000,000,000 of fully tax-exempt securities. The existence of this
mass of exempt securities constitutes an economic evil of the first magnitude.
The continued issue of tax-exempt securities encourages the growth of public
indebtedness and tends to divert capital from productive enterprise. Even
though the exemptions of outstanding securities can not be distrubed, it is impor-
tant that future issues be controlled or prohibited by mutual consent of the State
and Federal Governments.

I am sending a copy of this letter to Senator Penrose as Chairman of the Com.
mittee on Finance.

I shall, of course, be glad to hold myself and the Treasury exprtes in readiness
to answer any call from the committee and to supply such further information
with regard to the condition of the Treasury and the Treasury's revenue recom-
mendations as the committee may desire. *Very truly yours, A. W. MELLON, Secretary.

Hon. JOSEPH W. FORDNEY,
Chairman, Committee on Ways and Means, House of Representatives.



A.-Stalement of estimate receipts and disbursements for fiscal years 1981 and 192

LRevisO April 27, 19211

RKKPSFiscal year 1921 Fiscal year i922

RECIPTS

cus----------t oms .-----------------------------
Internal revenue:

Income and profit taxes--------------------- -----------
Miscellaneous internal rev e nu------------------------------

Miscellaneous revenue:
Sales of public lands ------------------------------------------------------------------
Federal Reserve Bank franchise tax ---------------------------------------------------
Interest on foreign obligations --------------------------------------------------------- 
Repayments of foreign obligations ----------------------------------------------------- i
Sales of surplus, war supplies ---------------------------------------------------------
Panama Canal ------------------------------------------------------------------------
Other miscellaneous .---------------------------------------------------------------

Totalt.................. " ................................... 

DI5BURS&M ENT5

$3, IO l000, 000
1 ,40D, 000. 000

45,33,000 0
60,72t,500
A 331,000

10D0O ,000,000
.0,0000

174, 711, 500
637,067,000

5,487,0W7,0001

Ordiua ---------------------------------------------------------------------------------
Public debt:

Sinking fund ------------------------------------------------------------------------- 2 404, 8W
Waraavings securities (net) ----------------------------------------------------------- 140. 0, 000
Miscellaneous debt redemptions ----------------------------------------------------- 350, 000
Puarhases of Liberty bonds from foreign repayments ---------------.--------------- 85, 00000
Redemptions of bonds and notes from estate taxes ------------------------------------ 20 000 4 75
-Retirement of Pittman Act certifiates ----------------------------------------------- 37,000,000
Retirement of Treasury certificates from Federal Reserve Bank franchLse tw reeipts.. 1  60 724, 500

l d97, 74,5 .0
Total debt retirements------------------------------------------..........

Total disbursements ....................--------------------------------------------

Excess of disbursem ents over receipts ....................................................

__________________ :1

.005J~42, 496

1,30,0000
- 3,70, 000,000

I,500,000
C0, OD,000

14, 510, 000[56,067,000
147 ,5 (40

25,754,80
100,000,000

1%00,000

25,00%000
7% mJ00 000

so 0.,OO

5, 479, 3 5

5., 024,861

W

4,647,64,m

4,014,52=,168

4-A

421, 3&4, 8*1

130,000,000

551.354,~5:i

4,565,877,033

114,957,801 
18,214,003
19, 234, W3U14,957,SBI1



A-(S.n pplemental)-Cla-ssiication of estimated disbursements for fiscal years 1321 and 1922

Legislative g i s l a t i ve........................................................... ............
Exeeuteve --------------------............
State D epartm ent ----------------------------------------------------------------------
Department of Juutie -----------------.............
Post O fe ane D epartm ent -----------------------------------------------------------------
Interior Department (including pensions and Indians) ------------------------------------
D epartm ent of Agriculture ----------------------------------------------------------------
Department of Commerce .................................................................
D epar m ent of Labor ---------------------------------------------------------------------
Independent offices ---------------------------------------------------------------------- I
District of Columbia ----------------------------------------------------------------------
M iscellaneous -----------------------------------------------------------------------------

Fiscal year 1921

2,094. 256
10,3320,000
17,300,0002,097,200

10 ., 0001 , 0w.owo

, 281, 621
I 12 459.569

21, 510. 9M
81,5 01.330 $fl5,

Postal deficiency . . . . . . . . ..---------------------------------------------------------------- 5,097, 796 43,512000
Treasury Department:

Bureau of War Risk Insurance ----------------------------------------- -------- $23,074.884 $262,917.,100
Public Health Service ----------------------------------------------------------------- 50, Oo, 000 51,325,000
Collecting the revenue------------------------ - --.---------------------------------- .51,944,134 ,53,110.139
All other ------------------------------------------------------------- --------------- 1125,886 99, 47, 795

I I . 447,54.904 4A810,1341
War Department ----- , --------------------------------------------------------- 1,027,7, 0 007
Navy Deportment ------------------------------------------------------------------ 6975m000 %4.%22 00
Shi pin Board -------------------------------------------------------------------------- 10, 345, 00 124,20,00
Railroads (transportation act ard Fedcrl control) ---------------------------------------- 48,551.212 5, 206,204
Interest on public debt ---------.------------------------------------------------------ 975,00,0 97.% ODD
Panama Canal ----------------------------------------------------------------- : .......... 130. 0
Purchase of foreign obligations ----------------------------------------------------------- 132, 74, 32M ---------
Purchase of farm loan bonds ------------------------------------------------------------ I 16,7 1,21 4, 282,-313,59

3,239,704,08

Total ordinary ----------------------------------------------------- 5;................ 5, 0& % 496 4,014,522,168
Public debt: I

,'inking fund ---------------------------------------------------------------------- 253 404. 8.5 26. 8754,85
Wnr-savings seurities (net) ---------------------------------------------------------- 140. 000.0,0 10 000
Miscellaneous debt redemptions ---------------....................................... .30, 000 100,000
Purchases of Liberty bonds from foreign repayments 85-------------------------------- 000, 0 0 30, 500, 0W0
Redemptions or bonds and notes from estate taxes------------------------------------ 20 0, 0W 25,000,00 ........

Retirement of Pittman Act certificates -------------------------------- 37,000,000
Retirement of Treasury certificates from Federal Reserve Bank franchise tax receipts.i 1  60,724,5 0

1 97, 724, SW

Total debt retirements ----------------------.------------------------------------ 596, 479.365 551,354,865

Aggregate .------------------------------------------------------------------------ I 5602,024,861 4,565,877,003

70_o, 000, OD 4 at am

60,000,00W 130,0,000

Fiscal year 1922

$17,213,813
1,897,7.51

10,344.00
17,000,000
2,200, 0

322.00%.000
1523,0OD19,7 M 00

5,22,8M8r
133,391.516

60, 40 ,0
231,937 $734,818,130



B.-Preliminary statement showing classified expenditures of the Government from July 1, 1920, to March 31, 1921; with comparative figures 4,4
and total expenditures for the fiscal year 1920

(On basis of daily Treasury statements

July I to Oct. I to I anl I to Total July I,
Sep. 0,120I De.31,92 Ma. 1,121 1920, to July I to Oct. I toSept.3, 19 Dec. 31, 1920 Mar. , Mar.31,1921 Sept. 30,1919 Dec. 31,1919

Ord=r: i - _
Legilative establish- I

meant ............... $4.,.391.OZ $4,9K.=0! 4 $ ,4A,14 $14,645,3n96.17 $,116,0.51 $5,216, 888 01Executive pror ------- .5 542, 757. 71 587, 421.88! 248,
8 4

64 293,510.8i 
52
, 
2 66 .9 6  

5, 32, 64L 73State Departsiient . 2,3749.39 1827,909.99 2,242,127.40 6.392,78& 78 4,085,594.8 3,rs6.71874S. 96,098,410.19 181,796,477.00 360,613,300.95 102,695,95.91 41,329800.46War Department ...... 274,367,8OS. 268,000,064.23 307,518,35& 95 849,886,2A.15 653,552,919. 09 397,708,76129Department c Justice...- 4,183,089. 23 3,958,6 9.16 4,425, 703. 15 12,567,421.54i 
4
, 
1 7

, 
18

2 9
1  

4,529,518.97Post O ffce Department.. 1,407,168.05 10,420201.47 25,956,317.7 37,965,686.89 813,'19. 397,59.56
Navy ent --rm -- 161,294,82.36 16,805,3.81 177,462,71.62505,363,118.59 286,4,326. 16 174,495,117.79
Interior D artment . 87,118,246.55 S8 244,02( 35 82, 52,943.00 251,883,216.90 70,176,55&69 7,726,076.22
Departmt of Agricul-

ture .................. 33,993,22.76' 28,975,39146 32,494,50&7S 95,4,19.97 IZ362,197.17 19,MB,0 .63

ume ----------------- 10,78,62-1.2 7,14954.20 6,96, 71.&8 24,8,298.20 4,,75,5f853 5,021,360.!0Depa tment of Labor .... 2,153,590.97 2, 783, 299.28 1,977,469. 34 6,914,359.57 1, 494,69&848 1, 169, 488. 51United States Shipping I
Board .............- - 33,986,454. 67: 61,402,975.86 2,225,33.06 97,614,7614 59 234,702,01. 82 102$,170.88Federal control of trans-
prtatos, systems andtansvortatlo act, 1920 193,583,743.50 185, 18,288.24 214,217,271441 592,987,304.18 431,756,376.71 82,036,307.98War Ifune Cros
tion Corpora- 22,238,355.211 ,510,031.641 6,3 , 6. 74 7,639,563.1 9475,736.42 158,043,854.33Grain Co tl o...... 90,353,411.42--------------- - ----------- 90,353,411.2 9 , . 95,35& 4Other lndependent of7

fesadcommissios 20,458,185.12 24,678,628.71 418463 I 79,275,240.1 1 02.193District of Columbia .... 5,01,21298 6,899,200.33 5,226,87L1.9 16,141,284.49 1,778,52. 8 4,973,274.01Inteffest on public debt - 136,351,254.07 342 067, 610.37 171. K06,101. 165, 324,966. 136, 9 , 789.29 330,048 776. 7
Total .---

Deduct unclassifed re-
payments, ec.

Total ..............
Panama Canal ..........
Purchase of obligations

of foreign govern.
ments ................

1,180.061,991. 586,,24,-.K"9513.6 131,88.&571 1
2898,151.751 8,457,743.63 I2,51,299.541 4,98,29234

1,180980,143.12 ,247,S35,2666211,25",328, l 49:3, 68, 143,566.23
2,%95,341.14! 3,063.590 S 5,921,050.!8 11,950,41128

5 , 201.633.53.------------ 1 95,063. 91 71$96, 97. 44

Jan. I to
Mar. 31, 1920

$4, 70, 854. 98
598,056.90

3,249,647.95
120,478,294.40
250,334,207.14

4,24o,657.05
9, 463,5. 56I%5a oft 6

69, 374, 034.98
1,, 5376. 20

872,799. 87
1, 9 647.11

92,370,44&,40

262,797,51 56

I 3,0,40626
'91,002, 300.12

20,213,867.98
4, 456.59

197,971,746.25

Total July 1,
1919, to

Mar. 31, 1920

$15, 039,743.52
6,177,919.59li, 1ll, 96L 49

2,5 o5a 77
1, 301, 606,888. 52

10, :WK1980368.93
at674,,736.47

216,276,06L .o

54406,610

4, 649, .10
433,100, ex.10

776,o96,20& 20

144,96M,711 65
17,703,375. 14
41,31, 26. 38
15,516, 6M44

664,923,1127,

Total July 1,
1919, to

June30,1920

$19,327,74Et 72
6,675,517.58

13,5860244232Z315,627.43 .!V1, 610,587,3K 88 &
17,814,398. 18
5%69,295.07 L'

736,021,456.43
279,244,660.87

6 65 4,2 9& 14 M 2

30,0106,737.75 b
5,415,358.40 'q

0,565, 649. 61 0

1, 6,672,157.53

1228,472,186. t
350,326,494,70

59,4e9,305.17
19,987,898.411, 020,254=28

2,16t,871,483. 1,341,912,07839 1,135,88,818. 20 4,69,,q4,d2.46 5,945,397,39.9
8,014,8=0.73- 5,189657.31 4,970,611.11 7,795,78S2p 4,399,847.111)

t,153,95, 55 1111, 347, 101,, Z5
1,504, 343.861 3,70j,463:

253,931,94. 99! * 4788.l& It

1, 1306 830, 207% 09
3,461, 4a 71

47,O, WO.O0

8,667,28 92' 11,365,714.01

W8,7-,20,914.0. 421,337, W& Wi

I

I



Purchase of Federal
farm-loan bonds ...-...

Total ordinary ........

Public debt:
Certificates of indebted-

ness redeemed .-------
War-savings securities

redeemed. .............
Old debt items retired --:
First Liberty bonds

retired ................
Second Liberty bonds

retired ................
Third Liberty bonds

retired ................
Fourth Liberty bonds

retired ...............
Victory notesretired ...
National-bank notes and

Federal reserve bank
notes retired ...........

Total public debt..

9, 7,438. 81 6,2,% 919.Z 8196171 16,781.32.91--------------------- - ----- ------- 9 54 & 17
*1 ___ ___I wvv .

1, 250 849, 5 . 7, 169,-,6.40 1. 275, 757, 66 69 3, 783, 771, 99. 74 Z409o292,944 91,437,592,164.18 ,i18,291,'648 4028,176,7K24 6,40,43,M8421
2,90,363,0 8 498,094,500 1, 447,722 5M 00 6,236,18 80 00 715,44%82M0Q 2, 10#,387,8 or4,548,931,7K D 1Z 368,765,40M 97 15,,589,117,458,53

38,170, 798. 30 41, 757,78.44 46,103,17L 32 126,031,75306 52, 50, 333. a 48,180,5669.4 50,391,557.58 151,222,460.1 200,982,94.6268,58L 81 43,76. 9 18,368.69 130,711.09 156,35M. 0 258,94. 28 47,608.19 462 Of.47 50,165W
49,500.00 55,050.00 4; 75a.00 146,300.00 13,0000 2D, 4A (k 4,01%45.00 24,491, 558 . 32,336,708.0

1, 07, 90D. 00 1,102,45. 00 1,410,45.00 3,583, 808. 0 40,060, 008. 0 99,940,908.00 22, 731, 50. 16 732,400.0 241,144,208.0
12,7258. 00 3,094,150. 0( 1,789,808.00 1,, 66, 90. 0! 27, 895,5. 0 150,117,858.00 61,009,35. O .,022,750.0 298, 300,w8.0
28,450.0 215,9%7,.0( 3,9254,0.00 K N, WXo10 001 1200.. 0.................... 4,f01,4M0 26 732, O00 0 & 24,S50.0
5,26,458.00 15,17-,0 . 125 ,488,358. 0 145, 15 000' 77-.- -------- ,---, Z5.O 7Z 50, O, 0 00 29,001,50 800

,%46660 ,65,1& ( . 1606 OI14, 54,80L 001 8,081,471 8,5 304.25; 4,615, M& 00 17,227,041. 23,424,164.50

IDeducl excess of credits. IAdd.

-w
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C.-Preliminary statement showing classified receipts of the Glovernment, from July 1
1920, to Mar. 81, 19.1; with comparative figures and total receipts for the fiscal
year 1920

IOn the basis of daily Treasury statements)

July I to I Oct. 1 to Jan. I to Total, July I,
Receipts Sept. 30, IM Dec. 31, 1920 Mar. 31, 1921 1920, to Mar.

Customs ............................... $84, 05 024. 90 $039,240.83 $67,842, 17.13 $217,939,441.86
Internal revenue: I

Income and profits tax ........... 840, 63,320. 81 787, 5 609. 73 852,277, 918 48 2 480,481,849.02

Miscellaneous ................... 399, 726,191.93 370,338, 119.27 318.900, 145.87 1,088,964,457.07Miscellaneous revenue ............. 214,54, 81&.771 20,909,310.39 14, 84 4A 313 6 58,29 ,605.29
Panama Canal tolls, etc .............. 1,093,908. 53 2,607,7,34. 3 5,658,787.99 9,360,430.84

Total ............................ l, 540.074, 262 94j1, 427,445, 014. 541,1387,5 19,460 4,355, OU, 744.08

July 1to "Oct. ito Jan. Ito Total, July 1, Total, July 1,
Recipt Juy Ito Oc. Ito an.I t 11919, to Mar. 1919, to June

Receipts Sept. 30, 1919 Dec. 31, 1919 Mar. 31, 1920 3l, 190 30,1919 

Customs..............$6, 276,122,371 $75,492,351.93 $89.75,417- $231,5W,8%.147 $322,902,50.39
Internal revenue:

Income and profits
tax .......... 1,017,556,092.72' 985. 767,736. 311,014.h82, 29 3,018,206,114.11 3,944,949,287.75

Miscellaneous.... 364,612848.611 379,027,175.30 372,004.61.02il,il,644,63&93 1,460,08228691
Miscellaneous revenue. 189,401, 006. 28 149,171,837.94 106,017,662.41' 444,590,50663 960,906422.38
Panama Canal tolls, , M ! 3W

etc .................. 1,020,909.17 1,728,013.29 1,216,016.2 3,973,938.8 .5, 664, 741.45

Total ........... I, 638,875,979. 1511, 591,187, 114.77 1, 83, 9065,991.20;4,813,969, 09. 12 6,694,56, 388.88

D.-Preliminary statement of the public debt March 31, 1921

(On the basis of daily Treasury statements)

Total gross debt Feb. 28, 1921 ---------------------- $24, 051,684, 728. 28
Public-debt receipts Mar. 1 to 31, 1921- $891, 017, 911. 58
Public-debt disbursements Mar. 1 to 31,

1921 ----------------------------- 962, 58, 242. 03

Decrease for period ---------------------------------- 71, 580, 330. 45

Total gross debt Mar. 31, 1921 ---------------- 23, 980, 104, 39?. 83
NoTE.-Total gross debt before deduction of the balance held by the Tres-

urer free of current obligations, and without any deduction on account of obli-
gations of foreign Governments or other investmients, was as follows:
Bonds:

Console of 1930 --------------- $599, 724, 050. 00
Loan of 1925 ------------------ 118, 489, 900. 00
Panama's of 1916-1936 ---------- 48, 954, 180. 00
Panama's of 1918-1938 ---------- 25, 947, 400. 00
Panama's of 1961 --------------- 0, 000, 000. 00
Conversion bonds --------------- 2, 894, 500. 00
Postal savings bonds ------------ 11, 718, 240. 00

First Liberty loan -------------- 1, 952, 313, 700. 00
Second Liberty loan-----------3 321, 731, 300. 00
Third Liberty loan ------------ 3, 645, 081, 350. 00
Fourth Liberty loan -----------. 6,360. 364, 000. 00

$883, 728, 270. O0

15, 279, 490, 350. 00

Total bonds-------------- ---------------- 16,163, 218, 620. 00
Notes: Victory Liberty loan------------ ----- ----- .--.. 4, 100, 453, 105. 00
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Treasury certificates: I • I ITax --------------- -------- $1,643, 886, 00.00
Loan A j. 830,726,000.00
Pittman ------------------- -.247, 375, 000.00
Special issues ............ 32, 854, 450. 00

$2, 754, 841, 450. 00)
War-savings securities (net cah receipts) --------------- 723, 659,586. 89

Total interest-bearing debt -------------------- 23, 742, 172, 761 89
Debt on which interest has ceased ---------------------- 10, 537, 310. 26
Noninterest-bearing debt ----------------------------- 227, 394, 325. 68

Total gross debt- .--...------------------------- 23, 980, 104, 397. 83

Quarterly comparative public debt statement, showing also figures
1919, when war debt was at its peak
[On the basis of daily Treasury statements)

for August 81,

Aug. 31, 1919 Mar. 31, 1920 June 30, 1920

Gross debt ........................... $26,596,701,648. 01 $24,698,671,534. 52 $24,299,321,467.07
Net balareln general fund .......... 1,118,109,534.76 251,622,538.19 357,701.682.23

Gross debt less net balance In I
general fund .................. 25,478,892, 11&25 24,447,049,046.33 23, 41,619,784.84

Includes Treasury certificates (un-
matured):

Loan and tax .................. 3,938, 22, 000.00 2,278,259,000.00 2,485,55% 5M.00
Plttman Act and special ........... 262, 914 05 39 388, 901,055. 56 283,375 000.00

Total ..... ................. 4,201,139,050.89 2,667,220, 55. t6 2,788,927,560.00

- -I

Gross debt .......................
Net balance in gemiral fund........

Gross debt less net balance In
general fund ..................

Includes Treasury certificates (un-
matured):

Loan and tax .....................
Pitimu Act and special ..........

Total ...........................

Sept. 30, 920

$24,087,336,128.65
434,961,054f 10

23,652,39, 078.55

2,347,791,000.00

292,229,40 .00

2,640,020, 45a 00

Dec. 31, 1920 Mar. 31, 1921

$23,982,224,168.10 $23,980, 104,397, 83
0951,394. 20 614,6,20.42.78

, 477,272, 7U.496' 2 ,8106,9071.05

2,800, 656, 000. 00 2,474,61%,000.00
292, 29,450.00 280,229,450.0

2, 592,885,450. 00 I 2,754.841,450.0

E.-Statement showing comparative figures as to short-dated public debt, August
31, 1919, to March 31, 19V1

[On the basis of daily Treasury statements)

Aug. 31, 1919 Dec. 31, 1919 June 30, 1920 Dec. 31, 1920 Mar. 31, 1921

Victory notes..... $4,113,402,679.65 $4,494,114,007.07 $4, 246,385,530. 00'$4,225,970, 755. 00$4,100,453,10. 00
Treasury certifl.

Loan and tix. 3,98, 225, 000. 00 3, 262,184, 0. 00, 2,485,552,500. 00 2,300,66, 000. 00 2,474,612, 000. 00
Plttman At

and sMial
Issues ....... 26Z914,0W. 39 310,301,300.37 283,375,000.001 292,22V,450.00 280,229,450.00

War-savings se.
curities (net
cash receipta)... 933,647,191.081 897' 143 389. 27 828,739,702.0 760,953.780. ; 723,659,686. 9

Total ....... 9,248,188,921. 121 8,9069,743,196. 71 7, 844,052,732.091 7, 579, 809,985. 5 7, 578, 954,141.bt
_____ ____ .53
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LETTER FROM THE SECRETARY OF THE TREASURY TO THE CHAIRMAN OF THE
COMMITTEE ON WAYS AND MEANS

TREASURY DEPARTMENT,
OFFICE OF THE SECRETARY,

Washington, January 24, 1922.
DEAR MR. CHAIRMAN: I received your letter of January 21, 1922, and am glad,

in accordance with your request, to present the latest figures as to the probable
receipts and expenditures of the Government for the fiscal years 1922 and 1923,
and to indicate in that connection what public debt operations the Treasury will
have to carry on between now and June 30, 1923, in order to finance its current
requirements and provide for maturing obligations. I am at the same time trans-
mitting for your information the four attached statements as to receipts and
expenditures and the public debt.

It appears from these statements that for 1922 the Budget estimates indicate a
deficit of over $24,000,000, and for 1923 a deficit of over $167,000,000. These
figures make no allowance for expenditures not covered by the Budget, as, for
example $60,000,000 already requested by the United States Ship ing Board for
the settlement of claims, $7,000,000 to be spent by the United States Grain
Corporation on account of Russian relief under the act approved December 22,
1921, $5,000,000 to be paid as the 1923 installment under the treaty with Colombia
and a possible $50,000,000 on account of additional compensation to Govern-
ment employees, a total of $112,000,000, chiefly for 1923. The results of the
first half of the fiscal year 1922, after making due allowance for extraordinary
items, indicate that the budget estimates for the year are substantially correct.
It is still too early to say whether deficits can be avoided, but it is almost certain
that in neither 1922 nor 1923 will there be any surplus. At any rate, it is clear
that in order to balance the budget, expenditures mv.at be still further reduced,
rather than increased, and that the net reduction below the Budget figures
within the two years must aggregate about $300,000,000 in order to over-
comde the indicated deficits. At the same time the Government faces a heavy
shrinkage in receipts, and internal-revenue collections in particular are subject to
great uncertainty. As a matter of fact, in view of the depression in business,
there is grave doubt whether the estimates of receipts which appear in the Budget
can be realized, and up to date the shrinkage has rather more than kept pace
with the shrinkage in expenditures. It is clear that under these conditions there
is no room for new or extraJrdinary expenditures, and that If new items should
be added which are not included In the budget, it would be necessary to make
simultaneous provision for the taxes to meet them.

One of the chief factors in tAe gradual return to normal conditions throughout
the country has been the marked reduction in Federal expenditures which has
already occurred, and this has in turn permitted the lightening of.the burden of
taxation. What has been accomplished along these lines within less than a year,
through the cooperation of the Congress and the Executive, makes a concrete
record of achievement in economy which is worthy of our highest efforts to
maintain. The economies effected, moreover, have been made without stinting
in any way the relief of disabled veterans of the late war, for the figures show that
the Federal Government spent for this purpose in the fiscal year 1921 about
$380,000,000 and will spend for the same purpose in the fiscal year 1922, and
again In the fiscal year 1923, about $450,000,000 a year or more than will be
spent for any other one purpose except interest on the public debt.

The overshadowing problem of the Treasury at this time of course, is the
handling of the public debt, and particularly the conduct of the refunding oper-
ations which will be necessary within the next year and a half on a scale un-
precedented in times of peace. Some progress has been made in these operations,
lut the great bdlk of the refunding still remains to be done. The gross public
debt of the Government on December 31, 1921, on the basis of daily Treasury
statements, amounted to $23,438,984,351, of which almost six and a half billion
dollars falls due within the next 16 months, over three and a half billions of it
in the form of Victory notes, which mature May 20, 1923, about $2,200,000,000
in the form of Treasury certificates, which mature at various dates within a
year, and nearly $700,000,000 in the form of war savings certificates, which
mature January 1, 1923, or may be redeemed before that time. The refunding
of this vast maturity will require the Treasury's constant attention from now
on. Altogether it makes up an amount almost as large as the fourth Liberty
loan, and considerably more than the first and second Liberty loans combined.
The Liberty loans were floated during the stress of war, through great popular
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drives and with the help of a country-wide Liberty loan organization that com-
prised perhaps t,000,000 persons. To conduct refunding operations on a siin-
Ilar scale in tlm9 of peace, to~the amount of six and a half billions of dollars is
a task of unpaalleled magnitude, and it is of the utmost Importance to ihe
general welfare that it be accomplished without disturbance to business or inter.
ference with the normal activities of the people. This can not -be done f the
refunding is embarrassed by other operations,

The greatest problem is the Victory Liberty loan, which amounted to $3,548,-
000,000 on December 31, 1921. A maturity of this size is too large to pay off
or refund at one time, and It is accordinglyf necessary that the Treasury should
adopt every means at its command to reduce the outstanding amount in advance
of maturity. To this end it. will be the Treasury's policy to continue to issue
short-term' notes from time to time when market conditions are favorable and
to use the proceeds to effect the retirement of Victory notes, accomplishing this,
if they can not be had otherwise, through the redemption of part of the notes
before maturity. ' It will likewise be the policy so far as possible, to apply the
sinking fund and other special funds available for the retirement of debt to the
purchase or redemption of Victory notes. The $2,200,000,000 of Treasllry cer-
tificates outstanding and the $700,000,000, or thereabouts, of wor savings cer-
tificates raise similar problems and will likewise require refunding operations on
a large scale during the next year and a half. The Treasury has already placed
on sale, on Decembor 15, 1921, a new Issue of Treasury savings certificates,
which is designed to provide in part for the outstanding savings certificates to
be redeemed. It is clear, however, that an important part of the maturity on
January 1 1923; will have to be refunded, at least temporarily, into other obli-
gations. We bulk of the Treasury certificates of indebtedness will also have
to be refunded, probably into other Treasury certificates, for it is almost neces-
sary, while Government expenditures are so large and tax payments so heavy,
to float a substantial amount of Treasury certificates in order to carry on current
operations without money strain.

If the situation continues to develop in an orderly way, and no complications
are introduced in the form of extraordinary expenditure which would force new
borrowings, the Treasury expects to be able to proceed with the program already
outlined, and such other refunding operations as may prove to be advisable,
within the limits of its existing authority and without interference with the busi-
ness of the country or disturbance to the investment markets. The time is
coming, perhaps In the near future, when it will be possible to lindertake refunding
operations for a longer term with a view to the distribution of the debt among
investors on a more permanent basis. It is important in this connection, however,
not to overlook one special characteristic of the Treasury's public debt operations
since August 31, 1919, when the gross debt reached its peak, namely, that the
operations since that date have been accompanied by gradual but steady debt
retirement and that even the refunding operations now in prospect will not in-
crease the public debt. Generally speaking, the Treasury has been floating a
constantly decreasing total volume of securities and its borrowings have accord-
ingly not taken new money or absorbed funds that would otherwise go into
business. If the Government, on the other hand, were Increasing the public
debt, quite different problems would arise. Treasury offerings would thentake
up new money and there would be danger of inflation, of higher rates for money,
and of strain on the investment markets, with consequent prejudice to the Gov-
ernment's own inevitable refunding operations and to business and industry
generally. The whole character of the operations would be altered.

The estimates which have been given as to the prospects for the fiscal years
1922 and 1923 and the program which has been outlined for the refunding of the
short-dated debt do not make allowance for any extraordinary expenditures
within the next few years for a soldiers' bonus or so-called adjusted compensa-
tion for veterans of the World War. The figures show that there will be no
available surplus, but more probably a deficit, and that with the enormous
refunding operations which the Treasury has to conduct it would be dangerous
In the extreme to attempt to finance the expenditures Involved in the bonus
through new borrowings. The position of the Treasury remains unchanged,
but if there is to be a soldiers' bonus, it is clear that it must be provided for
through taxation, and through taxation in addition to the taxes imposed by
existing law.

It Is difficult to estimate how much additional taxation would be necessary, for
the last bonus bill considered was S. 506, reported by the Committee on Fiilance
of the Senate on June 20, 1921. Front the report of the committee and the esti-
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mates of he Government actuary it would appear that the total cost of the bonus
iunder this bill would be about $3,330,000,000, of Which at least $850,000,000
would fall in the first two years of its operation, with varying amounts over inter-
vening years and an ultimate payment in the twentleth 'year of over
$2,114,000,000. The minimum cost would apparently be about $1,560 000,000,
in case substantlally all the veterans should take the cash plan, and the maxi-
mum cost, about $6,250,000,000, in case substantially all of the veterans should
elect to take the certificate plan in lieu of cash. If an unexpectedly large pro-
portion of the veterans should choose cash, the cost within the first two years
might run well over $1,000,000,000. It would seem reasonably certain, however
that at least one-half would elect the cash payment plan, in which event the cost
in the first two years would be about $850,000 000 and the total cost would fall
between the two extremes, or at about $3,336,000,000. These estimates take
no account of expenses of administration or the possible cost of vocational train-
ing aid, farm or home aid, or land settlement aid to veterans who elect such beue-
fits, which would involve substantial additional cost. The expenditures involved,
moreover, would be in addition to already substantial expenditures on account
of veterans of the World War, chiefly for relief to disabled veterans, w-hich amount
to about $450,000,000 a year, according to the estimates for 1922 and 1923. The
Government's obligations to the disabled veterans is continuing and paramount,
and heavy expenditures for their relief will be necessary for many years to come.

On the most conservative estimates, therefore, the cost of a soldiers' bonus
in the first two 'ears would probably be not less than $850,000,000. This would
necessitate additional tax levies to a corresponding amount during the same
period. The taxes already in force are too onerous for the country's good and
are having an unfortunate effect on business and industry. The held of taxa-
tion, moreover, has already been so thoroughly covered, owing to the extraordi-
nary revenue needs growing out of the war, that it is exceedingly difficult to dis-
cover new taxes that could properly be levied to yield as much as 850 millions
within two years. In these circumstances, should Congress determine to adopt
the policy of paying a soldiers' bonus, it would become necessary to impose general
taxes on broad classes of articles or transactions in order to pay it. For such
taxes, In their nature of wide application, much might be said as substitutes for
existing taxes; but the Treasury would hesitate to recommend them as additional
taxes, except to meet some extraordinary purpose.

Whatever additional taxes might be levied, provision for them would have to
be made in the Lame bill with the bonus. The Budget system is now firmly
established, and the Budget already submitted has pointed out the relation
between receipts and expenditures for this year and next year. If the Congress
decides to authorize large expenditures outside of the Budget, it is fundamental
that it should make simultaneous provision for the additional taxes necessary to
meet them.

It is also well to keep in mind that no indirect means of financing the bonus
could make it any less an expense that will have to be borne in the long run by
the taxpayer. Thus it would be futile, as well as uwise, to attempt to provide
for the bonus through the use of the principal or interest of the foreign obliga-
tions held by the United States or through the sale of any such obligations to
the public. 'For the most. part, the foiign obligations are still in the form of
demand obligations, and it is impossible in the present state of i ternational
finance and in advance of funding arrangements to estimate what may be col-
lected on them in the near future by way of principal or interest. Tle obliga-
tions are not in shape, moreover, to sell to the public, and to offer them to in-
vestors with the guaranty of this Government would seriously interfere with our
own refunding operations, upset the security markets, and in" the long run prove
more expensive to this Gi.vernment than would the sale of its own direct obliga-
tiom's. At the sdmo time, it would enormously complicate the international
situation and certainly embarrass the funding 'negotiations. Even if enough
cculd berealized on the foreign debt, in time .o pay the bonus, it would accom-
plish nothing to set it aside for that purpose. A4 the law now stands, and in
justice to the millions of Liberty bond holders, the Government Is bound to apply
ally principal payments by foreign Governments, as well as any proceeds of sale,
to the retirement of outstanding Liberty bonds, about ten billions of which were
issued in the first instance to provide for the advances to foreign Governments.
Interest collected oil the foreign obligations should likewise go to provide for the
interest on Liberty bonds, and it has been the Treasury's pfli in the funding to
adjust the dates and amounts of the interest payments as nearly as may be to
the interest payments on our own bonds. In aniy event, It Is clear that if the
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proceeds of the foreign obligations should be applied to different purposes the
Government of the UJited States to that extent would have to provide for pay-
ment of the principal and interest of the Liberty bonds from other sources, which
means that the people would have to pay taxes for this purpose that would other-
wis&jmeAmeeesary..--The pJAn to use the foreign obligations to pay a soldiers'
bonus, therefore, would still leave the burden on the shoulders of the American
taxpayer. -

I havC& made this extended analysis of the country's financial position and of
the Treasury's plans and prospects for 1922 and 1923 in order that the Congress
may have before it in definite form the facts as to what financial consequences
the soldiers' bonus would entail and what added burdens it would inevitably
place upon the country.

I am sending a copy of this letter to Senator McCumber for the information of
the Committee on Finance of the Senate.

Very truly yours, A. W. MELLON,

Secretary of the Treasury.Hon. J. W. FoEDNEY,
Chairman Committee on Ways and Means,

House of Representatives.



ExamrT A
Receipts ani expenditures for the faseal year 1921, and estimated receipts and ezpenditures for the fiscal years 1922 and 193'

Ordinary:.
C ustom s ----------------------------------------------------
Internal revenue-Income and profits taxes ................

MIscellaneous Internal revenue.. ......

Miscellaneous revenue-
Sales of public lands .................................
Federal reserve bank kanchise tax ----------------------
Interest on foreign obligations --------------------------
R e of reign ob -------t-----....S ale of stuplus war supplies ...............
Retirement of capital usock of Grain Corporation ....

an m a C a .. .. .. .. .. .. .. .. .. .. .
Otbermisoelianeous--------------------------

Total ordinary receipts -------------------------------

EXPENDITURES

(On the basds of daly Treasury statemental

Fiscal Year 1921 Fiscal year 1922

3% 0,391.00
$3,206,046,157.74 $3,110,000,920.92
1, 390, 380,823.28 1,104,500, 90.M0

4,59, 420,981.02 -

1,530,439.42
60, 724,742. 27
31,14, 9S2 51
83,678.22 .38

183, 692,84&6W
IKo. 00, 000. 02
12,20, 74L 79

246,891,610.83

O r d in--------------------y-------
Public debt expenditures chargeable against ordinary receipts

Sinkingtund --------------------------------------- -------- j 261, 10D, 250. 9
Purchases of Liberty bonds from foreign repayments ....... 73, 9, 300. 00Redemptions of bonds and notcs received or estate taxes. .. 2,348.950.00Retirements from Federal reserve bank franchise tax receipts 60, M. 5M.00

Total ordinary expenditures (including public debt ex-
penditures chargeable against ordinary receipts) ......-

Ex of receipts over expenditures ---------------- .------
Excess of expenditures over receipts ............................

1150.0,000.00
2o, 000, o0M 0o

141,200,t00.

92% Owl OK O

1147620o01.0183, M W&OD
719, 941I, 5K8 89

5,115,927,689.30

2788 442,28 2
25.,o oo.oo
66 000. mo. 0o

422, i13, ooo. oo--

K689%,271.61,
---------...- .-----

275,000000O

3,214,5900. O0. 0

478,93, 63. O

3.9%0,453,663.0

3, 04,980,166. 00

387,942,200.0

32 3t

___ __ -- - -- - -. -- - - --.-- I ___,__

I'On same basis as given in Annual Report of thie Secretary of the Treasury for 1921 and in the Budget for 19=. The estimates do not include expenditures no. covered by theBudget, as6 for example, $50,002 requested by United Stales Shipping Board for settlement of claims, $7,092,000 to he spent by the United States Grain Corporation on account ofRussian relief under act approved Dec. 22, 1921. $5,0.000 to be paid as the 1923 instalimnt under the treaty with Colombia, and a possible $50,09,02 on account of additionalcompensation to Giovernment employees.

Fiscal Year I=2

$1, 71% 00,O 0.0

SA0, OOOL OD.9

3,o000, 9 0
25,000, 000.092
30,500,0000

192,500,0.92oo
7,9060.1o

13,315, 000.O0
196,367,750.O

8M0,920,000.00

2,611.900M,92000 :
00

00
on

4K is M 00
.,..

3,346,18 , 70. O
3 , V

30 ,,. 00. O
343,330,800

31754779



EXHIBIT B
Preliminary statement showing olassifwed receipts and expenditures of the Government from July 1, 1921, to Dec. 81, 1921, with comparative

figures for the fisa year 1921t

IOn the basis of daily Treasury statements)

July I to Sept.
1 30,1921

RECEPS

Ordinary:
Customs ----------------- $69,605,044. 73
Internal revenue-

Inacome and profits tax. 635,18, 027.52
Misoellanecis internal

revenue ---------- 364, 401,94. 96Misceflaneous revenue --- 71, N0 681.12Panama Canul tolls, ete. Z 844,204. 3]

TotaL ----------------- 14M.,839,01.7
Fcess of ordinary receipt

over ordinary expenditures.. 261,339,552.33
Excess of o expendi-

ture ovr"ordinary receipts..............

Exces of ordinary receipts
over total expendit
(public and ordinary)

receipts ------------------ 173,73,45213
Excess of total expenditures

(=Hedebt and ordinary)
C against ordinary

receipts over ordinary re-
ceipts -- -- -- -- -- --- - -- -- --

Oet. I to Dec. Total July I to
31, 1921 Dec. 31, 1921

$77, 406,316. 57 $147,008,361.

607,327,104.03 1,239,416,131.5

324,343, 658. 63 688 745, 0
,61,3275.2 5,57,43.64

3,193.325. 92 6,037,530.29

July I to Sept. I Oct I to Dec.
30,1920 31, 1920

84o,6 53, .81

399,726,19L 93
214,545,816.77

$66, 09, 20. 83

787,550,6O9.73

370.338,119. 27
200,%09,310.39

I,17,2,155.67 2,31 4 057.3711, 074.261.941, 4 27, 44 5,014 . s412967,519,277. 481, 3 87 ,5 1 , 46 .%i,2 ,89 4 216.!

Total July I to
Dec. 31, 1920

$150,097,26857n

1,62,203,93o. 54

770,O6,311.2
415,45,127.161- 71. 642

Jan.Ito Mar. Apr. ItoJune TotalJuly i,
31, 1921 30, 1921 1920. to June

30,1921

$67,84, 176.12

85, 27-, 918.

318, 90, 14. 8
145,840,438 .1. k 7R 7 am

$0,621,94.14

725,564,368.7Z

301,416.36& 21
149,368, 28L 81

215,216, 07 24 476,55,0. 57 282.224.70& 291 17%,280,234.14 4-50 154 9Ki '2 I II 1 am of

43,65, 47124 217,4A 924. 57 241,94,456. 291 148,322,288.14 3 24 744.41

----------------- ----------

- .- -- ..- - ..- ---- 6 , 2 6 1 , 4 7 .7 3

81, 06Z,247. 09 =' 4M"8 725.73

81,065,247.09~ 222,478,725.73
F 

I:

,206,o46 157. 74

1, 39Q,82,28 !4
GA7660847. 1012,280,741.79

509,05,27L61 o

85,723,771.61

4 09% 90& Z 607,73C 32

I ------- ---------- I



Preliminary statement showing classified receipts and expenditures of the Government from Jidy 1, 19271, to Dec. 31, 1921, with comparative
Jigures for the fiscal year 1921-ontinued.

July I to Sept.
30, 1921

EXPENDITURES

O eisative establishment. $4,422,186.94
Executive proper .......... . 57,00.42
State Department ......... 2,048, 33.03
Treasury Department -- 80, 653,168.4
War Department .-------- 142,412,18.14
Deprtment of Justice -- 3,928,980 2
Post Office Department... 23,876,077.43
Navy Dgmtment --------- 148,290, 246.45
Interior Department . . 8,889, 00. 3De ' ofAg c ,lture 40,281,386
Department of Commerc. 6,36,73.59
Department of Labor ------ 1,525,881.17
Veteraw BureauS I ....... 61, 35 749.17
United 'States Shipping

Board .................. 51,784,131.28
Federal control of trans-

portation systems and
transportation act, 1920.. 82,615,617.38

War Finance Coroation.....

Other independent offices
and commissions . .2 663,823.08

District of Columbia ...... 5,651,582.0
Interest on public debt .... 147,324, 166 68

Total .................. 878,112,344.21
Deduct unclassified repay.

ments, etc ............. 60, 977.06

Total .................. 878,173,321.27
Panama Canal .......... 1,327,026.10
Purchase of obligations of

foreign Governments ....
Purchase of Federal Farm

Loan Bonds .............................

Total ordinary ......... 879,500,349.37

Oct. I to Dec.
31,1921

$4,524,830.93,56, 301.45
2, 314, 077. 4362,927,875.05

102,0 570.144, 597. M,9. 62

'01 7, 289. 90

122, 4, 73&. 65
83,289,416.67
43,901:523.24
5,140,372.43
1,499,420.75

113,331,361.80

29,36Z 08& 95

280,70,527.15
52,317,690.61

2,Wl000. 00
6, 214, 363. 41

360,915,199.15

957,275, 501.471

a419,300k.24

S957,891,801.71 1
712,281.72

------............ -

95k 47, 3. 43

TotalJulylto July l to Sept. Oct. ItoDec. TotalJulylto Jan. ltoMar. Apr. ItoJune TotalJuly1,
Dec. 31.1921 30, 1920 31.1920 Dec. 31,1920 31,1921 30,1921 192

* 20,1921

$S, 947, 017.87 $4,927,391. 02 $4,905,522 01 $9, &M 913-03 $4. 803, 483.14, $4, 346, 169. 00! $18,9 6 565.17113,304. 87, 54. . 70 50,913.84 105,767.54 49,260. 76 55,028.49 210,056.794,362,210. 46 Z 322,749..9 1, 827,909.9 4.150,659.38 24Z 127.40; Z 388, 01061, 8,8,768143,581,043.51 96,098 410.19; 8Z,724,413.7 17"8,822,8.95 181,790,477.00 128,023, 532.151 48,636,83BU10244,495,39. 28 274,367, SK 971 268000,064,23 542,367,873,20 307,518,350.95 251,728,789.171, 101,615,013. 32, 52, 39. 82 4,183,09. 231 3,958,629.16 8,141,718.39 4,425,703. 15 4,638,996.4V 17,206,41 0334,583,367.33 1,407,168. 051 10, 612, 20L 47 12,009,369.52 25,956,317. 37 97, 3 42L 281 17,359, 10& 17270,743,985.10 161.294,82&3 166, 8,53.61 328,100,3297 177,462, 79L 62 144,810,716 6 373835. 58171,179,017.50 87,118,246.55,' 82,244,02635 169,362,27190 82,520,943 357,814,8901
84,182,91221 ,993,226 .7 28,975,39246 62,968,621.22 32,494,506.75 24,4411,446,446.02 10,76. 625.62- 7,150,954.20 17,919,579.82 6,966,71& 38 5, 94246&351 30M,82,761553,02n,3"t92 2,1 590.97i  2,78,299.2 4,9,890.2; 1,977,469.34 1,588, 49.8 82,509.5

174,685,110.97 ................................. . . . . . . . ...
80,146,21&23 33,986,454.67! 261,402,97.86 95,389,430.53 2,225,33& 0 33,108, 5M67 130,723,266.25

1, 905,09.23 193,583,743.50; 13,186,28. 24 37,770,031.74 214,217,372.441 137, 730,711,8g.919,343,4500 22,238,355.21 '23,510,031.64 2 1,271,67.43 26, 367, 886. 4 214,388,8. 95 '22,028,45112425, O, 000. W 90,353,411.42 ............. 90,353,411.42 ........................ 90,353,411.42

28,880186.49 19,863,573.71 25.218,136.75 45,081,710.46 34,341,012.2 40,519,794.05 119, 94 516. 7312, 001,34.04 5,015,21298 5,899,260.33 10,914,413.31 5,226,871.18 6,73, 874. 11 22,71,158.60568,239,307.83 136,351,254.071 34M067,610.37 478,418,864.44 171,906,101.93 348,819,764.98 999,144,731.35
,83,387,845.681,180,081,991. 371, 256,293,01&. 22,436,37,001.6211,249,756,856.95 1,323,578, 996.17 ,009,710,854.74

2480,2773 5 '898,151.75! 8,457,743.63 7,559,591.881 '2,51,299.5414,05, 699.20 922,V5. 14
83,88,12298 1,180, 980,14. 121,247,835, 26.621, 428,815409. 7411,438 156 49

i, 327
, 561 O 3,0 ON,788,261.602,039,309.82 2, 965,341.14 3,083,590. 561 6j 28 19L 70 5, 92 8& " 4 4510,997.19 16,461,409.47

--------------- 57, 201,633. -..-............. 57,2016,33.S3 16,695,063.91 ............. 73,896697.44
-------- 9,702,436.88 6,265,91.22i 1, 98,358.08: 829 71-------- 18,781,320.79

.837.907,432. 81, 250,849, &K 65; 1. 257. l 7&40!2;.' 14 3 129 71 ..........7 0IM. I n
07~7'.7 eSI Roll uto i'~e aco ea~ ,,~ ~

I1



Public debt expenditures
chargeable against ordinary
receipts:

Sinking fund --------
Purchasesof Liberty bonds

from foreign repayments.
Redemption of bonds and

notes from estate taxes..
Retirements from Federal

reserve bank franchise
tax receipts p.............

Retirements from gifts,
forfeitures, and other
miscellaneous receipts. -.

Total public debt ex-
penditures chargeable
against ordinary re-
teipts .................

Total expenditures (pub-
lic debt and ordinary)
chargeable against
ordinary receipts ......

81,066,000.00,
518,.700. 00

5,988400.00

13, 000. 00i

146,980, 700. 01

15, 828,650.01

6,328,250. 0

2, 619,000. of

9,000.0c

298,048700.00 5,261, 2500 15,129,000001 2D, 3N0,250(

16,147,350.00 38,002.050.00 Z028,250001 40,030,3D0.Of

12,316,650.00 4,017,900.00! 4,416, 8, 684. 0. o

2619,000.00-. -- -------------- ................................

22.000.00 1,050.00 134, 000. 00 135.050. 0

124,956,000.00 115,754, 000.01

475, 000. 00; 33,434,000.00j

6,657. 650. 00) 11,006,700.00

6Q,724,o50D. 00 ...........

10,900.00 2Z,5.00

87,S86,100.00 171.565600.00 259.151,700. 00 47.2W2,250. 00 21.957,950.00i 6%.240. 200.0_ 9Z2, 00 160,217,250.00 422,281,50. 00

967,088449.37,1,129,972 ,68343Z,097059,13Z 2. 29 .1800651,29,122,720.402,S7Th2545330548581,7l3,69 ,49Z37Z92.68538.200, 18k.30

IePayments on account of veterans' relief made pnior to Aug. 11, 1921, by the War Risk Insurance Bureau are included under "Treasury Department," while similar paymentsmade prio to that date by the Federal Board for Vocational Education are included under "Other independent offices and commissions."
.Deduct excess of credits.

3 The e
xp

editures on account of "Federal control of transportation systems and transportation act, 1920," above, have been reduced during the period from July 1 to Dec.31, 1921, by $142,_74,92. on account of deposits to the credit of the appropriation for "' Federal control of transportation stysems " of the proceeds of sales of equipment trust notesacquired under the Federal control act approved Mar. 21, 1918, as amended, and the act approved Nov. 19, 1919.
6Represents reduction in capital sock of United States Grain Corporation effected Oct. 17, 1921, and reflected in 11Miscellaneous receipts" in an equal amount. (See note

2, p2. of daily Treasury stat-mseut for Oct. 18, 1l21.)
' Add.
Novx.-Because of legislation establishing revolving funds and providing for the reimbursement of appropriations, commented upon in the annual report of the Secretary of theTreasury for the fiscal year 1919, p. 126 ff., the gross expenditures in the cas of some departments and agencies, notably the War Department, the Railroad AdOn, andthe Ship Board, have been considerably larger than above stated. This statement does not Include expenditures on account of the Postal Service other than salaries and expensesor the Poma ice Department in Washington, postal deficiencies, and items appropriated by Congress payable from the general fund of the Treasury.

261,100,25. 00

73,9M300
28,348,950.0

8Q, 724,8 0.00

168,500.00
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ExHIBIT C

Preliminary statement of the public debt on Decenber 81, 1921

(On the basis of daily Treasury statements)

Total gross debt before deduction of the balance held by the Treasurer free of
current obligations and without any deduction on account of obligations of for-
eign governments or other investments, was as follows:

Bonds:
Consols of 1930 ---------------- $599, 724, 050. 00
Loan of 1925 ------------------- 118, 489, 900. 00
Panama's of 1916-1936 .----------- 48, 954, 180. 00
Panama's of 1918-138 ----------- 25, 947, 400. 00
Panama's of 1961 ---------------- 50, 000, 000. 00
Conversion bonds ---------------- 28, 894, 500. 00
Postal savings bonds ------------- 11, 774, 020. 00 . . .

First Liberty loan ------------- 1, 952,123, 150. 00
Second Liberty loan-...3, 313, 261,100. 00
Third Libertv'loan -------------- 3, 592, 593, 750. 00
Fourth Liberty loan ------------ 6, 349. 411, 400. 00

$883, 784, 050. 00

15, 207, 389, 400. 00

Total bonds ----------------------------------- 16, 091, 173, 450. 00
Notes:

Victory Liberty loan ------------------------------ 3, 548, 289, 500. 00
Treasury notes-

Series A-1924 ---------------- $311, 191, 600. 00
Series B-1924 --------------- 390, 706, 100. 00

701, 897, 700. 00
Treasury certificates:

Ta. ............................ 1, 515,157, 500. 00
Loan -------------------------- 567, 437, 500. 00
Pittman Act -------------------- 113, 000, 000. 00

Treasury (war) savings securities (net cash receipts) ------- 651, 844, 374. 27

Total interest-bearing debt ------------------- 23, 188, 800, 024. 27
Debt on which interest has ceased ----------------------- 11, 867, 140. 26
Noninterest-bearing debt ------------------------------ 238, 317, 186. 83

Total gross debt -------------------------------- 23, 438, 984, 351. 36
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EXHIBIT D

Statement showing comparative figures as to short-dated public debt, June 80, 19*0,
to December 81, 1921

OD the basis of daily Treaury statements, adjusted to Include accrued discount oi Treasuwy (war),
savings securities)

June 30, 1920 Dec. 31, 1920 June 30, 1921

J. Maturities before June 30,1923: '
Victory notes (matureMay 20, a)e. $4, 24 385, 53W. 00 $4, 225,970, 755.00 ,$3,913,933,350.00
Treasury ertiflcates (ma-

turing within a year)-Loan ald tax. 2,485, M2, 50.00 2,300,650,000.00 2,450.843, 50.00
Pittman Act and

special Issues....... 283,37,000.00, 29 229,450. 00 248,729,450.00
Treasury (war savings

securities, series of 1918
(net cash receipts plus
rexrued discount to re.
spectivedates) ........ 7. 9, 409. 08 7OZ5M0765. 18 675,449,577.13

7,774,309,439.08 i 7,321,376,97a 18 7,288,955.877.13[i. Maturities after Junie 30,
£. _ r e .u r . .. . . . . . . . . .. ... l , i O. . .

I reasury notes ............................. .................. oiall, IuJ, OWU. VUTresaury (war) savings
security les (net cash re.
velpts plus accrued dlt-
ount to respective
dates), series of 1919,
I9M0, find 1921, matur..
Ing, respectively, on
Jan. 1, 1924, Jan. 1.
1925, Jan. 1, 192 , and
later dates ............. 143. 12,726.64 143,521,053.78 120,570, O1. 85

Tort ............ 7,f7,42, 165.72 7,664,901.023. 96 7, 720,717,487. V8

De. 81, 1921

$3,648, . NO. 00

113,000,000.00

1 644, 090, W& 33

8, 387,975, 10833

701,897,700.00

1 118, 662,962. 07

7,208,535, 790.40

Partly estimated. The estimated additional discount to amrue on Treasury (war) savings securities
of the series of 1918 to Jan. 1, 123, Is about $19, 000, 000, whIch should b added I ncomputing the amount
of the maturity.

IFor release afternoon papers Thursday, August II, 19211

TREASURY DPARTMENT,
August 10, 1981.

DFAH Mn. CHAIRMAN: Oil the basis of the tnderstandinig reached at our con-
fereiico yesterday with the President, I am now able to submit figures as to re-
ductions in the estimated expenditures of the Government for the fiscal year
1922, and it, that connection present herewith new estimates as to tlao revenue
needs of the Government for the fiscal year, with recommendations a to the
reduction and revision of taxation.

1. Production in ordinary expendiures.-The adnihistration, in cooperation
with the Conimittee oln Ways and Means, has determined to reduce the ordinary
expenditures of the Governinent for the fiscal year 1922 by at least $350,000,000
below the revised estinates presented by the TIreastury on August 4. It is under-
stood that this saving will be distributed, accordintg to the best estimates nowavailable, substantially a,4 follows:

I J.fst revised NewEstimate estimate

War DeIartliwt................. ................ WO O 0 0
Navy D)elortnmnt.......................................... 487,223,000 387,22.,000
8h1ppIln1g Board ........................................... EN0, 000, 000 1(0, 1W)0, 000
J)eliartnutt of Agricullure ................................ S 12000 000 9 ,000,00
ialfroadfs .............. .......... . ......................... 4 O.( 000 495, 000, 000

M134is<Aeli ous ..........................
TotM al rt fltetifin ........... . . . . . . . . . . . . . . .. . . . . . .. . . . . . .

Net
reduction

O o 000

O0, 00, 000

S000,000IOO, OOO

2, 000,000

350, 000, 000

I
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To accomplish this reduction it will be necessary for the administration, with
the assistance of the Director of the Bureau of the budget, to put forth its utmost
efforts to insure economy in every Government activity, and for Congress on
its part to give the most whole-hearted cooperation not only by the avoidance
of new expenditure but also by the limitation or repeat of various outstanding
balances and authorizations. The reduction which is estimated in the railroad
payments assumes that about $50,000,000 of the expenditure heretofore esti.
mated to fall within the fiscal vear 1922 will either prove unnecessary as settle.
ments progress or be deferred to the fiscal year 1923.

2. Reduction in public debt expenditres.-It is understood that the Treasury
will provide for two items of estimated public debt expenditure for the fiscal
year 1922 out of other public debt veceipts during the year, as follows:
Net redemption of war savings securities -------------------- $100, 000, 000
Retirement of Pittman Act certificates ----------------------- 70,000. 000

Total ---------------------------------------------- 170, 000, 000
This will mean a reduction of $170,000,000 below the previously estimated net

public debt expenditure for the year. It is undertood that the sinking fund
requirements of the Victory Liberty loan act, amounting to $265,754,865 for
the year, will be observed, and the miscellaneous debt reductions required to

be made out of receipts specially earmarked for the purpose will not be disturbed.3. Total reduction in expenditre.-The aggregate reduction in expendture

for the fiscal year, on the basis above established, wihl be $520,000,000, leaving
an estimated total expenditue of about $4,034,00,000.4. Receipts from sources other than internal revenue.-It is understood that thleadministration will make every effort, with tie cooperation of Congress and
the assistance of the Director of the Bureau of the Budget, to increase realization
on salvageable property remaining from the war, particularly in the War Depart-
ment, the Navy Department, and the Shipping Board. t is hoped that with
increase receipts from salvage and a new tariff law effective by December
31, 1921, the total reeipts from sources other than internal revenue during
the fiscal year 1922 will be as follows: 

Customs---------------------------------..............$370, 000, 001)Salvage (including sales of surplus war su p arlies)------------200, 000, 001
Other miscellaneous revenue from.s....................... 287, 643, 000

Total ---------------------------------------------- 857, 643, 000

5. Revision of taxation.-On the basis of the estimated reductions In expendi-
ture to be made during the current fiscal year, the adnuinistratio.n recommends
that the internal tax laws be revised so as to produce a total of $3,000,000,000
of internal revenue for tihe caletidar year 1922, as follows:

Normal income tax --------------------------------------- $470, 000, 000
Income surtaxes ------------------------------------------ 380, 000, 000
10 Ier cent corporation income tax ------------------------ 445, 000, 000
Additional 21 per cent corporation income tax (as partial sub-

stitute for excess-profits tax) ---------------------------. 111, 250, 000
Back collections of income and profits taxes ----------------- 300, 000, 000
Miscellaneous internal revenue ----------------------------- 1, 293, 750, 000

Total --------------------------------------------- 3, 000,000, 000
Specifically, this revision would involve (1) the repeal of tile excess-profits tax

effective January' 1, 1921, with a 24 per cent flat tax on corporation incomes a.4
a partial substitute; (2) tihe repeal of the higher surtax brackets to a mnaxiitunm
of 32 per cent effective January 1, 1921, and a maximn of 25 per cent effective
January 1, 1922; (3) the reduction of the transportation tax by one-half effective
January 1, 1922, and its repeal effective January 1, 1923; (4) the repeal or modifi-
cation of certain miscellateouis taxes imposed tnder section 630 (with a substi-
tute tax on carbonated waters, etc.), and under -cctio' 904 of the revenue act of
1918; and (5) sufficient readjustments in miscellancouv taxes to assure aggregate
internal revenue for the calendar yearof $3,000,000,000. In connection with
these readjustments, if the suggested additional flat tax on the net income of
corporations is to be fixed at 21 per cent, it will be necessary to make up tihe
resulting loss in revenue by ineans of the miscellaneous internal taxeti, in part
through the substitute tax ;mn carbonated waters and in part through increases ini
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existing stamp taxes. On the other hand, if the flat additional tax is to be fixedat 5 per cent, it might be possible in that connection to regard the last 2J per centas i substitute for the capital stock tax and repeal the capital stock tax, relyingon the tax on carbonated waters and other readjustments in miscellaneous taxesto provide the necessary revenue.

The additional revenue necessary for the fiscal year 1922 will be made up, it isestimated, by the overlapping of receipts collecied under existing law, and to
some extent by collections of back taxes.The suggested revision automatically provides for futher reductions in taxationfor the calendar year 1923, through (1) the complete repeal of the transportationtax effective January 1, 1923, (2) the reduction of the surtaxes to a maximum of25 per cent effective January 1, 1922, and at the same time there is to be antici-pated a falling off in collections of back taxes in the calendar year 1923.6. Additional authority for the Secretary of the Treasury.-In order to carry outthis program and provide further for the financing of the short-dated debt, theSecretary of the Treasury should have enlarged authority for the issue and retire-ment of notes under section 18 of the second iberty bond act, as amended, withprovision for a total of $7,500,000,000 at any one time outstanding. The existingauthority Is for $7,000,000,000, and about $3,850,000,000 of Victory notes and$311,000,000 of Treasury notes are already outstanding thereunder. Theadditional authority is necessary in order to carry out the program for dealingwith the short-datel debt outlined in my letter to you of April 30, 1921. I attachfor your convenience a draft of amendment appropriate for this purpose.

-That section 18 (a) of the act approved September 24, 1917, as amended by theact approved March 3, 1919, is hereby amended by striking out the words andfigures "for the purposes of this act, and to meet public expenditures authorizedby law, not exceeding in the aggregate $7,000,000,000," and inserting in lieuthereof the words and figures "for the purposes of this act, to provide for thepurchase or redemption of notes issued hereunder, and to meet public expendi-tures authorized by law, not exceeding in the aggregate $7,500,000,000 at anyone time outstanding".

I can not too strongly emphasize that the program agreed upon at yesterday'sconference and outlined in this letter depends upon the reductions in expenditurewhich the administration expects to accomplish, and that the anticipated savingscan be effected only by the most consistent and determined efforts to cut expendi-ture. The estimates of receipts, on the other hand, represent the utmost expectedto accrue during the year, particularly in view of tie uncertainties resulting fromthe depression in business and the shrinkage in incomes and profits.
Cordially yours,

A. W. MELLON,
Hon. JOSEPH W. FORDNEY, Secretary.

Chairman Committee on Ways and Means,
House of Representatives, Washington, D. C.

AUGUST 4, 1921.
REvISION OF INTERNAL TAXES

SUMMARY OF STATEMENT BY THE SECRETARY OF THE TREASURY FOR THE COM-
MITTEE ON WAYS AND MEANS

REVENUE NEEDS

Taxation and tax revision depend upon public expenditures. According tothe latest advices received from the spending departments and after taking intoaccount all estimated reductions in expenditure reported to date, the Treasuryestimates that the total expenditure for the fiscal year 1922 for which provisionshould be made out of the current revenues of the Government will be about$4,550,000,000. This in itself would mean a substantial reduction in currentrevenues and expenditures below the fiscal year 1921. The total ordinaryrevenues for 1921 amounted to about $5,625,00,000, or over $1,000,000,000 inexcess of the revenues estimated to be necessary for 1922. The estimate for
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1922, moreover, does not mean thAt $4,550,000,000 must be provided by taxation.
It is estimated that there will be miscellaneous revenues during the year from
salvage and sources other than taxation amounting, to about $350,000,000.
This would leave $4,200,000,000 to be provided from customs and internal
revenue. It is estimated that the revenues from customs under existing law
would be about $300 000,000 for the year, and that these might be increased
by about $70,000 000 If a revised tariff law should become effective about Decem.
ber 31, 1921. The balance, about $3,830,000,000 (as against estimated internal
revenue yield for the year under existing law of $3,570,000,000) should be pro.
vided out of internal revenue. This revenue can be sfely reduced only if and
to the extent that further reductions are enforced in the spending departments
of the Government. This means that if additional taxes are to be avoided,
there must be additional effective cuts in ordinary expenditure of over $250,000,.
000, and that even if such cuts were assured the internal revenue yield for the
year could not safely be permitted to fall below $3,570,000,000, the estimated
yield under existing law. The reductions in expenditure reported' up to date
have been taken into account in framing the estimates.,

Table I,- which follows, shows the estimated receipts and expenditures for
the fiscal year 1922 under existing law:

TABLE I.-Statement of estimated receipts and expenditures for fiscal year 1929,
on basis of existing law (revised Auguist 3, 1921)

RECEIPTS EXISTINGG LAW)

Customs ...............................................
Internal revenue:

Income and profits taxes -------------- $2, 235,000, 000
Miscellaneous internal revenue --------- 1, 335, 000, 000

Miscellaneous revenue:
Sales of public lands---------------
Federal reserve bank franchise tax ------
Interest on foreign obligations ----------
Repayments of foreign obligations ------
Sales of surplus war supplies -----------
Panama Canal ---------------------
Other miscellaneous -.................

1,500,000
60, 000, 000
25, 026, 000
30, 500, 000
60,000, 000
14,530,000

150, 08?, 000

$300, 000, 000

3, 570, 000, 000

347, 643, 000

Total -------------------------------------- 4, 217, 643, 000

EXPENDITURES 1

Ordinary -----------------------------------------------
Public debt expenditures required by law:

Sinking fund ------------------------ $205, 754, 805
War-savings securities (net) ------------- 100, 000, 000
Miscellaneous.debt redemptions ..-.-.. 100,000
Purchases of Liberty bonds from foreign

repayments ------------------------- 30, 500, 000
Redemptions of bonds and notes from

estate taxes ------------------------- 25, 000, 000
Retirement of Pittman Act certificates. 70, 000, 000
Retirement from Federal reserve bank

franchise tax receipts ----------------- 60, 000, 000

$4, 002, 057, 952

Total debt expenditures --------------------------- 551,354, 865

Grand total ordinary expenditures (including sinking fund and
miscellaneous debt retirements) ---------------------------- 41 554g 012, 817

Excess of expenditures over receipts ------------------ 330, 369, 817

Ba- se below for 0laslflction of espenditures.

212
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Classification of estimated expenditures for fiscal year 1922

(Based on latest estimates from the spending offlops, with allowances for all reductions reported to date]
Legislative ------------------------- -------- $17, 213, 813
Executive ----------------------------------- 1,897, 751
State Department ---------------------------- 10, 344, 000
Department of Justice ------------------------- 17,000, 000
Post Office Department ---------------------- 2, 200, 000
Interior Department includingg pensions and

Indians) ---------------------------------- 322, 000, 000
Department of Agriculture ------------------- 123, 000, 000
Department of Commerce --------------------- 19, 923, 000
Department of Labor -------.----------------- 5, 252, 887
Independent offices --------------------------- 13,484,516
District of Columbia ------------------------- 22, 187, 063
Miscellaneous -------------------------------- 62, 500, 000
Postal deficiency ----------------------------- 70, 000, 000
.617.003.630
Treasury uepartment:

Bureau of War Risk Insurance. $286, 000, 000
Public Health Service..- ------ 47,000, 000
Collecting revenue ----------- 53, 110,139
All other -------------------- 99, 467, 795

Federal Board for Vocational Education .........
War Department -----------------------------
Navy Department . . . . . . . . . . . . . . . . . . . . . . . . . ..Shipping B oard -------------------------------
Ralroads (transportation act and Federal control)'.
Interest on public debt ......................
Panama Canal -------------------------------

485, 567, 934
162, 665, 184
450,000,000
487, 225, 000
200, 000, 000
545, 206, 204
975, 000, 000

10, 000, 000
--_3,. 385, 654,_322

Total ordinary ------------------------------- 4, 002, 657, 952
Public debt expenditures required by law:

Sinking fund ---------------------------- 265, 754, 805
War-savings securities (net) --------------- 100, 000, 000
Miscellaneous debt redemptions ------------- 100, 000
Purchases of Liberty bonds from foreign re-

payments--------------------------- 30,500,000
Redemptions of bonds and notes from estate

taxes --------------------------------- 25,000,000
Retirement of Pittman Act certificates ------- 70, 000, 000
Retirement from Federal reserve banks fran-

chise tax receipts ------------------------ 60, 000, 000
Total retirements ---------------------------------- 551,_354, 865
Grand total ordinary expenditures (including sinking fund

and miscellaneous debt retirements) --------------- 4, 554, 012, 817

REVENUE YIELD OF REVISED LAW

Estimates of the expected revenue under the suggested revised law (with cona-
parative figures for the present law) are furnished in Table II below. The
changes upon which the estimates for the revised law are based are briefly sum-
narized herewith, and further comment is also submitted with this article.
The grounds on which the more important recommendations are based were
presented in my letter of April 30, 1921, to the chairman of the Committee on
Ways and Meis and need not be repeated in detail here. For the fiscal year
1922 the present law, it Is estimated, Would yield $3,870,000,000 in internal reve-
nue and customs. Under the revised law the estimated collections from these
sources wold amount to $3,935,000,000, assuming that the revision of the cor-
poration income and excess-profits taxes is made effective as of January 1, 1921.
These figures do not inchdo the estimated proceeds of the suggested lent tax
on first-class mail matter and th9 suggested 2 cents tax on bank chocks. These
taxep, it Is estimated, would yield about $117,000,000 a year, or about $58,500,000
for the fiscal year 1922.

I No allowance Is nuide for possible cwh expenditures resulting from withdrawals by the War Finance
Corporation, which has a credit lance of abc.t $400,000,00) with the Tremurer and may draw down Its
balance, lit least temporarily, in connection with the railrold financing proptid under peudang legal ltion.
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TABLE IT.-Hstinated receipts from internal revenue and customs under present
and revised laws

[Figures in parentheses show results if the revision of the corporation income and exces;.proflts tax is made
effective as of Jan. 1, IM22]

Source of revenue

Customs ...............................
income tax:

Individual ..................
Corporation ................

Profits tax ....................
Back taxes-income and profits....
Miscellaneous: Internal revenue...

Total ..........................

Fiscal year 1922

Present law Revised

$300,00, OO e $37,000, oo

875,000,000 875,000,000
410, O0,000 857, 00, oo(486 000. 000)
69,000,000 413.000,000

23, (668,DW9 w0000
235,000000 235 000

1. 3351 000, 000 1,385,0000

3,870,000, 000 3,935. 000, 000
I (3,9K 0,00, OD)

Fisal year 1923

Present law Revised

$300,000,000 $410,000,000

85,00,A 80000 ,000 IM.M
415N,000,000 748,000,000

, (M8% 000 000)
4&s, 000000 0

' (192,0000)
335,, 000O 335,000,000

1, 349,000, O0 1, 345, 00, 0

3, 734,000, 000 3,728,000,000
' (3, 734, 0, 000)

3 Revision as of Jan. 1, 1922.
NoTE .- The revision upon which the estimates under revised law are based Is outlined following this

statement. For detail of miscellaneous revenue see below.
NoTE 2.-An additional revenue tax of I cent on frst-class mail would yield, it is estimated, about

$72,000,000 annually (38,(0000 for fiscal year 1922).
NOTE 3.-A stamp tax of 2 cents on each bank check would yield, It Is estimated, about $45,000,000

annually ($O,00,000 for fiscal year 1922).

Retimated miscellaneous internal revenue

Source of revenue

Estate tax ..............................Transportation .........................
Telephone and telegraph ...............
Insurance ..............................
Alcoholic spirits, etc ...................
Beverages, see. M .....................Roft drinks, etc., % r *. 630 ...............
Tobacco:

Cigarettes ...... ...............
Smoking and clhving ..............
All other ...........................

Admissions and du ...................
Automobiles:

Present tax ........................
Federal license tax .................

Pianos, organs, etc .....................
Motion picture fms ...................
ficuiptumes, paintlns, etc ..............
Carpets, etc., se. W ..................
Jewelry, watches, etc ...................
Perfumery, cosmetics, medicines, etc...
Corporation capital stock ........
Issues and conveyances, of capital stock,

honds, etc.... . ...........
Capital stock transfer ..........
Sales of produce on exchange .........
Miscellaneous taxes ....................

Total ...........

Fiscal year 192 Fiscal year 1923

Present law Revised Present law Revised

$1 so, Mo, 000 $130.,000,000 $154 000,000 S150,00000
262,OD0,000 200,000,000 28 000 85,000,000

A8000,000 28,000,000 29,0,0 29,000,000
19,000,000 19,000,000 20, 000 20,000,000
75000,000 76,00,000 75,000,000 75, Mo, 09
35,000,000 35,000,000 35, 000,00 35,000,000
2,000,000 1, o, 000 25, Oo000 ................

13o8,00000 1&5,000000 138,00, 000 80,000,000
1,0,0 88,o0,000 60,000,000 7, 000, 000

59,O O,000 59,000,000 0,000,000 80,000,000
9%000,000 98,000,000 100,000,000o, 100 00,M,0

115,000,000 115,000,000 110,000,0 116,000,000
................ 85,000,000................ 100, 000,00

.50,000, 000 50,000, f0000,000 50. 000
6, 000,000 8,000 000 ,000 000,00 0
1 200,010 l,200, 000 1,210,000 1,230,000

20, 0000 ,000a , oo000 20,0o, 000...........
25,0,000 25,000,000 25,0,000 25. OO, ,O

000000 8,000,000 8,000000 6,Gj0,000
80,00000 80,000,000 80,000,000 80,000,000

55,000, 000 80,000,000 55,000,000 105,000,000
81 S00111i 12,000,000 9,000,000 17, 000,000O
7,6K ~0Od I 10,0,00 8, 000,000O 15,OO0000

15, 6W0,.0 15, 590,000 15,590, 000 15,590, 000
l3, ,00OD 1, 385.,790, 000 1, 349,34,000 1, 345,840,000

Nora.-The revision upon which the above estimates are based assumes the following changes:
I. A new tariff law In effect about Dec. 81, 1 21.
2. The Increase of the corporation Income tax to 15 per cent, as of Jan. 1, 1921 (or Jan, 1, 22), and the

repea of the $2 000 exemption.
,The repes of the e1c0s.profts tax, as of Jan. , 1921 (or Jan. 1, I22).

4. Increased collections of back Income and profits taxes.
6. An increase i the tax on cigarettes annd smoking and chewing tobacco.
0, The repeal of the transportation tax upon freight andpa Wengers; the tax to he reduced one-half

Jan. 1, IW, an enti reeli(d Jan 1 1927. (Veteln of le stam axe, its cr M In Title XI of the reverme et of 1918, to he materially Increesed.8. fm I n rflrenue tiII upon motor vehicles, average ng about $10 ,plece, and to be graded

accord ing to lower,
9. Tile repeal of c. 830 of the revenue act of 1918, us of Jan. I 1922 (fip tnx on ice cream and fountain

drinks 00.)
I "- 'he rolwal of miscellaneous taxes levied inder W.94 of the revenue .ct of 1918, as of Jan. 1, I.
1I. A revision of the Income tax rates, with the maximum surtax rate tedtuoed to32 er cent.

I

I
I
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COMMENT ON SUGGESTED REVISION

1. Customs.-The estimates of revenue under the revised law assumes that a
more productive tariff law will be adopted, capable of yielding about $70,000,000
additional revenue for the fiscal year 1922, and $150,000,000 additional for the
fiscal year 1923.

2. Individual income tax.-The total net income subject to the higher surtax
rates is rapidly dwindling, and funds which would otherwise be invested in pro-
ductive enterprise are being driven into fields which do not yield taxable income.
The total estimated revenue from the surtaxes under existing law is about
$500,000,000 for the taxable year 1921. The estimated yield for the year from
the slirtax rates above 32 per cent would be less than $100,000,000. The imme-
diate loss in revenue that would result from thi repeal of the higher surtax
brackets wbuld be relatively small, and the ultimate effect should be an increase
in the revenues. It is suggested that the normal and surtax rates be limited to a
combined maximum rate not exceeding 40 per cent for the taxable year 1921 and
33 per cent thereafter. I am confident that in a short time the Treasury would
actually collect more under the lower rates than under the higher rates if con-
tinued.

3. Corporation taxes.-I approve the repeal of the excess-profits tax, which is
rapidly becoming unproductive. I suggest as a substitute an increase of 5 per
cent in the rate of the corporation income tax, and the repeal of the specific
exemption of $2,000 now accorded to corporations. This would greatly simplify
the problem of administration and collection, without substantial loss of revenue.

4. Back taxes.-Collections of back taxes are estimated to yield net about
$235,000,000 in the year 1922 and about $335,000,000 in the year 1923. It may
be possible to secure some additional revenue from this source, perhaps as much
as $100,000 000 additional in the year 1922.

5. Miscellaneous taxes, suVgested reductions.-It is suggested that the following
miscellaneous taxes be repealed or reduced:

(a) The transportation tax on freight and passengers, it is suggested, might
be reduced one-half by January 1, 1922, and repealed entirely at thu close of
the calendar year 1922. The resulting loss of revenue would be approximately
$62 000 000 f;r the fiscal year 1922 and $180,000,000 for the fiscal year 1923.

(6) he taxes on ice cream and fountain drinks imposed by section 630, now
collected from consumers in such a way as to cause unnecessary irritation and
material evasion, should be repealed. For similar reasons the excess price taxes
now imposed by section 904 upon articles of wearing apparel should be repealed,
and the other articles included under section 904 should be taxed at appropriate
rates to the producer or importer under the general provisions of section 900.
The maximum loss in revenue estimated to result from these changes would be
less than $25,000,000 in the fiscal year 1922.

(c) The tax on perfumes, cosmetics and proprietary medicines (see. 907) also
results in unnecessary irritation and is widely evaded. I suggest that this tax
be imposed upon the producer or importer, as are most of the sales or excise
taxes now imposed by the-revenue act of 1918. This could be done without any
loss in revenue.

6. Suggested additiohaL taxe.s-Shrinkage in the yield of existing taxes, the gaps
resulting from the suggested reduction and repeal of the transportation tax
and the changes in other taxes, and the pressure of expenditures upon the Treasury
make necessary the consideration of additional taxes. These taxes are, of course,
not suggested as desirable in themselves; but in my opinion they are less objec-
tionable than some other new or additional taxes which have been proposed.

(a) Increase the documentary stamp taxes, by aproximately doubling the
present rates so as to increase the revenue front his source by approximately
$30,000,000 for the fiscal year 1922 and $70000.000 for the fiscal year 1923.
These estimated additional proceeds are included In Table I.

(b) The proposed _tamp tax of 2 cents on each check (payable on sight or on
demand) would yield, it Is believed, about $45 000,000 a year. The estimated
proceeds of this tax have not been included in tile mait totals of Table II.

(c) I suggest also as a convenient method of taxation an increase of 1 cent In
the rate of postage on first-class mail matter, to 3 cents per ounce or fraction
thereof on all except drop letters and to 2 cents per ounce or fraction thereof on
po,.tal cards. Such a tax would yield, it is estimated, about $72,000,000 a year
(ot included in Table I).

(d) An annual Federal license tax upon motor vehicles, averaging about $10
per vehicle, and to be graded according to power, would yield approximately
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$100,000,000 a year, or'about $§5,00,000 the first year'(1922) of its imposition.
The estimated pro.ee s of thds.tax are included ip 'able IX.,.

(e). An 'incre e ip the toay on cigarettes from .$To 5 per thouand, aud a
sligh 4crease i tb t er axes on toloacco -products would yteld adional
revenue of $25,O0,000in the fiscal year 1922 and approximatey $g,'OQoo in
the fiscal year 1923 (included in Tab e II). ,

, ISCA EAR I9M,

The. foregoing recommendations take iJtp account probable reductions in
current e pendittire for the fiiwal year ,1923, wben, for example, It is expected that
there will be relatively small payments tq make to the railroads as against
estlmated payments.in 'the fiscal year. 1922 of $545,0Q0(O(0. + .Against, tlese

reductions, however, t is OXceered that Ithere wi b shrinkage receipts.
The suggesti6n that the trapsportatlon t x be repealvd, eOflective n part Japuary
1, 192g, and iq Its entirety January 1, 19A would alone Involve a loss of revenue
of about $300,000,000 for a full year. It is also necessary to bear ii mind that
the estimated income and profits tax receipts for the fiscal year 1922 include two
quarterly installments of income and profits texes based on the business of the
calendar year 1920,.and that a substantial shrinkage below the 1922 figures for
these receipts Is to be expected during the fiscal year 1923 as a result of the
shrinkage in Incomes and the depression In business in 1921. ,. In the 'fiscal year
1923, moreover the Victory Libelity loan and. the 191$ series of war svings certifi-
Cates. become due.. With these extraordinary maturities of the public debt; to
meet, it Is Importalt that the Treasury bave some margin of current revenue over
current expeiditure for the year, in order that the vgst.refundlhg operations
which will have to' be carried on durihgthe year in any event may not be.qompli-
ejited or embarrassed. by. additional borrowings to meet 'current expenditures
Which ought to be provided for out of current revenues.

.For Immediate reesse]

.. 'TREASURY -DEPARTMENT, July 8, -100.

The total ordinary receipts of the Government for the fiscal year 1922, as
shown by' the daily. Treasury statement for June 30,. 1922, amounted to $4,109,-
i04;150.94. The total expenditures chargeable against + ordinary receipts
amounted to $3,795,302,499.84, with' the result that the Government showed a
surplus for the fiscal year 1922 amounting to $313,801,651.10. • When the Budget
was submitted last December the'estimates indicated a deficit for 1922 amount-
ing to $24,468,703, and the better showig which has, been made results from a
combination of several factors.' Aggregate receipts for the, year were about
$140,000,000 greater tian originally ma Customs reeeipte proved to be
larger than for any previous fiscal year In the history of the Government, and
amounted'to $358,443,387.18, as compared with .the'estimate of $275,000,000.Interilal revenue receipts amounted to $3,213,253,250.79, or almost exactly theestimated $3,214,500,O00.-~ Miscellaneous revenuesj'in(,lu~ding 'Panama C anal
tolls, amounted to $5A9,407,06.97, as compared with an estimated $478,953,663,

the difference being due chiefly to increased realization on propertyand securi-
ties and the sale of about $44,000,000 of Pederal land' bank bonds owned by theGovern et. Total expendit urges on the other hand,, were almost $200,000,000

less than the estimates given last December in the Budget, due largely to de-
creased ' expenditures ' on 'account of the ,railroads 'and,.to 'unexpectedly largerealization upon railroad obligations'held by the Government, including par-'

tIcularly equipment trust notes."' '.' '...
The total gross debt of the United States on June 30, 1922, on the basis of;aly' Treasury sthtement,'amounted to $22,9633 81,708.31 as compared with

$23 77,450,552.64 on June 30,' 1921, a reduction during the fiscal 'year 1922 of
$1,d14,0s8,844.23. This reduction in the debt was accomplished, first In the

amount of $422,694,600, through rbtiremnent on account of the sinking fund andother public det expenditures chargeable to ordinary' receipts; second, in the
amoont 'of $27,57298t3ima ,' through the reduction I n the net balance in the
general fusd of the Tdreasury on June 30, 1922, as compared with June 30,' 1921;
and third in the amount of $313,801 651.10, on account of' the above-described

surpld of brdinat'y receipts over totai expenditures chargeable against, ordinary
receipts. , 'The preliminary statement of the public debt on' June 30, 1922, also
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reflects the results -f the refunding operations which the Treasury has been
carrying on during the past year, or more. The outstanding Victory notes on
Juno 30, 1922, had been reduced to $1,991 183,400 as compared with $3,913,933,-
350 on June 30, 1921, while outstanding Treasury notes by June 30, 1922, had
increased to $2,246,596 350 as compared with $311,191,600 on June 30, 1921.
Treasury certificates of indebtedness were reduced during the year to $1,828,787,-
500 as compared with $2,699,572,950 on June 30, 1921. As appears from this
preliminary statement, however, there remains almost $4,500,000,000 of debt
maturing within the fiscal year 1923, most of which will have to be refunded
during the year. This total is made up of the following items:
4f per cent Victory notes ------------------------------- $1, 991, 183, 400
Treasury certificates ----------------------------------- 1, 828. 787, 500
War savings securities, series of 1918, maturing Jan. 1, 1923, in

the amount of about --------------------------------- 625, 000, 000





TUESDAY, APISL 1, 1924"

. UNITED STATES SENATE,
COMMITTEE OS FINANCE,

W. ngton, D. 0. '

The committee met, pursuant to adjournment, in room 312 Sefiate
Office Building, at 10 o'clock a. m., Hon. IReed Smoot presiding.

Present: Senators Smoot (chairman), McLean, Curtis, Watson,
Reed of Pennsylvania, Simmons, Jones of New Mexico, Gery,
Walsh of Massachusetts, Harrison, and King.

FEDERAL ESTATE TAX

The CHIRMAN. The committee will come to order. The Secretary
of the Treasury; Mr. Mellon, is here, and I have asked the reporter
to be present ind take down whatever he says in relation to the
estate tax, and I desire to have it printed as soon as possible after
the statement is made. So, Mr. Secretary, whatever statement yOu

have to make you may proceed with. tae.n.o

STATEMENT OF RON. ANDREW W. MELLON, SECRETARY OF
THE TREASURY

Secretary MELLON. I might sas to start with, that the question
of estate taxes has not been very iully considered. The increase in
the rates, which was put in the House bill which came to you, was
done later without any very serious discussion or consideration; and
we have not had these high estate taxes long enough to realize the
effect of them; and it does seem unfortunate 'that before we have
reached a place where we are enabled to know the consequences of
the extreme rates that additional rates should be imposed.

There is, in addition to the top bracket, and it ranges down in the
brackets at pretty high rates, in almost every State-I believe in all
of the States but two-pretty high rates of estate or inheritalace
taxes. I have a list of them here. They run, commencing with 'the
lower ones, from 7 to 10 per cent up to 30 per cent.

Senator HARRIson.. What is the difference between an estate tax
and an inheritance tax?

Secretary MELLON. An estate tax is a tax placed on the estate at
death; the inheritance is placed on those who receive inheritance
from the owner of the estate.

Senator HARRISON. So these provisions embrace 'the inheritance
tax also, do they?

2i9
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Secretary MELLON. In some States-
Senator HIARRIsoN. I mean in this provision of the bill. There

is no other provision in here taxing inheritance?
Secretary MELLON. No; the provision in the House bill refers to

taxes on estates. Of course, the effect of the tax is pretty much the
same. The estate has to be converted into cash, to the extent of
the tax payment. There is the proposal that might be relieved by
extending the time of payment, but even with an extension of the
time of payment in all cases it is desirable for the people connected
with the estate to get out of debt, and the liquidation comes whether
there is a long time q short timae;.it is a question of liquidation to
the extent necessary to pay the taxes, and the effect of that liquida-
tion bears not only on the estate -that is liquidated, but, of course,
on similar property, So that on. any similar property the area of the
effect of it is-large; and from a revenue standpoint the tax is not
logical, because it breaks down the values. of the property upon
whi:h andjrom which the Government receives its revenue.,

The effect of estates coming upon the market in successAve liqui-
dation'of estates, and especially at thee high rates, is to break down
values iin a way that is really serious. I think anyone having had
experience with liquidation o these large estates knows that it takes
a larger percentage than the percentage of tax to realize the amount
of money required based on the appraisal of the estate. First, the
estate is appraised; and then if there is, say, 25 per cent of the tax
to be realized, plus the State tax and other taxes, by the time the
properties are disposed of it takes a very much larger percentage.
in other words, a 49 per cent tax requires, I should say at least 50
per cent and probably more of the appraised value of the estate to
realize enough proeceds to pay the tax.

Senator MCLEAN. The time for taxing production of capital
engaged in manufacturing, for instance, might require much more
than 50 per cent?

Secretary MELLON. Yes; because there are properties which are
not marketable; that is, there are properties which have only a
limited market, and there are properties, like real estate, in districts
where there is not much capital or. many people to buy.

Senator McLEAN. It is taxing property whether making a profit
at the time you take it or not? It may be running at a loss at the
time the tax is imposed ?

The CHAIRMA. If the rates are high on these estates, particularly
where engaged in business, they will have to carry tax-exempt
securities or else have to carry life insurance to protect them. There
Js no other way to do it. '

Secretary MELLON. That is right.
Senator HARRISON. Is this the first estate tax we have had ?
The CHAIRMANk. No; the first one was either 1916 or 1917, [ forget

which.
Senator REED of Pennsylvania. We had one during the Spanish-

American War.
Senator, WATSON. Are they State taxes or Federal taxes, or both?
Secretary MELLON. The estate tax lias. been Federal-
Senator WATSON (interposing). In the various States?

* Secretary MELLON. Some of them have 'estate taxes and others
hbve inheritance taxes; they vary.

220
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Senator WATSON. Qf course,, we have..nevpr, levied a F, ederheritance tax. h .. ... a F .... i--
Senator QERRY.,n. the tatpswherlor ei aihrtat, tax, i is avery am U.tpx. er he inherit.,ce tax i putn tp of ihat, and

the revenue'is col§cte' fro the" i'.b.r-t'Ace tax, rat ir i jian from
the estafe'tax. The estate taissimply a small tax o a ra-
tion.. I happen to be familiar .with, that phase of itj- bc tw.e jn
Statehh'a very elaborate and wel4c9isidered'inher'tie 'and esatetax plan . . . . ."' " .. . . .The O RAN. That is,I think, the 'c a e In some of the States,

though some of the States only have .a straight estate' tax. '.. ' 'Senator GERRY. BUt tho estAte tax is only extremely siall and the
inheritance tax is of. ar'e'amounWs. ..

Secretly MELLON. But the bearing is the same.
Senator QERRY., If'yo# wil pardon me, 'with this differences 1itir

the estate tax is, I think, Wrong in principle, becausee it is a tax on
what the man leaves. I

The CuiAN. In'other words, a taN on capital.
Senator GERRY. No: that is notmy point.
The CRAXMA1N. Well, th at is What it is.
Senator GERRY. It is that, too. But it is, a tax' on what the

decedent leaves, and not .on the beneficial 'interest; in .other words,
what the heir receives. The result of that is' that a man can leave
practically all his property to one child and disinherit practically all
the others, and yet the child that's left the entire estate does not pay
a proportionately heavy tax. It is also a tax on the big family?

Secretary MELL .N. Yes.
Senator GERRY. Under this bill, for example, two people die, one

leaving $400,000 and four .children and the other leaving $100,000
and one child; and the person leaving $400,000 leaves $100,000 to
each child and the person leaving $100,000 leaves $100,000 to his
child. Then the $400,000 estate going to four children $100,000
to each child, under this bill, with the graduated tax, would leave less
to each child than the estate of $100,000 left to one child; and in that
way it is a tax on the big family, against public policy and unsound.

Iham not aging into the question of rates not discussing
that at all. am simply discussing the wisdom of the policy, of
having an estate tax as differentiated from an inheritance tax. My
contention is'that it ought to be an inheritance tax. In 1918 we
passed an inheritance tax' through the Senate without a dissenting
vote, but it went out in conference.

Senator WATSqN. You mean you passed an inheritance tax in
1918?

Senator GERRY. I mean we passed an inheritance tax in the
Senate in 1918 and amended the House revenue bill. An in-.
heritance tax is on an entirely different basis' than an estate tiix;
and what I am complaining against is the estate .tax in contra-
distinction to the inheritance tax. I know Senator Reed will agree,
with that.

Senator REED of Pennsylvania. I quite agree with you.
The CERMAN. I Was one of the conferees on the bill, ad I

think that was the last thing we fielded on in the 1918 revenue bill.
We struck out the House provision of the estate tax and inserted,



REVENUE ACT OF 1924.

the inheritance tax in the Senate. As I say, I do not believe there
was a vote against it.
* Senator WATsoN. I remember it was m unanimous vote.

Secretary MELLON. I was treating more of the economic effect.
Senator GERRY. I was not talking about rates; I'was talking about

fundamentals.Secretary MELLON. I was speaking more of the economic effect
of these hih rates, and it is not only the estate or inheritance tax
of the Feoral Government plus the general inheritance or estate
tax df the States. But then almost every State has a transfer tax
or other taxes which hear on the corporttions of that State; for
instance, if a decedent owns stock of the Atchison Railroad-that is
a corporation of Kantsas-Kansas has a transfer tax of 10 per cent,
and on transfer of that stock to the one who inherits it requires the
payment of 10 per cent. So that in addition to 4ll these'other high
rates there are those transfer taxes in New Jersey and many of the
States. The effect of that in the case of larger estates, where there
are a diversified lot of investments, is that it takes an extreme amount
of liquidation to realize the amount of tax, and it is the ultimate
effect or the consequence which is evil. There is a limit beyond
which you can not go in collecting these taxes, because they can not
be liquidated; I mean, the properties can not be converted into
cash beyond a certain limit.

It is very much the same as if you take the deposits in the banks.
You might draw on one bank, say, 25 to 40 per cent of its deposits
and it could liquidate ita assets to that extent, because there would
be other banks to take over their securities, etc. But if you succes-
sively commence to take that large proportion out of this bank and
that large proportion out of thatank, etc., you are going to break
down the ivho -e structure of values. You are going to carry .the
liquidation to an extent where the values are broken down, and that
breaking down of values is not a transferring of wealth, for instance,
from the individual owner to the Government. It simply disinte-
grates it, it disappears altogether, and it reduces the wealth of the
country, and anything that in that way tends to reduce the wealth
of the country necessarily affects the standard of living and breaks
down the basis of the standard of living to all of the people. It has
its effect in that way, and we have not had these extreme rates that
came at the time of the war Iong enough to realize the effect entirely,
although they have already had a considerable effect on the values
of properties. You can take the stocks that are quoted on the ex-
change, like the stock of the United States Steel Corporation and
others, where the rates of earnings are large, yet the value in the
market of those securities is low in proportion before we had estate
taxes and these high surtaxes.

In some respects the high estate tax is much more harmful than the
high surtax rates, because the surtax comes out of the revenue;
that is, it comes out of the earnings or surplus in that way, while the
estate tax is the taking of the principal or breaking down of the body
of the estate entirely, we might say. The prcile is wrong, because
you can only carry it to a certain extent; for instance, take a 40 per
cent rate, which is a high rate. Suppose you would apply a'40 per
cent rate from this time on to all estates large and small. How long
would there be any private property? In two or three generations
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there would not 1e" any private property if you applied the 40 per
cent rate, and what would happen would not be that the wealth that
we have in the country to-day would be transferred from individual
ownership to the Government, but it would mean that it would
cease to exist; it would disappear.

What happened in Russia is an- illustration of that. Russia has
great natural resources. She had great wealth; there were banks in
all the cities, with commercial paper. mortgages-all the instruments
of credit. There was indeed great wealth in the country. The revo-
lutionists could see that wealth; it was existing there, and they ex-
pected that they could lay their hands on it and transfer it and possess
it. What happened was that when they commenced to levy their
heavy imposts and to endeavor to take away that property, it broke
down the values entirely; and the whole wealth of Russia disappeared,
just ceased to exist. It vanished from the earth entirely, and all
that they had left was the physical gold, just the gold that was there
and nothing else. It was justasifyouburneddownahouseandallyou
would have left would be the nails which you would pick up. That
is the effect, carried to an extreme, of these rates in their application.
Values are built up under our credit system. The structure of credits
is delicate, and when you do something that breaks it down it simply
disorganizes the whole productive system, and it is destructive of
wealth; it is destructive of the prosperity of the country.

So there is the question of how far you can go in doing that without
meeting resistance, because there is only a certain amount of value,
of available money, to be got; and if you go too far you simply wipe
out values without obtaining the revenue. Therefore, I think this
whole system of high estate taxes is absolutely wrong from a revenue
standpoint. The only possible answer to this, if there could be one,
would be that wealth is not desirable.

Senator MCLEAN. Is not the economic effect of a production tax
just about as bad as a tax on an estate?

Secretary MELLON. The effect is the same to the extent of the
amount of the tax.

Senator MCLEAN. In both cases, you are taxing capital?
Secretary MELLON. Yes.
Senator MCLEAN. And if it happens to be an actual taxing of pro-

duction capital, the detrimental effect is the same?
Secretary MELLON. I think the present maximum rate of 25 per

cent is entirely too high from a revenue standpoint.
Senator MCLEAN. Do you think it ought ever to be higher than

the annual income?
Secretary MELLON. No; I do not think so. I think if it were kept

down to a reasonable rate on the annual income it would then not
have this evil effect, because the liquidation of the successive estates
would not break down values and would not obstruct production
at all.

I wish to enlarge on my previous statement before your committee
in the matter of proposed increase of Federal estate taxes from a
maximum of 25 per cent to a maximum of 40 per cent. This amend-
ment was inserted in the bill on the floor of the House with no hearings
before a committee and.no consideration of its effect on the future
welfare of the United States.

00201-24-1.5
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As a preliminary to the discussion of this tax as a revenue measure,
I. think there should first be eliminated any question of the tax as
a means of punishing wealth or in some way for the social good of
our civilization.

The theory upon which this country v,as founded is equality of
opportunity. So long as a man uses hir abilities within the bounds
of the moral sense of the community, monetary success is not a
crime, but on the contrary adds to the total wealth of the country
and. to an increase in the standard of living as a whole.

The social necessity of breaking up large fortunes in this country
does not exist. Very wisely our forefathers declined to implant on
this continent the principle of primogeniture under which the eldest
son alone inherited and properties were kept intact. Under our
American law it is customary for estates to be divided equally among
the children and in a few generations any single large fortune is
split into many moderate inheritances and the continuation through
generations of a single fortune has been proven to be impossible. -It
is an often quoted sayig, "There are three generations from shirt
sleeves to shirt sleeves."

Approaching excessive estate taxes from the standpoint of revenue,
I think your attention should be drawn to that sound principle that
the character of taxation should not be such as to destroy the very
source from which revenue is to flow. Almost every State in the
Union has an estate or inheritance tax and ever estate pays,
therefore, not only the Federal tax but tle tax of the State of the
residence of the decedent, plus, under the present modern system
of investment, the taxes of one or more other States. The total
tax-always two taxes and often three or four-may take more
than half of a large estate, and cases are possible where it would
take practically the entire property. The situation here is even
worse than in England, where there is but one tax; here there are
several.

When a man dies, his property does not often consist of cash or
easily marketable securities.

Senator WALSH of Massachusetts. If you will permit me, Mr.
Secretary, can you state what is the total tax levied in the State
where the largest tax is extracted?

The CHAIRMAN. Thirty-five per cent, I think.
Senator WALsla of Massachusetts. So, then, it is possible to levy

rates, if this bfil goes through, of 75 per cent?
The CrAIRMAuN. No, Senator; the bill does not provide that as it

passed the House; that whatever tax is imposed in the State is to be
deducted from the tax imposed by the Government.

Senator GERRY. Not entirely, is it?
Secretary MELLON. Up to 25 per cent.
The CHAIrmAN. That is true.
Secretary MELLON. There is an objection to that, because it makes

inequality in different States, that is, in the State which has 10 per
cent or 25 per cent. That feature is not a very workable feature at
all.

Senator KING. Would it not result in the States changing their
estate tax laws immediately

Senator REED of Pennsylvania; They could make it the same as
the Federal law, and then they would get it all.
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Senator McLEAN. Some States, have constitutionaliprohibition
against estate taxes, for example, Florida..

Secretary, MErLON. I think the estate tax should go altogether to
the States.J'Senator JONES of New Mexico. In any vent, whether the Statecollects the, tax as an estate tax! or inheritance tax, would it not beequitable for the Federal Government only to lay its hand upon, thatpart of the inheritance after all State taxes and expenses have beendeducted, regardless of the amount?Secretary "MELON." It would be still more logical to leave thetaxing of estates entirely in the State governments.Senator JONEs of New Mexico. I favor that proposition myself;and let the Federal Government only tax the beneficial interest tothe individual receiving it; or, as I have frequently stated it, have aspecial income tax; that is, treated in the nature of "a special 'in-
come tax.

Senator WALSH of Massachusetts. I think there should be a uni-form estate ax throughout the country to tax returns in the severalStates. Am I correct in'thinking that the largest estate tax in oneof the States is 35 per cent ?
The CQAIRMAN, It is 40 per. cent in Arkansas.Senator WALSH of- Massachusetts. The way it would work out ifthe tax levied by the National Government is 40 per cent and one-fourth is deducted for the State of Arkansas, is not 'the total taxcollected.70 per cent?
The CHAIRMAN. No; this is how it would be: The United Statescollects 15 per cent and the State of Arkansas collects 40 per cent;or a total of 55 per cent.
Secretary MELLON. I think you are wrong there.Senator GERRY. I would like to ask Mr. McCoy what his opinion

is in the matter.
Mr. McCoy. The -Government's tax is collected on the total ofthe estate, while the State, tax, as a rule, is on the, distributed portion;that is, each heir pays the tax, while the Government tax is paid bythe estate. Usually the States do not have a, single flat rate of tax,but at varying rates on the heir, depending on his relationship to thedeeased; the nearer the relationship the lower the tax, and perfectstrangers pay as high as 40 per cent.Senator REED of Pennsyi-vania. I have a statute right in frontof me. We will assume they establish a 40 per cent net estate tax.They take 40 per cent; out of the balance we measure our tax by thegross estate without giving credit for that and we take up as high as

40 per cent under this bill.
Senator WATSON. Of the gross?Senator REED of Pennsylvania. Of the gross. But under theclause on page 204 you allow credit on our tax of the whole amountpaid in Arkansas, except that the credit can not exceed 25 per centof our tax; in other words, the credit allowed can not exceed 25 percent of the 40 per cent that we are levying. So that Arkansas takes40per.cent of the gross and we take 80.Senator GERRY. So it makes what Senator Walsh has said, 70

per cent?
Senator REED of Pennsylvania. Exactly. So that if a man, diesin prosperous days and there is a slump in his marketable holdings,it is very easily possible that the tax exceeds 100 per cent.
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The CHAIRMAN. And he could not pay it.
Senator KING. In Colorado there was an estate appraised at

$10,000,000 or $11,000,000, on which they were not able to pay
taxes and had to get a moratorium, and had to sacrifice thousands of
acres of valuable land. I have a resolution here which the Secretary
has approved. I can see this evil. It seems to me we ought to adopt
this resolution which I offered a year ago and offer now [reading]:

Resoled, etc. That the President is authorized and requested, to invite the
governments of the several States of the Union to appoint representatives to
confer with representatives to be appointed by the President, to consider the
relation between Federal and State taxation; cooperation between Congress
and the States In the laying and levying of taxes; the matter of duplicating and
conflicting Federal and 'State taxes upon inheritances, successions, and Incomes,
and means for the accommodation of such conflicts- and the question of the
allocation and distribution of the revenues derived from inherit~nee taxes as
between the Federal Government and the several States.

SEc. 2. There Is hereby appropriated, out of any money in the Treasury not
otherwise appropriated, the sum of $20,000, or so much thereof as may be neces-
sary, to defray the expenses of such conference.

I have been corresponding with the governors of many States, and
they approve of it, and several States have an appropriation to carry
that into effect. You will find there will be a favorable response from
the governors and they will be glad through the legislatures to co-
operate and work out a uniform system for levying inheritance taxes,
and then have a proper allocation.

Secretary MELLON. I think that is very necessary. The whole
situation is in such a chaotic condition. Here we have income taxes
and surtaxes. Every State differs; some are high and some low:
and then they have estate taxes all varying, and it approaches con-
fiscation in a great many of those States.

Senator WALSH of Massachusetts. Three years ago we had some
talk and nothing has been done.

Senator REED of Pennsylvania. There has been a great deal of
retaliatory legislation. The States have almost altogether adopted
the Federal provision that no credit should be allowed for the tax
paid the other government before collecting their own." Pennsyl-
vania has just modified her tax law to retaliate against the Federal
law, which does not allow deduction of State tax.

The CHAIRMAN. The estimated increase under the House provision
will be $12,000,000 for the first year; but for the following year it is
liable to go entirely to pieces and not be nearly as much.

Secretary MELLON. It will actually be a failure from a revenue
standpoint, because the revenue received will be reduced and fall off
from year to year.

Senator JONES of New Mexico. How do you reason that, Mr.
Secretary ' What is your reasoning on that proposition I

Secretary MELLON. Because, for one thing, the large estates will
cease to be in number what they have been in the past, just as the
taxpayer will not expose himself to that position. *His estate will
be divided up beforehand. You say that can be taken care of by a
gift tax. But a gft tax does not take care of it except to a very
limited extent. However, there are many ways by which estates
can be divided and the properties transferred.

Senator JONES of New Mexico. What are those ways? We want
to get at them, I should say.
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Secretary MELLON. You never will get at them..; To'begin with,
even if you started it, the: obvious plan of gift tax will, work only-to
a certain extent. .But that is an annual gift tax. Suppose I am look-
ing forward to a transfer: of property. A man will always .transfer
the property that is going to increase in value-a property that may
have a small value today. It will be possibly in a corporation which
has come along and has not got to the position where it expands in
value. --You transfer that at the value it has to-day, and two or
three years from that time it has twice that value. The man who
transfers knows the future of it and all that, and you can prepare
in that way-any man could- -to present his property to his chil-
dren, etc., and all. the gift taxes and all the methods of prevention
you can adopt will not prevent it. Then, of course, it will be taking
advantage in an illegal way.' g

Senator WALSH of Massachusetts. Every method is resorted to
that is possible- and when we increase the rate it will be redoubled.

Secretary MELLON. You get a certain amount of the increased
taxes in the beginning, for a certain time; but 'then they. disappear,
and as a revenue measure it would be an actual failure, just like the
extremely high surtaxes are.

Senator JONES of Now Mexico. Mr. Secretary, I have heard that
expression a great many times, and I am unable to appreciate the
reasoning which loads up to the conclusion, and I Wis you would
give us somewhat more in detail just how it does operate and how
they evade the payment of the surtaxes-I mean any surtaxes, and
especially the high ones, and also the inheritance tax. I am unable
to appreciate how a man who evades a high tax would not use prac-
tically the same -ffort to evade a low tax.

Secretary PdELLON. Oh, no, indeed.
Senator JONES of New Mexico. I can see the difference in the

inducement, but at the same time the disposition of the individual is
the same.

Secretary MELLON. Suppose you have an inheritance in view,, and
there is a tax which is going to take away half .of the estate. Are
you going to -allow that to go just the same as you would if it took
away 20 per cent of the estate?

Senator JONES of New Mexico. Where (1o you draw the line when
a man is going to be honest and when dishonest?

Secretary MELLON. It is not a question of honesty.' I mean a man
(can be absolutely honest and yet he makes investments where he
will not be penalized to that extent, don't you see? Suppose you
have two pieces of property and one of them has a large future. It
has to-day a. value of X100,000, and you believe that that is going
to be worth a half million or million dollars after a while; and you
have another property-

Senator JoNERS of ew Mexico. What kind of property do you have
in mind now?

Secretary MELLON. There are lots of properties of that kind that
have promising futures. There are corporations which have been
going along and creating good will and creating values that are
intangible for a number of years. Those things are accumulated.
Perhaps it is abusiness that is doing a very large amount of adver-
tising, which costs agreat deal of money. But the effect comes in the
future when the people get it beaten into their heads that those goods
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are the particular kind to. biuy. - There is the good will that has been
created and it costs money. While building up that good -will the
value of that corporation's stock is low,, because there is not much
profit to-day; the dividends are small, But it reaches a point where
it will expand in ,value very rapidly. That is a very common occur.
renee.

That kind of property is in the process of beingbuilt upland trans-
ferred honestly at its actual value to-day, andyet it will hive possibly
twice the value or more in a few years afterwards..

Senator Jons of New Mexico. But -can anyone anticipate that
after some years the property will be more valuable and give his
property away to-day so as to avoid a possible inheritance tax several
years in the future? Do you think that would occur? .

Secretary MELLON. You can transfer that property which: has a
small value to-day, and you know as well as you know anything in the
future that it is going to have a high value later on. And that is
only one thing.

Senator JoNEs of New Mexico. But, as a practical proposition, do
you believe that because of a high inheritance tax that a man would
undertake a venture of that sort for the purpose of evading an in-
heritance tax; that he would organize a business of no great value
to-day and give this stock to his children with the hope that some day
that stock would become more valuable, and do that for the purpose
of evading an inheritance tax?

Secretary MELLON. Naturally you are not going to give the best
you have at the lowest value you have; you are naturally going to
take advantage of whatever the situation is as bearing on the future
value to do it.

Senator JONES of New Mexico. But you would only be getting rid
for the present of the amount which you actually gave to the heirs?
- Secretary MELLON. That is all.

Senator JONES of New Mexico. And that is the only part of the
estate which you would be disposing of would be the present value of
the stock in the new venture?

Secretary MELLON. Yes. ,. I
Senator JoNEs of New Mexico. The fact that that stock might

increase in value in years to come would not affect the estate at all,
it seems to me.

Secretary MELLON. You would be transferring your potential
wealth in respect to its future, and as far as revenue to the Government
is concerned the Government would not get any revenue from it
except on the present-day value. I am speaking of this in respect
to a gift tax; you would pay the gift tax on the present-day low value.

Senator JoNE S of New Mexico. Sure.
Secretary MZLLON. But the practical effect is that there is a reduc-

tion in the magnitude of the estate right along. You will find there
will be fewer large estates.

Senator MoLEAN. That will be immediately reflected in the
income tax?

Secretary MELLON. That will be immediately reflected in the
income tax, just the same as high surtaxes on incomes. You will
find that the high incomes disappear# and you can go on and make
every law that could be devised to, avold that, and it will not reach
the question at all.
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. Senator JONES of New 'Mexico. You say we might make every
law that could be devised. Now, I will tell you we are downhere
dealing with specific legislation and 'we want to know just what
those -devices are and maybe which can be anticipated, and if you
have any devices in mind to evade the law, of course, we want to
know them, and I take it you want to give the advantage of that
information.
. Secretary MELLON. It extends further than devices, you know.

If you are actively engaged in affairs and you have a certain amount
of incoming wealth, you are oin to conduct your investments and
operations-I am speaking of hig surtaxes on incomes just by way
of illustration-in such a way that you are not going to keep on
paying, say, 50 per cent of al that you make to the Government.
You can be as rigidly honest as it is possible to be and yet there
is no incentive, for you to go on and take the risks of loss, etc., if you
have to pay half, 6f that; consequently, you aregoing to change your
method of investment entirely, and the result of that is that you are
going to have the large incomes. You either have it transferred or you

ave it changed to some plan by which you have an investment in
something that many not pay an income to-day or to-morrow, but
10 years from this time you will have an income.

Senator JoNzs of New Mexico. Right on that, what classes of
property do you refer to?

Senator WATSON. That is the difference between the far-seeing
man who becomes wealthy and the other fellow who can not see into
the future and who stay poor.

Senator CURTIS. We happened to have a banker in our State who
chanced to own property down in the oil country and made a fortune.
The proposition came up that he could make an investment and he
did not make it. I asked him one day why he did not make: it.
He said he did not propose to give to the Government 58 per cent
of his income and take a chance on the money he would have to put
into that proposition.

The CHAIRMAN. If we knew how to tell just what all of these ways
of evading taxes were, the attorneys of this country would not have
very much to do.

Secretary MELLON. And then after you got through telling what
you could think of--

The CHAIRMAN. Then every attorney in the United States would
be working to find out where there is a loophole.

Secretary MELLON. On this question of surtaxes, I will give an
illustration of what occurred here two or three months ago. I have
at home a piece of property that I inherited, being vacant property
in the east end of the city where it is sort of building up. There was
a considerable area of this property that came to me and my brothers
and I had a certain amount of it.

In order to increase the'value of that property and to attract
the business in that direction, some years ago, I made leases for
20 and 30 years to some people, where I could get them, for building
an automobile salesroom and something of that kind. To help them
build I advanced money, that is, made them a building loan to
build the building. I did that to an extent, and one firm to which
I had furnished most of the money built a house. Their business
had outgrown that particular house, and they wanted a piece of
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ground next door, which was vacant, and I was paying taxes on it.
They proposed to me to lease that lot and to put up a building
that would cost $200,000. This firm had an architect's estimate.
They said they could take out of their business $25,000 toward
that $200,000 'and the proposition to me was to loan $175,000 and
lease this property for 25 or 30 years to them on the ground; and
they proposed to me a rental that made 7 per cent on the money
that Iwould advance, that is, I Would receive 7 per cent plus an
amortization of the building there. In other words, I mean, I would
have got 7 per cent on all of the money I woqld invest. Besides
that, they would pay a rental value on the ground.

That was a very.'good proposition, excepting for the surtax, and
was one I- would have accepted. But when I made my calculation
out of the rental of the lot, 58 per cent was taken away, and it did
not measure enough profit for me to invest that money. It would
have worked out on 25 per cent surtax, but it did not work out on
58_per cent surtax.

So the result of it was, I said to this man, "You just stay where
you are another year and there is a possibility that these surtaxes
may be dropped down to 25 per cent, and I will make you the lease
whenever they do."
* Senator JONES of New Mexico. In the meantime, what have you
done with the $175,000?

Secretary MELLON. I did not have the $175,000; I would have
borrowed it from the bank and loaned it to them-I mean I did not
have it standing idle. I would have provided that, but at the same
time I could not afford to do so at 7 per cent, if I had to take 58
per cent out of it. That was not evading taxes. It was just simply
that I would not do a foolish thing.

What would have been the result if the surtax had been 25 per cent?
I would have made that lease; the Government would have got 25
per cent. Now it gets nothing. The building material people, ce-
ment men, and others would have got some profit; the architect
would have got some revenue and he would have paid income tax;
the Government would be getting from me 25 per cent as income
tax, would be getting revenue from the price of the building, and all
that but as it is, with the high surtax, that is stopped altogether.

There is another effect which is a very important one. Rents are
very high out there; there are not enough business houses. During
the war there was scarcely any building done, and consequently
rents a-re so very high and these business houses are paying such high
rents that it adds to their cost of distributing goods. The effect of
building this other house, in addition to getting the revenue, would
have been to have brought in another building and the effect of that
additional building would be to reduce rents and to reduce ultimately
the cost of living to that extent. Therefore, these high surtaxes are
absolutely preventive of that; there is no question about it.

Senator JONES of New Mexico. Why not organize a corporation
where you will not have topay but 12 per cent?

Secretary MELLON. You figure that out and you will find that in
the end the dividends are taxed again, and it costs more still.

Senator JoNEs of New Mexico.-Mat is the use of paying out the
dividends?
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Secretary , [ELLON. You have to have dividends, or what is the use
of having corporations? . "

Senator JONES of New Mexico. You want the dividends so as to
organize another corporation. Why not use the one corporation?:

Secretary MELLON. Suppose I borrowed this money in order to
build that house. I have got to have dividends to pay back the
money.

Senator JONES of New Mexico. Let the corporation pay the
interest.

The CHAIRMAN., They have got to have some money to do it with.
Secretary MELLON. They have got to have some money to, do it

with. It does not work out that way. These extreme rates are
economically unsound, and they distort the investment of money
and they add to the cost of living. - I I

Senator JONES of New Mexico. I do not understand how they add
to the cost of living.

Secretary MELLON. Well, do you see in that illustration I gave
that if I had built that house, that is one more house that would have
been occupied there; and suppose there are a number built in that
way?

Senator JONES of New Mexico. But, now, you suppose there are a
number built in that way; how many people are there in the United
States who pay these hi h surtaxes?

Secretary MELLON. Here is another thing, when you come to
moderate houses such as the clerk or the workman lives in. I know
this: It had been for years the fact that what a good many people of
considerable income looked on as the soundest investment they could
make was loaning on real estate mortgages, or making building loans
where they could loan to a party to build and get the rent. Those
mortgages, when money was plenty, would go at 5 or 6 per cent, and
people who were not engaged in active business and had incomes
would invest the surplus money in mortgages. To-day there are no
private investments in mortgages at all. There is not that source of
revenue to build these houses to rent at moderate rents and the
consequence is that the rents on those houses are very high.

I owned a block of houses that rented for $20 a month each for
years, up until the time of the war. They always rented for $20 a
month. I sold that property a few years ago, and the man who
bought the property ii getting $60 a month or those same houses.
There are no moderate houses of that class available, because the
corporations have not been building them. The people who ordi-
narily built them were the small contractors or men who could
borrow money on mortgages, who would borrow money at 5 or 6
por cent on mortgages and- build those houses. In other words, the
flow of capital has not been to that kind of property. :

Senator JONES of New Mexico. I agree that rents have gone up,
but what I am unable to see is how the high surtaxes have materially
affected that situation-

Secretary MELLON. Because they have stopped-
Senator JONES of New Mexico. Hold on. Pardon me. How

much is the income of people who pay these high surtaxes ?
Secretary MELLON. It iepends on. varied' amounts, but no one

with any considerable income, or the class of people who could invest
money in mortgages, can to-day invest in 6 per cent mortgages.
They do not do it.
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Senator JONES of New Mexico. I would like to confine our inquiry
to the people who pay these high surtaxes. How many people are
there in the United States, who pay those high surtaxes, who have
incomes above $200,000?

Secretary MELLON. There are not as many as formerly; they are
a smaller number from year to year.

Senator JONES of New Mexico. Well, how many?
Secretary MELLON. It depends on how much of an income. If

you take t e incomes of $300,000---
Senator JONES of New Mexico. We will start in with the people

who have incomes of $200,000. How many people are there ivho
have that amount of income annually, or above?

Secretary MELLON. The figures there will show. There are
fewer of them than there were; every year there are a less number, on
account of the high surtaxes.

Senator JONES of New Mexico. I agree with you there is a less
number, but I am unwilling to agree that it is on account of the high
surtaxes alone.

Secretary MELLON. The small brackets have increased in number,
showing that the business, the wealth, and the progress of the country
is going on. But it is the-effect of these surtaxes which breaks down
these gh- values.

Senator SiMMONs. Is it better for the general business welfare of
the country that the business should be carried on by men of large
incomes or carried on by men of smaller incomes?

Secretary MELLON. It does not make any difference. It is a
question of the natural flow of capital where it is most needed and
where it does the most good in the way of reducing the cost of li ing;
and if you do those things which distort that, which drive capital
away from productive enterprises or building dwelling houses and
that sort of thing, you immediately make a scarcity there which
adds to the cost of hying.
ISenator SmMONS. Are the banks having any difficulty in loaning

out their money?
Secretary MELLON. There are always people to borrow money.
Senator SIMONS. Are the banks having any difficulty in loaning

out all the money they have to loan?
Secretary MELLON. I have never known of banks having very much

difficulty in loaning money under any conditions.
Senator SIMMONS. Men do not borrow money unless they are going

to do something with it?
Secretary MELLON. No.
Senator SIMMONS. I want to know whether banks with deposits

of money find any difficulty in loaning out that money.
Secretary MELLON. You' will find this, if you take the statements

of the bank of the country to-day, that, for instance, take Govern-
ment securities, which are a very large element in the investment of
banks

Senator SIMMONS. I understand the Government security propo.
sition. But somebody has to buy those Government securities?

Secretary MELLON. Oh, exactly.
Senator ShMoNs. When they buy those Government securities,

that money goes into somebody else's hands?
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Secretary MELLoX. ,Yu.will. fumd that, the banks to-day have
corporation bonds of foreign governments and of State governments,
of industrial establishments and all that. But that doesn't change
the fact that the ordinary flow of investment capitol is wherq it does
the most good in the way of building dweling houses or in the way
of carrying the securities of the railroads, which is necessary to the
transportation of the country.

Senator SIMMONS. You said a little while ago that these 4ig invest-
ments were sto pin and that they were growing less all the time,
while the smaller investments were growing larger all the time.
I want to know if that is not a healthy condition.

Secretary MELLON. No; I did not say that the big investments
were growing smaller. I meant that the number of people with
certain incomes is gokig on; the larger incomes are not being reduced.
It does not mean that that is being lost; it means only that other
methods are being followed in their investments so that they will not
have to give away half of it; in other words, -they are investing in
tax-free securities and using methods that avoid the present payment
of these surtaxes.

Senator SimmoNs. If you invest yourself in tax-free Securities, where
do you get the tax-free bonds; do you get them from tho States?

Secretary MELLON. The States, municipalities; farm loan bonds.
Senator SimmONS. If you get them from the State, is the State

going to lock that money up or use it for development purposes?
Secretary MELLON. If you were to see some of the developments

that are being made-take our own city-that are, notof a productive
nature in any kind of a way. Their developments in a great many
ways are not economic.

The CHAIRMAN. Produce no income, but are a constant expense.
Secretary MELLON. Yes; for instance, one thing I think they have

in Pittsburgh, a subway system and the city sold an issue pf bonds
how manyyears ago?
Senator REED ofPennsylvania. Four years ago.
Secretary MELLON. Four years ago, to build a subway system

that is not a practical thing and never will work; and they have
not started to construct.,... .I

Senator SimMONS. Mr., Secretary, you can select, if you are dis-
cussing the question of how municipalities, States, and counties in-
vest their money, instances of, great extravagance and waste in that
application of the money, just as in the case of individuals you can
select hundreds ot individuals who are throwing away their money
and investing it unwisely. But that money goes out of his hands and
goes into somebody's else hands. However, the money. is at work.

Secretary MELLON. Take in our city, it they had to borrow their
money like the railroads of the country do, on securities that had to
pay its share of tax and all that, they would not be so free with .the
expenditure of this money. As it is to-day, the bankers are selling
tax-free securities. We will start with the municipalities. There
will be a whole lot of these people offering their securities. It is easy
for the municipality to borrow, and they borrow at a very'low rate
of interest. They make the estimate this way, "that here is a place
that we can get our money at 4 per cent, and if. a private concern
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builds these gas works they will have to pay more for the money,
and we will operate a municipal gas works."

Senator SiMMoNs. I can not see in the, exigencies of the situation
why you should want to attack municipalities and Stites and charge
them with recklessness and extravagance that does exist in some
Cases, however, to no greater extent than in the transactions of ir-
dividuals. But my judgment is that the counties and States do not
borrow money for the purpose of wasting it; they do not take ad-
vantage of low rates of money to get money to waste. The people
are looking after that, and while there are exceptions to the proper
and judicious investment of the money of counties and towns, I
think, as a rule, they are investing it very judiciously.

Secretary MELLON. Senator Simmons, it is mainly this, that the
stimulation is in the direction of furnishing capital to municipalities
and so forth, rather than furnishing capital for the building of dwelling
houses and that sort of thing.

Senator SIMMONS. I was asking a little while ago if the banks were
having any trouble in loaning money for those purposes.

Secretary MELLON. You know, as a rule, banks do not make
building loans.

Senator SIMMONS. In other words, is not the money of the country
at work now?

Secretary MELLON. Yes.
The CHAIRMAN. Have we not got quite a lot of money, you might

say a plethora of money, in this country?
Secretary MELLON. Yes.
Senator SIMMONS. And -yet it is tolerably well employed?
Secretary MELLON. Yes.
Senator SIMMONS. It is not tied up because the money has been

used to buy Government securities. The bank turns the money
loose and it goes on and does its work?

Secretary MELLON. It does not work in the most economical
method for the people. It is at work.

Senator SIMMONS. Do you think you are going to establish
economy in this country through the taxing system?

Secretary MELLON. I think if there is an equitable taxing system
that does not distort investments, etc., then it does make an in-
centive to prosperity through productive sources.

Senator SIMMONS. Mr. Secretary, I (o not want to press that
any further. But I am interested in what you had to say a little
while ago with reference to the opportunities of evading an inheri-
tance or estate tax law; I am very much interested in what you
said about the opportunities of evading a high income-tax law. I
admit that if the tax is high the temptation in both cases is to find
means of evasion, and the ingenuity of man will find a great many
ways to evade, both as to income taxes and as to inheritance taxes.
It is possible that if taxes are excessively high some people will be
tempted to try to evade that would not do so if they were moderate.
Those are fundamental principles, I think, of human nature. But
the question I had in mind was, would it not be very much easier
to evade an abnormally high inheritance tax or estate tax than it is
to evade a high income-tax law?

. Secretary MELLON. No; I think the facility of avoiding payment
would be very much the same.
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Senator SI_.MONS. Assume that they are pretty much the same
can you not by corrective, remediallegislation more easily reach and
remove the evasive methods with re ference to, an income tax than
you can the evasive methods with reference to an inheritance tax?

Secretary MELLON. I do not think so; I think it amounts to about
the same thing. , .

Senator WALSH Of Massachusetts. I would like to be told how many
surtax payers there are over $200 000.

Mr. GREOG. There are somewhat above 500 over $200,000, and
something more than 2,200 over $100,000. That is for 1921. Of
course, it was much larger for the earlier years.

Senator HAuRISON. Mr. Secretary, have you investigated the effect
of taxes on building operations in the United States during the past
few years?

* Secretary MELLON. Not especially.
Senator HARRISON. Do you think there has been a slowing up

during the last three years?
Secretary MELLON. During the war there was a slowing up; and

there has been an. increase to some extent just in late years, but not
enough to make up for the shortage at all. There is a very great
shortage in almost all cities, particularly of the smaller dwelling
houses. There is a very large shortage yet to be made up.

Senator HARRISON.I notice that around Washington-I do not
know what it is elsewhere-there are expensive building activities
going on, yet rents do not seem to be going down. I wondered how
you could reconcile your statement that this money was not going
into the building of residences?

Secretary MELLON. There has been more building here propor-
tionately than in any other city I know of, but I think the reason
rents still keep so high is because the high surtaxes is the greatest
factor in keeping those rents high. The owners of those properties,
no different whether through corporation or otherwise, know it is
necessary to have high rentals in order to meet the question of taxes
The taxes invariably reach the final consumers.

Senator JONES of New Mexico. Mr. Secretary, I have just made a
rough estimate here, and I find that the total incomes of $200,000
and more in 1921 was only $294,000,000, while the total income of
all taxpayers was $19,577,000,000. Do you think what should be-
come of that $294,000,000 would have much effect on the business
of $19,577,000,000?

Secretary MELLO.. Yes; in this respect: That $294,000,000-sup-
pose you reduce the surtaxes and put them down to some normal
rate, then you would find the amount of income in that bracket
would increase; the money would come back from these nonpro-
ductive sources and would go into investments in productive business.
etc.

Senator JONES of New Mexico. How much of an effect would it
have on the general business of the country if we ignored entirely
this $294,000,000 out of nearly $20,000,000,000?

Secretary MELLON. The effect is that capital has not been brought
into productive operations at all, and that is the reason it is not
there. If you will reduce the surtaxes, that capital will come back
into productive operations, don't you see? And the difference is
this: That an investment to-day, say, as between a tax-free bond
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at 4 per cent, an investor l4as to have a return of 8 or 10 per cent,
and you will find that in most of these building operations and the
like they figure to* return 10 or 12 per cent. 1 °

Senator JoNES of New Mexico. Following up the interrogatory of
Senator Harrison, there has not been any lack of money for building
purposes in the United States in the last two or three years, has
there?

Secretary MELLON. There has been at low rates. There has been
money available, as I said, at 8 br 10 or 12 per cent. .

Senator JONES of New Mexico. What I mean is, even under the
present law, which carries a surtax higher, I believe, than any of
us propose to impose under the present bill, there is'plenty of money
for the purpose of building houses, is there not?

Secretary MELLON. At the high rates, because it simply drives
up the cost of money for those purposes. But if you had'a lower
level of income tax rates, then capital would go into buildings at
5 or 6 per cent and the rents would be correspondingly lower.

Senator JoNiS of NeW Mexico. Is there' any lack of capital for
any other line of business in this country ? I have been following more
or less persistently the rates of interest and the new issues of bonds,
and so on, in the country, and my recollection is that there hag -not
been a bond issue offered to the public in th last few years-' of course,
assuming it is a good security-but what it has been oversubscribed.

Secretary MELLON. Yes; and you will find those rates have usually
been 7 or 8 per cent, though in the case of a good railroad with high
credit they will be on a basis of 6 per cent; whereas, in normal times
those rates were down around 5 or 6 per cent. A railroad used to get
its money at 5 per bent and sometimes less, and now they have to
pay more. Take equipment, which is the highest grade railroad
security, that is, equipment trust bonds. I remember when they used
to sell those bonds to bring in 4 per cent, while to-day I do not believe
there are any equipment bonds of the highest grade railroads lower
than 51 per cent, and usually 6 and 61 per cent.

That situation would change if you had the lower surta.: - tes,
and there would be capital flow into investment of that kind. Those
are not tax-free; and therefore in order to attract the money they have
got to compete and pay high rates, and those high rates cost thie rail-
road niore moiey and th6 railroad, consequently, has to get more for
transportation.

Senator JONEs of New Mexico. Is it not a fact that the people
who pay the high surtax rates lend their money and must loan it on
the same basis and for tho same rate of interest as the people who pay
a less rate of income tax?

Secretary MELLON. Yes.
Senator JONES of New Mexico. That is true?
Secretary MELLON. Yes; but they do not make the same invest-

ments; they make investments in tax-free securities, whereas the
small investor does not need to make it that way.

Senator JONES of New Mexico. Now, then, when the man who
pays the high surtaxes buys those tax-exempt securities does he not

ave to buy them from some one?-
Secretary MELLON. Yes.
Senator JONES of New Mexico. Then, would not that some one, if

he had to pay a lower surtax rate, invest that money in something
else?
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Secretary MDLLON; Yes; but the capital flows where most needed,
unless there is something likew high surtaxes to obstruct it, and that
throws it out of gear to that extent. You take the railroads of our
country. Before we had the high surtaxes and the high estate taxes
the ownership of railroad securities was largely by men of large
incomes. The effect of the high surtax has been to drive those
investments out of the railroad market, and to-day I do not know of
any large holder of railroad securities-I mean in the sense they used
to be.

Senator JONEs of New Mexico. Do you think that is a bad thing for
the country?

Secretary MELLON. It is costing the railroads more money, and
the railroads have to pay more for capital and naturally *have to
charge more for transportation; and I do not care where you place
the high rates, it has its effect on the consumption, on the cost of
living.

Senator WALSH of Massachusetts. I can see why capital is not
invested in railroad securities is because they are not any longer
attractive securities, and not because of any tax. People are not
buying railroad securities because they are not attractive; they are
not paying what they used to pay.

Secretary MELLON. There is some on account of what the legisla-
tion may be, but not generally speaking. You take the Baltimore
& Ohio Railroad sock, which is paying 5 per cent and selling at $52
or $53 a share, so that the man who invests in that stock is getting
about 9 per cent on his money. It is the same way with Northern
Pacific or similar stock. Before these high surtax rates existed no
railroad paid like that on an investment. The railroad investment
usually yielded to the man who owned the stock possibly 7 per cent;
to-day it has driven down the market value of those securities to
that extent.

Senator JONES of New Mexico. Mr. Secretary, are there not other
elements in that than just rate of interest?

Secretary MELLON. Yes.
Senator JONES of New Mexico. You take United States Steel

common stock, which is selling around par and only pays 5 and 5j
per cent.

Secretary MELLON. No; it paid more than 6 per cent the last
dividend, and there was an extra dividend, and their earnings were
very much larger.

Senator JONES of New Mexico. I would hesitate to differ from you
in the matter of recollection, but my recollection is that the Steelcommon stock never paid over 5 per cent until this last year, when
it declared an extra dividend, putting it practically on a 6 per cent
basis.

Senator REED of Pennsylvania. It paid 14 per cent in 1917.
Secretary MELLON. And the earnings on that stock are away up

about 17 or something like that. That adds to the market value.
To-day the value of the United States Steel Corporation stock in
the market, if you would wipe out surtaxes, woulyeventually reach
a value away above the present.

The book value of United States Steel Corporation is well toward
$300 a share. It is more than $250 a share of actual investment
value in the plants, etc.; and yet the stock sells at $100. The reasor
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for that is the large holdings of that stock that ordinarily exist, be-
cause people who have had money to invest in it are not making
investments in that direction, in that kind of property; they can not
afford to; and, consequently, the stock sells at less in the market.

Senator JONEs of New Mexico. There are so many avenues and
angles to all these questions that I hesitate to refer to them.

The CHAIR'MAN. The committee will now adjourn until to-morrow
morning at 10 o'clock.

(Thereupon, at 11.55 a. m., the committee adjourned to meet
to-morrow, Wednesday, April 2, 1924, at 10 o'clock a. m.)



WEDNESDAY, APRIL 2, 1924 '

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. (.
The committee met, pursuant to adjournment, in room 312, Senate

Office Building, at 10o'clock a. m., Hon. Reed Smoot presiding.
Present: Senators Smoot (chairman), McLean, Curtis, Watson,

Reed of Pennsylvania, Simmons, Jones of New Mexico, Gerry, and
Walsh of Massachusetts.

FEDERAL ESTATE TAX

The CHAIRMAN. Mr. Secretary, the committee will hear you fur-
ther, when you are ready.

STATEMENT OF HON. ANDREW W. MELLON, SECRETARY OF
THE TREASURY-Resumed

Secretary MELLON. The estate taxes must be met in cash and not
in kind. His executors must proceed (;o realize this cash through
sales of the decedent's property. The effect of a man's death is
immediately to give notice to all possible purchasers that a forced
sale will soon take place. This has the effect of dropping the price
at which such securities can be sold. Those high rates of tax in their
application do not show, therefore, the true proportion of the estate
taken. In its practical effect, a 40 per cent rate requires for its
satisfaction 50 per cent or more of the normal value of the estate,
And in cases where an estate is burdened with considerable indebted-
ness, as is usual where the decedent was engaged in active business,
the destructive effect is still greater. Even upon investments which
are of the most liquid and marketable character, the effect is to an
extent the same, since the public knows that a sale must take place
and there is an immediate reaction in quoted market values in
anticipation of the liquidation.

Now, values are generally built up and maintained by operation
of the credit system. To say that a market value of a particular
stock is $100 per share means only 'that if some one is willing to buy
the stock and some one else is willing to sell, a reasonable number of
shares will change hands under these conditions at $100 per share.
On the other hand, if a seller is forced to dispose of his stock, he must
find a purchaser where he can and at a price at which the purchaser
will buy, because he knows he pays much less than its real value.
Particularly is this true where the sales have to be made in large
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blocks or where the company whose stock is offered is not generally
known to the public. I know of one very wealthy man in-England
whose fortune has been made almost entirely out of taking advan-
tage of this necessity of executors. If there were but a single instance
of such forced sales, the effect on the country as a whole, perhaps,
would not be material. When you consider, however, that deathbrings into the market in every decade a large proportion of the total
wealth of the country, the cumulative effect upon prices is very.
serious. The delicate credit. structure upon which these prices rest
is broken down and to that extent values which we call wealth
disappear. They are not transferred; they disintegrate. The wealth
is gone. No tax can be more illogical than that which is destructive
of the very values upon which the tax is based. Ten per cent of
$100 is $10, but 40 per cent of $20 is only $8.

There is a point in the application of rate of tax beyond which it is
impossible to extract revenue, and carried to this extreme the con-
sequences are revolutionary. For instance, assuming that all
inheritances, large and small, were taxed at 40 per cent. It would
then be only two or three generations until private ownership of
property would cease to exist. Since these taxes are used in the
current operation of the Government, the result would be not that
the Government had absorbed the wealth of the country, but that
the wealth had been spent and none was left.

Development of the credit structure and increase in values make
the high standard of living in this country, and the breaking down of
these values must necessarily reduce this standard of living for every-
one. As a striking illustration of this truth, I need only cite to you
the recent case of Russia. Russia is a country of large natural
resources and had great wealth. There were comprehensive com-
mercial operations, great industrial productivity, and financial
institutions :with large resources in all the centers of population.
The banks held commercial paper, mortgages, and other instruments
of credit based on land an( varied production. The revolutionists
contemplated the seizure of this property. They could see those
values Which indicated the wealth which they thought, they might
take over. What happened? When they commenced to make
destructive tax levies and seize hold of the assets of the institutions,
values disappeared and almost all wealth with them. No one got it.
It simply became nonexistent, and all that was obtained by those
who had expected to benefit in the acquisition of this wealth was the
physical goId and jewels, which had no value in Russia but which
could be easily exported and sold in countries where values had not
yet been destroyed. When these physical things had been disposed
of, wealth entirely disappeared. Any estate tax in that country
would be a dry source of revenue.

In degree England shows a similar tendency. Since it became
a nation, in England land had represented wealth. I do not mean
simply unproductive residences, but land with its accompanying
tenant population. Under the high death duties, ownership in an
has ceased to have value, and large estates can now be purchased for
less than the cost of the improvements. In other words, the land
itself is rendered valueless by the death duties and no longer produces
revenue.
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prior iqheritance taxes have beep warjtaxes, iqt',py io. tY' f t'
(ongre"'.propoe to desfrOY tti x.esr in ,tiime, Ifwlen.r vpe
from Pth er',purces, are not.oly adquate 1ut in ,x*cess ofle 1 -ation',
needs., 'In myl opzniop', such A Mourse of action is ecniQn, suide.

r might say, just as an interesting ilustratioi, that M solii "n
Ital y, m ~in reform, in 9rder ,to rehabilitatethe c 4 y and get
industry on its fept recommended a ,ep l. of the hea"ier esat4,tpx
which they had. That was the first action take there, tlhe'first ioin the:wqy. of reform was repealia, these high pealt death taxes
they had, Tor the purpose of reducing interest ratPe.
The &H.IUMAN. Were there any questions you'ishe1, to aek,

Senator, Jons .,
Senator JONES 'of NW Mexico, Yes. Mi. Secretary, how much

is the differencup in amount of money chargeable agaiusp an estate'of
a million 4oljars under the present law as compared-with, he proposed
tax- under the billas it came from the House?. "d wt ,h p e

Secretary MELON. I do not know What that would be..
Senator JONES of New Mexico. I will ask. Mr. McCoy to tell us.
Mr,. McCoy. under the present, law an estate of a million dollar

would pay a tax of $47,500; under the House bill it Woul( pay a tax
of $70,000, or a difference of $22,590.,

Secretary MFLwL ' Now, on an estate of $10,000,000'how much
is that?

Senator JONEs of New Mexico. Firstly, let u pursue.tliis a little:
The difference in the tax is $22,500 under the present law compared
with what it would be under the bill as it passed the House. You
are not proposing to reduce the estate tax under the present law,are you I ... ". .Secretary MELLON. No.' The original recommendation' for 'the

Ways and Means Committee did not bear on the present law at all.
The only question is the question of the increased rates put on in
the Hous e .question of. icr"

Senator J0oNri of New Mexico. How'much difference ini the dis-
turbance in liquidation of estates of a million dollars do you" think
the additional $22,500 would make?

Secretary MELLON. It is a question of degree, of couse. The
bearing on an estate of a million dollars is not as much as on an
estate of $2,000,000. It is just a question of degree, as I said.

Bit"



There is another question which has *i'.bearing on this inq that
is the legal questions. The Federal Government jxas not the author.
ity tolevi alo takas a taxk on theseState., It is an icise tax.

'N6w, thte question is Whetherthes extrelne rates" ca be legally
coiidered a' excise ' taxes.' They are' 'rather' penalty taxes or a
property tax on the'property itself. They are a tax on the net
property of'the estate. It is a question *hether that is an excise
tax when it comes to' 40 per cent. That question, nbver has been
before the Supreme Court, but in the only case which has gone to
the Supreme, Court on this estate tax law, 'Chief Justice White-
although it Was, not in the ase that referred to thht qu:etio--said
it 'might h ome necessary to Consider that quesion, whether'the
natue 'of the tax was such that it could be Considered An excise'tax.Senator J9NEs of New. Mexico. That question would be involved
jusit as much if the tax was 25 per cent as it would if it were'40 per
gent, would it not t

'Secretary.'MELLON. Not quite' because it 'is a question of penalty
or'tlie nature of the tax. A smali, reasonable tax could be considered
an excise tax; but when it comes to a large proportion of the prop-
erty itself then arises the question of whether that is' inherently what
an be considered 'an' excise tax.
Seiator JONES of''NeW. Mexico. You think the Supreme Court

would probably' hold that' 25 per cent was an excise tax and that
40 per cent was not? " I

Secretary MELLON. I do not know, but there is that question in-
volved. The authority in Congress extends to the question of levy-
ing an excise tax."

-Now, again, a tax which takes a large proportion of the property
itself and requires that to be converted, cani that be considered an
0Xcise tax? I tim not a lawyer; I ani speaking as a layman." Senator JoNas of New Mexico. I wil[ask you this question: Is that
one of the factors contained in your objection to raising it from;25 to
40 per cent?' .' ' ' '

Secretary' MELLO.. That iq one reason for not raising the present
rates;' it is 'one reason, because you go that much further against~the
nature of the' tax itself. ' '

Senator JONES of New Mexico. If we 'Were to change this estate
'tkx to an inheritance tax, the 40 'per cent would not be considered as
unconstitutional by you, would it? I.

Secretary MELLON.' Of course,' it. %iill be' just exactly the', same
question,'except up to the extent that the law would apply to theiheritance.• .. "

' Senator JoNEs of New Mexico. An inheritance tax is 'really a tax
upon a class of income, and we have a right to tax incomes, have we
not, in an unlimited way?

Secretary MELLON. I es.
Senator JONES of New Mexico. Then, that question would not

arise, if we changed this from an estate tax to an inheritance tax?
Secretary ME LLON. It would be a different question, I think. But

that is a legalproposition.' I just mentioned it because it was brought
to my attention. - I
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Senator Joemm of, New Mexico. J"t in prder to. gpto rom you tisextent to w4 1 ou uisider th legal q~iestion an importantt riVtr
in the iqiieni -f rates -I I

Seretary ,. oN:. I have not considered th legal'qttion at all.
It. was just b rght to my attention, and I only mentioned it.

Sexiator Jomis of New Mexico. But, in your opposition to the
increase -of theestate'tax or an inheritance tax, you id not take that
intd consideration as an important factor :

Secretary Mt+wx. I dklnot consider it; no.
Senaitor Pri+ s. It has been brought to your attention since you'r

statement o yesterday,.I understand?
Secretary. VMLLON. Yes.
'Smetor 60gs of New Mexico. One principal objection, as I under-

stand it from your statement, to an increase of the maximum estate tax
from 25 per cent to 40 per cent, is based upon the disturbance of the
-alue of the estate; that is largely the reason for your objection, is it?Secretary MELLON. Not so muich as the thing itself, but the dis-
turbance of al values, especially values of similar property in other
respects, -or its effect on a wider area of values of property than the
estate itself that it has a destructive effect on values which is harmful.

Senator JioNs of New Mexico. You speak of the property being
sold at forced sale, and'that that has an effect of depreciating theTalues ISecretary MELLON. Yes.

Senator JoNEs of New Mexico. If we were to provide for an exten-
sion of time-in which the payments could be made, would not that
obviate that difficulty?

Secretary, MELLON. It would alleviate it, but it would not obviate
it, because the taxwould be an indebtedness of the estate andit would
-be necessary t provide for its liquidation.

Now, therefore, the liquidation would have to come at some time,
and there would be an effect on the market. But if would come more

* gradually, yet, at the same time, the effect of its coming onto the
market by the liquidation of such an estate through the sale of the
property of the estate would have the effect of alleviating it to an
extent. But even take the marketable properties in proportion to
the property of estates generally. The proportion of marketable
securities is not great; there are only a limited number of stocks that
are listed on the exchanges, and that kind of property is more easily
liquidated and is more marketable. But even on that, time has its
effect, because in these large estates, it is generally known among the
brokers what the holdings are; they know that the securities are
coming on the market, and even if the time when they are coming on
the market is postponed it would still have 'that depressing effect.

For.instance, as an illustration, I just happen to know of a large
estate where there was a large holding of copper miningproperty, the
Cerro de Pasco mining property in South America. The estate had
a large holding of that particular stock. I think, if I am not mis-
taken, that the stock was taken at a value of $44 a share. And when
the estate started to liquidate that was one' of the first stocks that
they sought to dispose of. They started to sell that particular stock
on the market in New York, and the market, as they put the stool
on the market, dropped down. I think they only sold about 3,000 oi
4,000 shares of the stock until it got down to about $30 a share, anc
they had to stop selling.
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ras genera41y knoWn .hot this pat'ular est0t'd'has1' l 6f
that stkq l' uai th 'V lokes ( iI Tat . h'ga,' a loc " bf
doubt S"Ali dt tli~e Irlke 11 tii ', th'i. iooi:cf a ok liefoe
,the state di4'.I,I Thby .e etd of selling 't bk'sViot nd'sold

oine"of the' stock, so that' Wiii the, 4ta e'p" p'ad tI'& slo6kon 'the
market, naturally that condtio wa'sJ a'en adva ntag', a d if they
had persisted. then in" the li4uidati6n of''te atoc ' 4v od have
realized to the es'tate"an amout've, n'ii. pl belU , h*e4p praised
price upon which the estate hadto payI the taic". '

Senator JoPNs of New Mexico. How large w$s theiblOck held'by
the estate .

Secretar' MtLLbN. I do riot 'know 'just exactly. 'It was'a large
Stock of stock . I do not know jUst what the amnim t Was.

. S tte4r JoNES of New Mexico. Of course,' I understand that to
tirow on the 'miirket within a short time a large block 4f ahy stock
would hae a t ndehicy to bear the i4ikd.

.Secretary MELLO'Ni. Thepoint I would make is"hs' Suppoie there
h~id been a 1;n time for liquidatig thatpart(ula* stock' 'of that

estate.- The depressing effect t 6i va..ekwould have bean there, just
because the public re ilizes that it has to be gold - and in any event
when it is sold, those sales, together with sales of stocks from other
estates coming successively on tho market, cauoe' dep' ssion.

In other words, it is a ulnversion of' the body 6f, eqttes into cashor the" iqdation'df them, and that reduce ', l'aid -the' effect of
reducing values is harmful' and the harmfulness 6, it is in proportion
to' the'extent of it.; As I said before, thee is a limit beyond? which
you cani not go in converting theseetate. 'You could not, for in-
stance, at gne time take'25 per cent out of -' very l rge number of
estates without smashing values beyond repair.'

Senator Jok.s% of New Mexico. We will go intothat somewhat in
detail..' You'do not know the total value of that estate whicl4 was,
putting this Cerro de Pasco stock n' thQ market ".

Secretary MELLoN. Ohthere were a gr at'ntiy other investments.
'They stopped the liquidation of that piticul' stock because it was
too iulunrable. .t p" 'stock beca."e i w

Senat6rJONEs of New Mexico; Before' we 'an understand "this
matter thoroughly', we have' tto kow the total amount of that

estate, have we not "'  ' . " ." ",!I

Secretary MiLtoN. That was alarge estate' .
Senator JON#,S of Now Mexico. How large"
Secretary MXLLON.Oh, I suppose that estate was, around

$70,000,000. But it would have-been the same thing if the estate
had been $5,00,000 as to that particular stock in that instance.

Senator Jois'ofNew. Mexico. That estate'did not hve to sell
that particular stock in order: to. pay the estate' ( .th

Secretary MpoN. They'had to sella veiy' ar'ge t.iunt'of the

stocks, and they Aold real'estate also. Iwill 'take that particUlar
estate. That is another illustration in'real estate. Therewas held
by that estate a piece of' ropertf, which was centrally located in a
city. 'It Was unimprove'd; it had .Cost the owner-initerest on' the
investmefit-it'had -be6n out a good while--s6mewhere in'the'neigh-
borhood of $3,000,000. They had to liiuidate a large 'amount of

II
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property. ' TheY endeavored to'sell that real-estate and cast about,
for purchase or it, and finally the property was soldlfor a inillion
and a half dollars. There was a property that they did notjust
happen to be buyers i. the market -for. I think, the estate held it
for more than a year endeavoring to dispose of it. - "There were not
any buyers particularly for that piece of property.

Senator JoNeof New Mexico. How much 'of that particular
estatte was invested in real estate? I : .... .

Secretary, MELWNIT. I think there was more than $20,000,000, a
considerable amount more than that. It may have run up to $25,-
000,000 or $30,000,000; I do not know just exactly.

Senator JONES -of New Mexico. Assume it was $20,000,000 to
$25,000,000. There was only about $3,000,000 of it invested in
this vacant property?

Secretary MELLON. Oh, well, in that particular property; yes.
Senator JoNEs of New Mexico. What did the other property

consist of?
Secretary MELLON. There is another illustration. The estate

had an office building. The ground for that office,building had a
value of fully two and a half million; and the cost of erection of the
building, 'wVich was a modem office building, was, I think, upward
of $4,000,000. That property was sold for liquidation and payment
of tax. They had to sell that property for what the building cost,
without getting anything for the ground on which it was built.
which was worth two and-a half million dollars.

Senator JoNEs of New Mexico. Where is that building?
Secretary MELLON. That building is in Pittsburgh. You may

know the figures, Senator Reed ? i
Senator REED of Pennsylvania. Yes; I do. The total taxes were

$19,000,000 on that estate.
Secretary MELLON. The tax was that amount, but there was one

large portion of that estate that was free of Federal tax, was there not?
Senator REED of Pennsylvania. That is after a deduction of a lot

of charity exemptions.
Secretary MELLON. A lot of charity exemptions; and was not the

property in New York exempt from Federal tax?
Senator REED of Pennsylvania. Yes.
Secretary MELLON. There was $30,000,000 of the estate that was

free of any Federal tax, because it was given to the city of New
York free of any charge.

Senator REED of Pennsylvania. They could not sell that to help
to raise taxes.

Secretary MELLON. That had been given to the public, and there
was no tax on that.

Senator REED of Pennsylvania. There was a Pennsylvania tax,
Mr. Secretary. Pennsylvania taxes everything, including gifts of
charity. So they had to sell the Pennsylvania property in order to
pay the tax on this charitable gift in New York.

Secretary MELLON. Then, in addition to that, I just recall there
was in that estate quite a lot of transfer taxes on property of corpora-
tions of other States, which was the Atchison Railroad stock of which
I spoke yesterday. There was a transfer tax there which the estate
had to pay before that stock could be transferred.

Senator JONES of New Mexico. How much Santa Fe stock did the
estate hold?
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Senator REED .of Pennsylvania. I do not remember, but about
80,000 shares. tIt was a very large holding. That is my casual
recollection of it.

Secretary MELLON. Was there not a 10 per cent Kansas tax?
Senator CURTs. I do not know, but they had to pay the Kansas

tax.
Secretary MELLON. That was just exactly the same as an excise

tax; and they also had to pay a tax of 40 per cent excise tax. They
also had to pay tax on properties of New Jersey corporations. There
were all those taxes, including the inheritance tax.

Senator REED of Pennsylvania. I can give you a still better illus-
tration, Mr. Secretary. That estate owned a good deal of Chicago
& North Western stock, as you probably know?

'Secretary MELLON. Yes.
Senator REED of Pennsylvania. They paid the tax on that Chicago

& North Western stock in Pennsylvania; and as that company is
incorporated in three different States-Wisconsin, Illinois, and, I
forget the other one, but it was Iowa, I think-I remember dis-
tinctly that they had to pay to each of those three States, as well as
the Pennsylvania and Uited States inheritance or estate taxes.

Senator JONES of New Mexico. That was aside from the point
which we are considering.

Secretary MELLON. But it all comes to the question of liquidation
and breaking down of values.

Senator REED of Pennsylvania. I do not think it is aside from the
point we are considering, 'Senator. We have got to remember there
are many jurisdictions grabbing at the same funds and brings us to a
point where we are pretty nearly confiscating the whole estate.

Senator JONES of New Mexico. What I am getting at is this: I
want to know what the effect will be of increasing this maximum
tax from 25 to 40 per cent.

Secretary MELLON. Why, just taking this particular estate, it
just requires that much more liquidation.

Senator JONES of New Mexico, I understand--
Secretary MELLON. It makes the difference, that instead of being

25_per cent of liquidation it takes 40 per cent by liquidation.
Senator JONES of New Mexico. I understand that, but I am getting

at th6 effect of making the increase.
Secretary MELLON. Whe effect is "disastrous.
Senator JONES of New Mexico. On those first taxes to which Sena-

tor Reed has just referred. They are all there whether this tax is
25 per cent or any other amount?

Secretary MELLON. Yes; but if you add extreme taxes on top of an
aggregate of other taxes, the effect is that much more destructive;
and if this particular estate I am speaking of had 40 per cent tax to
contend with instead of 25 per cent tax, they would have had to dis-
pose of it and liquidate and been forced to sell that much additional
property.

Senator WALSH of Massachusetts. Is it your opinion, Mr. Secre-
tary, that the contemplated increase from 25 to 40 per cent ap-
proaches the confiscatory stage? -

Secretary MELLON. Forty per cent is equivalent to 50 or 60 per
cent iu actual, practical effect on the values of the estate.

Senator JONES of New Mexico. Mr. Secretary, I think some of us
may differ from your view. That particular estate to which you
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referred had $8,000,000 worth of Santa Fe stock. - Could not that
stock have been liquidated without breaking the market?

Secretary MELLON. Not without depressing the market. -It de'-
pends, of course, on the market conditions, ,etc. fBut it had a de-
pressing effect and brought in less money than would have been the
case if it could have been sold leisurely. Ordinarily a holder, for
instance, of a large blockof stock like that, even if he wants to change
his investment, takes his opportunity to sell a little bit now and next
year and the year afterwards, and can work it out that way.

But it is a different proposition with an estate which has all these
transfer taxes. Take the State tax of Pennsylvania. That had to
be pai4 in cash, 4nd it necessitated forced liquidation to do it.

Senator JoNzs of New Mexico. Under this bill as it came from the
House, how much time is given or may be obtained for the payment,
of the estate tax?

Secretary MELLON. Five years. I might say that even under the
present law that there is one year given. But it has been necessary
in the administration of the law in numbers of cases to extend that,
because it would have been impossible for the estate to liquidate it
without great sacrifice; and I just recall one particular estate where
there were reasons in the department why we had to give additional
time beyond the year.

Mr. GREGO. On that I might call attention to the fact that both
under the bill and under the existing law the taxes due at the expira-
tion of one year from the date of death-under the existing law the
commissioner can extend the time three years; unoier the bill he can
extend it five years, which is really just an addition of two years.

Secretary MELLON. It has been necessary in the department to
take advantage of this authority to extend in many instances where
the estate has presented good reasons and shown what they have
been doing toward liquidation. But when it comes to these large
amounts, the liquidation is destructive; and we are talking about
properties that are in centers of wealth that can be liquidated. But
if we take scattered properties, such as mining properties or proper-
ties of some industrial concern, not carried on by a corporation but
by partnerships or individuals, there you will find places where the
business is largely a question of the knowledge and practice of the
owners. They carry on the business as they learned it, perhaps,
from people before them, and they know the practice and they follow
it. It comes then to a question of liquidation. That property has
to be sold. Probably the firm may have no other property except
just that industry.

Senator JONES of New Mexico. Mr. Secretary, do you not realize
that in framing general legislation we have got to consider general
conditions rather than particular cases?

Secretary MELLON. That is exactly what I would say should be
done. General conditions in the collection of these extreme rates
are such that the large amount of forced liquidation is destructive.
I am very sure that i-you go into the question thoroughly and study
the actual, practical effect of it you will agree with me that, there
is a serious problem involved.

Senator TONES of New Mexico. We will examine that somewhat
in detail. Now, in the returns filed in the year 1922 there were
12,203 of them; and of those there were 2,649 which had no net
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estate.' That left a difference there of 9,454 estates paying 'a' tax;
The total gross states 'amount:.tO $2,879,372,168. There were
deductions from that which left a'total neti state of :$i,620,781,038.
The tat' aMunted to $115,838,953; the average* amount of the tax
was $9,492.66; and the average rate of tak Was 7.15 per cent.

Secretary MELLok. You mean the percentage?
Senator JONEs of New Mexico. Yes. The average rate was only

7.15 per cent. ' I ' . .....
Of that amount there was invested in wholly tax-exempt Federal

Government bonds $30,555,832; and the per cent of the whole estate
was 1.6 per cent. I have the table here givingthe proportion of all
of the estates from a million dollars up, including the total gross
estates, the per cent of estate tax free; and that shows the total
gross estates amounted to $982,839,504. The per cent of those estates
wholly tax free was 6.8 per cent; the amount of those tax-free
securities which were issued by the Federal Government was
$23,960;946.

Secretary MELLON. I do not understand that. There are no tax-
free securities in the States?

Mr. GREGG. Not tax exempt, but the State tax.
Senator JONES of New Mexico. I understand they were, tax free

on income taxes, $23,960,946; and in State and other local tax-
exempt securities the amount of the estate was $23,031,229. The
total 'tax-free investment was $67,042,175; and the partially tax-
exempt securities from income tax was $36,768,507. The percentage
of the estates invested in Federal Government tax-exempt securities
was 2.42 per cent; 'and in the State and municipal bonds tax-free
was 4.38 per cent; and the partially tax-free Government bonds
was 3.74 per cent. I think I had better put that table in the record.

The CfhIRMAN. It may be inserted. ..
(The table referred to and submitted by Senator Jones of New

Mexico is as follows:)

Nu Per Investments tmehts:

Amount of estate br Total gross cent of Tav "r uncTaip Total tat-free
estate estate Government munl Investmentstau-free bonds and State

$1,000,000 to $1,500,000 ......... I11 I $170,125,89 4.16 $1,510,061 $5,564,9 $7,074,743
$1,500000 to $2,000, ......... 45 ' 90,695890 ,.5 1,807,562 . 3214,519 5,022,081
$2,000,000 to $3,000,000 .......... 41 132,5,852 3.78 2,818, 012 10,087,271 12,885 283
$3,000,000 to hA000,000 ......... 171 W ,71, 9 77 Z661,795 4,102,855 576460S4,000m000 to R5,0001000 ......... 10 53, ,921 6.45 4,473,443 991,424 3,484,867
$5,000,000 to $0,000,000 ......... 7 45, 489, 540 60 2, 274, 531 37, 423 2, 311,954$600,00to$700,00...... 277,7 07

$ $,oo to 7,000o. ......... 2 : 17, 000 3.3 o9,800 494, 9 594,399$700,00to $8,000..........21 17,340,808 11.2 903,750 1,071,178 1,974,928
$8,000,000 to 000000 ......... 97,672,152 10.0 1,978,813 7,855 610 9,834,423
$10,000,000a ad over.,.. .10 291,937,380 6.2 8,433,189 9, 681, 58 18,114,847

Total ................ 251 M 8839,0 4 6.8 2980,940 43,01,229 07,042175

Secretary MELLON. There is this that should be noted, that the
statistics are not an indication of the true condition, for this reason,
that if you will take an estate that has a large amount of tax-exempt
securities, those securities are the.most liquid and easily marketable
and they are usually marketed before the returns are made on the
estate; in other words, the executors of the estate will convert them
into cash and have that much cash on hand with which to meet
payments before the statistics are prepared. Therefore, you can not
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show by those statistics. hat that is, thw. total amount; of tax-free
securities-that-they received in connection with the estate;.

Senator SIMMONS. Does not the administrator have to returu. the
assets as of the day of the death? .I ; • . , V

Secretary,,iMjUoN., That, may, be.,converted or:.be. ,disposed. of
before the appraisal. .

Senator. IM MONS.. I, undestand. that. ZBut, for the purpose of
disposingof. the estatetaxesi does he not have, to include in his state-
ment all the assets in hand at the date of the'death? ? . .

Secretary MELLON. Exactly,. but that -particular -amount is con-
verted into cash, and that is, then the proportion. f the estate in
money and can be used in the payment of tax.,. - :

Senator SIMMONS. The theory I.had is that the administrator had
in his return toindicatethe estate property at the time of the death,
and that ,that record had to show the character of the property, at
that time. If he has converted it between the death of the ecedent
and the time of making the statement his return would show that
and would show the character of the property that had been
converted.... ... .,.

Secretary ,MELLON. But I think, the preliminary schedule of the
estate is made, and then there comes the appraisal of .the estate later,
and that between the preliminary schedule. of the estate and the
appraisal of" the estate. that there is. an opportunity there for con-
version, of course, at the full value of the securities....

Senator SmuoNs.- I should imagine that the. statement of the
administrator would have to show the property as it was, exhibiting,
of course, the different types of property as of the date of the death,
in order that ,the department might te able to check the matter up.

Secretary MELON, Yes; I understand. But the, tax-exempt
security, is the one, most. available, and most ordinarily marketed.
I will look into that; questionfurther but my impression is that the
practical effect of. it is the making of the preliinary schedule, and
then there is an appraisal, and that in the interim those securities can
be converted. - . , ,, .

Senator JONES of New Mexico. There would not be any difficulty
in disposing of ,those tax-exempt securities and partially tax-exempt
securities, would there? .

Secretary MELLON. No.,
Senator JONES of New Mexico. And the disposition of them would

not materially affect the market?
Secretary MELLON. NO; not materially; of course, they would to a

slight extent.
Senator JONES of New. Mexico. The wholly tax-exempt securities

represent, as I understand it, ten or eleven billion dollars of State
and municipal securities and around $2,000,000,000 of Federal
securities. So the disposition of something like $30,000,000 would
not affect that market.

The partially tax-exempt securities for the whole of the term prior
to 1922 was $117,226,240, constituting 4.07 per cent of the total estate
returns for that year. The same thing may be said with reference to
those securities, may it not, that they could be disposed of? The
partially tax-exempt securities consist of. something like $18,000,-
000,000 of United States bonds; those are the ones referred to in here,
are they not?

Secretary MELLON. Yes.
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Senator JONES of New Mexico. So a disposition of $117,000,600 of
those bonds would not materially affect the market of those bonds,
would it?

Secretary MELLON. Not materially; they are readily converted.
Senator JONES of New Mexico. Of the State and municipal bonds

wholly tax-exempt, there were $72,886,514, or 2.53 per cent of the
total estate. Do you not think those bonds could be handled with-
out material interference with the general securities market?

Secretary MELLON. Yes.
Senator JONES of New Mexico. And then there were other bonds

amounting to $207,206,795, constituting 7.20 per cent of the total
estates. I do not know just how many bonds there are in the gen-
eral market, but I have been told that the total securities issued is
well above a hundred billion of dollars. And so I just wonder how
much the disposition of that amount of bonds during the year would
affect the general bond market.

Secretary MELLON. There is a very great difference; it depends on
the particular class of bonds. If you take industrial or railroad
bonds, some of them are of high-grade securities that are compara-
tively easy of sale. You come then, to great quantities of bonds that
have not a ready market at all.

Senator JONES of New Mexico. That is true; but if there are such
bonds, the disposition of them would not affect materially the general
bond market,.would it?

Secretary MELLON. It would affect the bond market in that class of
bonds.

Senator JONES of New Mexico. Mr. Secretary, is it not true that
one particular closely-held corporate bond might be affected, but it
does not affect the general bond market, does it?

Secretary MELLON. It does in that class of bonds. They are what
they call "speculative bonds" or "business risk bonds," and they are
traded in, and it does affect the market in that particular type of bonds.

Senator JONES of New Mexico. Do you mean to say, Mr. Secre-
tary, that the depression in Cerro de Pasco bonds would depress
the general bond market? dders

Secretary MELLON. It has its effect on that class of bonds.
Senator JONES of New Mexico. What class of bonds?
Secretary MELLON. It happens that the Cerro de Pasco bonds are

convertible into stock and have certain privileges and bear 8 per cent,
and so on account of the high rate of interest and attractiveness they
are not a good illustration of that. But I know-for instance, I
hai some bonds myself--

Senator JONES of New Mexico. I referred to that simply because
you referred to the sale of the Cerro do Pasco Co. bonds.

Secretary MELLON. All the stock of the large corporation's $7,-
000,000 of bonds outstanding are not generally listed in New York,
although they are traded in. They have these unlisted securities
traded in, and these particular bonds are traded in; and I am con-
fident some day those bonds will be worth par, because the property
is there. But there is not a market for them at present at all, except-
ing now and then a limited market, and if a large amount, even
several hundred thousand dollars-worth, say, of those bonds were
put on the market, it would make a difference of 20 or 25 per cent in
their value. In other words, the value to-day of those particular
bonds I am speaking of, I think, would be approximately 80 cents on
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the dollar. Now, that-market exists largely because there is a sink.
ing fund each year, where a certain number of bonds are taken up,
or they receive bids for them for the sinking fund, and buy them in.
The last bonds bought for the sinking fund were. around 86.

But if you were to take several hundred thousand dollars of those
bonds that you would have to find a market for and get a bid on them,
you would get a bid of possibly, in the blocks of them, around 75 and
down to 70 cents on the dollar. That would immediately reduce the
price of those bonds.

Suppose while you are liquidating your two hundred or three
hundred thousand dollars worth of bonds comes another lot of bonds
of the same class out of an estate that has to-be liquidated, or for
some reason has to be sold, the general effect then is depression in
value; and you can see it generally in the quotations or yield of bonds
that are sold. You can buy bonds in the market to-day paying 10
or 12 per cent of a class which, when you dig into the value of the
property and all that, you can see that there is real substantial value
back of them.

O the other hand, they are not of a clas that appeals, to investors
at all, They are, to a certain extent, you may say, vulnerable -be-
cause of depression in a certain line.

-Take, for instance, a shipbuilding company to-day, It may have
a large property and considerable intrinsic value, but there is no
business, and therefore. the company is not earning much money and
the investors will not touch that class of bonds. But if those bonds
are held until sometime in the future the value will come into them.

There are so many conditions that affect the market value that it
is a very complex matter.

Senator JONEs of New Mexico. I understand; and you are accus-
tomed to think in terms of very large amounts, and I am not at.-all
astonished that you do refer to such amounts..

Secretary MELLON. I do not think there is any difference in think-
ing in large amounts and small amounts; it is the same principle.

Senator JONES of New Mexico. It is the same principle. But let
us come to an estate of $1,000,000. Suppose there were $1,000,000
invested-that was the whole estate-n one of those companies
where the stock did not have an exchange value on the New York
Stock Exchange, and assume it to be the extreme case to which you
have referred, would the difference of $22,500-

Secretary MELLON. You lose sight entirely of--
Senator JONES of New Mexico. Well, hold on. Let me get my

question put. Would the fact that you would have to raise $22,500
more out of that estate have any alpreciable effect?

Secretary MELLON. Suppose that estate is in the State of West
Virginia. where the State has a 30 per cent tax; and suppose that par-
ticular security of that estate was some of these securities that have
attached to them the -transfer tax of other States. Instead of
$22,000, how much do yov. have ?

Senator JONES of New Mexico. But, Mr. Secretary, we are dealing
here now with the difference between 25 per cent and 40 per cent.
The question under consideration is whether this maximn tax shall
be 25 per cent or 40 per cent.

Secretary MELLON. Yes.
Senator JONES of New Mexico. Now, then, on a million-dollar

estate the difference in the tax under the present law and under the
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bill as it came- over from the House i only $22;500. ,Now, it must
be evident that in liquidating a million-dollar estate that this dif-
ference of $22,500 can not, be very material, is it not? ....

Secretary MELLON. It is to that extent material, and you are
taking simply-if you took a $2,000,000' estate, it- is a larger
amiount-'I

Senator JONES of New Mexico. I understand. But the proportion
is just the same. - t - ' 1

Secretary MELLON. I know, but the effect of property coming on
the market for liquidation-it does not matter what kind of an estate
it comes out of.

Senator JONES of New Mexico. Mr. Secretar,, I wish you would
confine your thought to this question, whether in 'the liquidation of
the million-dollar estate the additiori of a tax of $22,500 would cut
any material figure. "

Secretary MELLON. It would cut a material, figure, particularly if
that estate had these other large duties to provide for. There is that
much more to provide for.

Senator JoNEs of New Mexico. It is that much more. But how
is $22,500 where the estate is $1,000,000? Is not that the' question
we have got to deal with? ..- ... _

Secretary MELLON. It depends oh what State of the Union that
particular property is in. It it is Arkansas-

Senator JoNxs of New Mexico. That is so in regard to any tax, is
i t n t ? - I " * -1. . .. I t

Secretary MELLON. It is. But the principle is exactly the same,
that the extreme tax is harmful. -

Senator JoNms of New Mexico. But the difference between the
present law and this bill on a million-dollar estate is only $22,500?

Secretary MELLON. There is this: view you were speaking of, taking
general conditions.

Senator Jo s. of New Mexico. Would not general conditions affect
the liquidation of the estate, less the $22,500, just as much as it would
to add $22,500 to it?

Secretary MELLON. But the point I am getting at is this: That
for the purpose of revenue to the Government that $22,500 costs
the Government more than $22,500.

Senator JoNEs of New Mexico. Mr. Secretary, we are not dealing
with revenue to the Government now. You hve made the broad
statement that the increase of this tax rate -would affect the security
markets.

Secretary MELLON..It does.
Senator JONES of New Mexico. And I am trying to find out how

and why?
Secretary MELLON. You are- taking one of the low brackets and

basing your argument on that low bracket.- But you are not con-
sidering the larger amounts that come from the larger estates.

Senator JONES of New Mexico. I have gone so high, Mr. Secretary,
that in 1922 the number of returns received from people of a-million-
dollar estate and more was only 251 out of a total of over 12,000.

Secretary MELLON. Yes;' but there are two things to be con-
sidered. You do not know to what extent an estate may have been
depreciated before it comes to be liquidated, in anticipation of these
rates.
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Senator JONXS of New, Mexico. I am deali*g.now with the q4'estion
of disturbance of property market and security market only. We
Will come to the other points bye and bye,.

Secretary MELON. Just take that illustration, tei., You 'Say
there is a difference of $22,500 in. that estate. ,But hw many
estates, one after the other may be coming into liquidation at near
the same time, which in the cumulativeeffect may have a serious
result?

Senator JONES of New Mexico. In that year there were only II' of
them.

Secretary MELuN. Take 111 times $22,000 in that-year from that
particular bracket of estates.

Senator JONES of New Mexico. Yes.
Secretary MELLON. That would have an effect on values.
Senator JONES of New Mexico. You think multiplying $22,500 by

111 would affect the whole market? We will just see how* much
that would be--2,300,000..

Secretary MixuoN. You take $2 300,000 in the price of securities,
and how many of those may be in bunches.

Senator JONES of New, Mexico. But, Mr. Secretary, you must
understand that in total securities only 14.86 per cent was invested
in securities tax-exempt and 'not tax-exempt, on the average; and
that $2,300,000-called 15 per cent-$2,300,000 would be only about
$300,000.

Secretary MELLON. That goes along with all the other estates. that
are continually coming on the market, successively liquidated. .,.

Senator JONES of New Mexico., You are talking about disturbance
of the market?

Secretary MELLON. Yes.
Senator JONES of -New Mexico. Do you think that coming ot the

market in a year of $300,000 of securities would have any appreciable
effect on the security market? .

Secretary MELLON. Not if there were not others coming along
with it.

Senator JONES of New Mexico. These are all that come in that class
within a year. I

Secretary MELLON. Of course, there are what come in from other
estates in the same year. .ae.ao t

Senator JONES of New Mexico. Yes; but we aretalking about the
effect that this additional tax would have on the security market
and that alone. What we are considering here is whether we shall
raise this tax from 25 to 40 per cent, and it is only that difference we
are dealing with.

Secretary MELLON. The effect of that difference is the proportion
that that amount is to the whole amount that comes on the market,
and it has its effect just in that proportion.

Senator JONES of New Mexico. Yes; and that would be an infini.
tesimal amount, would it not? . !

Secretary MELLON. No; I do not think so. The effect of that, in
conjunction with all the others.

Senator JONES of New Mexico. Well, all the others would come
anyhow. The effect of the others-would come, and I am dealing only
with the effect which this increased amount would have.
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Secretary MELLON'. That increased amount on that bracket of
estates-but you must take what comes from other estates. *

Senator JONES of New Mexico. I have 'been giving that for all :the
estates, and I gave the figures awhile ago-I took it from all the
estates which came in, where returns were made in 1922; and those
are the latest figures which have been furnished to the public by the
Treasury Department, so far as I am advised.

Now, that same year these had $968,434,511 in capital stock of
corporations.

Secretary MELLON. You mean the million-dollar estates?
Senator JONES of New Mexico. No; I mean the whole of the

estates that made returns in 1922; and they constituted 33.63 per
cent of the total estates, a little more than one-third; a little more
than one-third invested in stocks of corporations., The increase on
this tax of $22,500 on the million-dollar estate, where one-third of it
was invested in stock of corporations-take one-third of that, which
is $7,500-would the disposition of the additional amount of $7,500
of a million-dollar estate affect the stock market for corporations
generally?

Secretary MELLOX. You must consider, with all of the other
amounts

Senator JONES of New Mexico. Well, all other amounts are going
to take. place anyhow, are they not?

Secretary MELLON. Suppose I have to go out and borrow $100,000,
or, say, I go out and borrow $80,000; and then I: have to raise
$100,000 in all, and you say that $20,000 ought to be easily raised.
It would be if I had only the $20,000 to raise, but if I have to raise
$80,000 at the same time I raise the $20,000 it is just that much cumu-
lative or additional burden and that much more difficult..

Senator JONES of New Mexico. I understand that. But assuni-
iag you have' o sell a large block of stock, would the addition of
$10,500 to it have any appreciable effect on the stock market?
- Secretary' MELLON. It might; it depends on conditions.

Senator JONES of New Mexico. You really think so, do you?
* Secretary MELLON. Yes; it might. It depends on the markets.
The purchasers might have been exhausted to that extent.

Senator JONES of New Mexico. Do you think it probably-
Secretary MELLON. You can not say exactly, or definitely, but there

is ju/st that part of the whole, and it is the whole that you have to
consider.

Senator JONES of New Mexico. Mr. Secretary, of all of these estates
making returns in 1922, there were $1,396,309,892 of those estates
in bonds and stocks, constituting48.49 per cent of the total estates.
Taking the estates generally, wit an increase of only $22,500 in the
tax on million-dollar estates, and where we find that practically
one-half of that estate is invested in stocks and bonds, it would prac
tically be an increase of only $11,250.

Secretary MELLON. On that particular size of estate?
Senator JONES of New Mexico. Yes; on that size of an estate, of a

million dollars. Now, do you feel that that would materially affect
the stock and bond market? '

Secretary MELLON. Well, of coarse, if there was nothing else but
that, and not the other patties drawing some stocks from other estates
at the same time and it was the average class of stocks and bonds,
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it might not. • But, take stocks) and bonds: There are lots of corpora-
tions formed for convenience, where there is not an listing or market.
A man may have his own business incorporated.., It maybe-a private
corporation to an extent. ,He carries t ,on; .that! is, his.m ily or
partners carry it ono. -Itnmay be of the naturetha that stock has
possibly less mnarketability than real estate would have.. "ow, on: a
property like that it would have an effect, and especially- whenyou
take into consideration all estates. together it does have an effect.
One estate in itself would not.
* Senator JONES -of New Mexico. But does it have any appreciable
effect, or would it hae-this simple. addition of the amount which
I have stated? I...

Secretary MELLON. YOU are confining yourself to the effect of
what the difference in Pereentaze on one estate alone would.have?

Senator JONES of N-w Mexico. Is not that what we. are dealing
with here; is not that the question before us . .

Secretary MELLON. No-,you are dealing with the question of the
necessity :of liquidation of estates--that class of estates and all es-
tates-and bring the property on the market, and every addition tothe percentage or quantity of every estate that has to come on the
market has its relative effect on the market.

Senator JONES of New Mexico. Yes; relative effect. And this
relative proportion is very small ... . . .. ..

Secretary MELLON. In one.estate it is.' But that does not mean
'if there are a number of estates of that size. That would.accumulate
the amount coming on the market, and in that way It would have
its harmful effect.

Senator JONES of New Mexico. I have given the number as coming
under that particular class as 111 in that year, and the total number
of estates, including that 111, of a million and above was only 251
for the 'year; in other words, those of only $1,000,000 constituted
nearly half of the total estates of a million and above. .

Secretary MELLON. But the effect is the combined effect of the
whole.

Senator JONES of New Mexico. I notice also that of these estates
there were mortgages, notes, cash, and insurance, etc., to the amount
of $402,878,451, constituting 13.99 per cent, practically 14 per cent.
A little' additional tax upon that would not affect the market for
mortgages, notes, etc., would it, materially?

Secretary MELLON. It would not, if there were no other taxes o
have the accumulative or quantitative effect of- it. Of course, there
are others.

Senator JoNE s of New Mexico. The total amount was only $402,-
878,451-the total amount of all, estates-and assuming they had to
sell them, or, rather, liquidate enough of them to pay these taxes,
do you think that would disturb the mortgage market and the notes,
rate of interest, or anything of. that sort?:

Secretary MELLON. In: those estates, all prices are possible an .in
that particular class, of, property that has not a usual market, that
particular estate will. be liquidated at'a destructive os, because, it
may be that particular estate would be in a css where there . a
large amount of stock that h~s not a market fQr it, and,that has to be

Senator JONES of New Mexico. Then, we have here jointlyowned
and other miscellaneous, $228,356,430, constituting 7.94 per cent

. 900M1-24---17

255



258 ~ ~ BZfSNU AOT OF'1924.

of the estates and, then there were transfers made within 'two years
frob the date of death, $76;600,584; constituting 2.66 per cent; and
then there were p6wer of appointmentor general power deedzmade in
contbmplation of death, amounting to $19,657,423, constituting 0.68
-Per cent; and property, from statesi tax within five years, value at
date of death of present deceased,' $53,041,858, constituting 1.84
per cent of'the total estates; making a' total gross estate of $2,879,-
372,168, without, the deductions; and the deductions amount to
$1,312,900,873, leaving a total net estate of $1,620,781,038. The
total tax under the present law is only $115,838,953; and the average
amount of the tax is $9,492.66.

Now, as you said awhile ago, the estates as a rule do not consist
of any one particular class of property?

Secretary MELLON. What was the proportion there of real estate?
Senator JONES of New Mexico. The proportion of real estate is

$702,528,530, and the' per cent was 24.40.
Now, with all those general classes of property, where the amount

of the increased tax in a million dollars' worth of it was only $22,500,
would it be difficult, if a man had his property spread out in that
proportion, to raise that additional amount of revenue from the
estate?

Secretary MELLON. It has to be done by liquidation of those
estates, and if you take that amount-

Senator JONES of New Mexico. And would not they liquidate that
portion of the estate which can be done easiest?

Secretary MELLON. That is always done.
Senator JONES of New Mexico. That is always done, as I under-

stand it. Now, with those general classes of property, in which
estates are invested, and with this additional amount of only $22,500
on a million-dollar estate, would that make any appreciable difference
in the stock market, the bond market, the real estate market, and
various other kinds of markets for these different securities?

Secretary MELLON. The purchases or sales in the general market
are of pr ierties that transfer from hand to hand easily. But in
the estates'you will find all kinds of property- and that amount is a
large amount of property to liquidate, and especially in certain
clauses, and every increase adds to the destructibility of values in the
liquidation of it.

Senator McLEAN. Senator Jones, what would be the tax on that
million-dollar estate? •
. Senator JONES of New Mexico. The total tax on that milliorn-dollar

estate-
Secretary MELLON. Are you taking just the total Federal tax?
Senator JoNEs of New Mexico. The total tax under the House bill

is $70,000, afid under the present law it is $47,500 on a million-dollar
estate.

Senator McLEAN. And then to that would be added the State
taxes, whatever they might be in each State?

Senator JONES of New Mexico. Of course, I do not know what
they:would amount to. But"I am just speaking of the Federal.

Is it understood these pages will be printed in the record?
The CnAnmAN. Yes, it wil all go in.
(The tables referred to and submitted by Senator Jones are as

follows:)
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Secretary MUnJoN. Would you allow this to, go in the -reord? I ,,
Taking all the million-dollar estates , that you have ,used as an

illustration, under the present law. there is $47 500 of, a Federal tax,
and under the House bill there is $70,000 for Federal tax. , Estates
up to $10,000,000 is $1,760,500 under the present law; and under
the House bill is $2,543,500

Senator JONES of New Mexico. A difference of how much .

Secretary MELLON. The difference between $1,760,500 and $2,-
543,500.

Senator JONES of New Mexico. I want to get in the record how
much that is.

Secretary MELLON. That is $973,000. That is the difference on
one $10,000,000 estate.

Now, on the .$50,000,000 estates the present tax is $11,659,100
and under the House bill it would be $18,501,000, a difference of
approximately $7,000,000.

Senator JONES of New Mexico. Well, if. that $7,000,000 were to
be raised from the general average of properties of which estates
generally consist, an d on the average as I have outlined in the pre-
vious examination, would that make any- material difference? .

Secretary, MELLON. On that particula- bracket of estates, the dif,
ference is $7,000,000; and it does make a material difference if you
take that along with the aggregate of the difference on, all of the
estates.

Senator JONES of New Mexico. Under the bill as it passed the
House, there is a period of five years in which to liquidate the estate.
Would you suggest that that time be extended?

Secretary MZON. Of course, extending it might in cases alleviate
somewhat, but generally speaking, no estate would consider it wise
to continue on indefinitely. The effect would be to liquidate, and
they would liquidate at any opportunity. So that I think that
five years is a reasonably long period for the purpose. I do not
think, for instance, that 10 years of liquidation, while it would
alleviate and make a difference, would make a very great difference.

Senator JONES of N.,w Mexico. What objection would there be to
a period of 10 years, if we collected interest annually at 5 or 6 per
cent?

Secretary MELLON. The only difference would.be the deferment
of revenue to that extent. We would not be receiving the revenue
for the Government until a long time in the future, and you would
not know what the situation in the future m ht be.

Senator JONEs of New Mexico. How would it operate? Would
the people prefer paying the 5 or 6 per cent interest to the Govern-
ment or liquidating the estateI

Secretary MELLON. There would be every effort, of course, made
to liquidate the estate as soon as it could be done.

Senator JoNES of New Mexico. Then, only those who had diffi-
culty in liquidating would avail themselves of the extension of the
time?

Secretary MELLtN. Yes.
Senator JONEs of New Mexico. Under those circumstances, would

it not be advisable to extend that time to 10 years?
Secretary MELLON. I do not think it would. You would be

deferring the receipt of revenue by the Government from 5 to 10
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years, you know. You do not know what the exigencies may be in
that time; it may be at a time when the Government would not
require this additional revenue. I mean, the question of having a
revenue which does not come in in 5 to 10 years in the future is not
a very wise policy. Why should you o into the question Of taxation
that will not be receivable by the Government for so long 'a time
in the future?

Senator Jowes of New Mexico. I am asking these questions because
you have pictured here disaster through forced liquidation, and we
do not want to create any disastrouscondition; and you have stated
that only those would avail themselves of the extension of time who
would have difficulty in liquidating the estate.

Secretary MELLON. On the question of disaster, of course, I think
the five-year period would cover any question of disaster to that
extent. But if the liquidation would go on and the harmful effects
would result from that at the same time-

Senator, JoNes .of New Mexico. Yes; whatever harmful effects
might result from it?

Secretary MELLON. Yes.
Senator JoNEs of New Mexico. You also in your statement to the

committee referred to the situation in Russia. Did you mean to
Live us the impression that the estate'tax as provided in the House
Bill would bring about any such disastrous situation in this country
as you have pictured in Russia?

Secretary MEP.LLNO. No. What I was referring to there was the
ultimate effect of an extreme inheritance tax, cried to its logical
conclusion; that where you do something that breaks down values,
where you do something that is destructive of the economic structure,
that has a harmful effect; and that carrying it to the extent that it is
carried in Russia, it has that destructive effect, or, rather, the effect
of destroying wealth and destroying value.

Senator JoNe of New Mexico. Is there anything in this proposed
bill which would have any such effect in this country as that which
you have depicted as existing in Russia?

Secretary MELLON. No.
Senator JoNes of New Mexico. Then, why did you make that

illustration?
Secretary MELLON. Why, to the extent it does go it has that pro-

portionate destructive effect.
Senator JoNes of New Mexico. What is that proportionI
Secretary M.LLON. It is the breaking down of values. Values

come from the building up of structure upon credit. It is a matter
of credit values. There is not enough money in the country to pay
a large proportion of the wealth out at one time to the Government
or'in any other direction. If you take too large a proportion, then it
has its effect on the structure of values, and whatever has an effect
on that structure of values breaks values down to that extent.

You take our present heavy surtaxes and these estate taxes;
they have had a certain effect upon values. You can see it if you
compare the values of properties in proportion to their earning
value as going concerns and compare that vith the values that were
in existence before these surtaxes and estate taxes existed. To-day.
you can take any corporation where you can compare the value of
the stock in the market, and stock that has an earning capacity of
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10 t6 15 per cent will sell at par,: whereas 'before theie heavy sur-
taxes and heavy estate taxes were in existence that same stock.
would have sold at a premium. .. ... I I ,

Senator Joxus of New Mexico.: We will go into that 'at another
session. We are talking now about estate taxes. - :i , - • - -,

Secretary MzuON. It is the effect of these levies on property
which breaks down values that I am tryinto describe.

Senator JONES of. New Mexico. To wat extent do:you think
this additional inheritance or estate tax will tend to break down, the
values of property in this country? .

Secretary MBLLON. You can not go to the extreme!and say{.it
will break doing values of all property at once. But the"tendisoy
is-and it has a very materiil effect on the values of property-
that difference will have a very material effect on the value o,
property. . " q *_

Senator JONEs of; New Mexico. I would like for you to point out
some class of property which by reason of the difference between
the present law and the proposed bill would have that effect. upon
values of prop erty in this country.

Secretary MELLON. It has a material effect on all classes of prop,
erty, excepting those like tax-free bonds that are particularly in'
demand, and where it does not have a very material efect. But on,
all other classes of property, where you have to liquidate the property
through forced liquidation in order to receive from it cash for taxes,
it has its effect in breaking down values, in making a lower era of
values. I

Senator JONES of New Mexico. We will take the extreme to which
you referred in the early part of your testimony to-day, where that
office building in the city of Pittsburgh was disposed of at a consider-'
able loss. Did that have any effect on the general value of real
estate in the city of Pittsburgh?

Secretary MELLON. It certainly did. Any other office building
that would come on the market would sell at a lower price, and
to-day if the estate taxes were eliminated-I mean the surtaxes, the
extreme taxes, and the income surtaxes-that kind of property would
assert itself in value; it would be upon a higher plane of value. There
is not any doubt about that.

Senator JONES of New Mexico. What effect would the sale of that
property at a loss in Pittsburgh have on the value of real estate in
the city of Washington?

Secretary MELLON. That particular property would not. But
the general influence is over all properties in all cities.

Senator JONEs of New Mexico. The properties in all cities?
Secretary MELLON. If there happens to be a large estate in Wash-

ington, say, a large building of that nature, and it would have to be
put on the market at the time when there would not be a purchaser
for it at its full value, then it would have to be disposed of at the
lower value.

Senator JONES of New Mexico. Of course, that particular property
would have to sell at the lower value, and is not that true of all
forced sales?

Secretary MELLON. Yes; but--
Senator JONES of New Mexico. And would not the effect of judicial

sales and foreclosure of mortgages have a like effect?
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.. Secretary MELLoN. They do and always have had a like effect.
But there is not that great quantity of them to have the general
effect on the values of a% properties. -. ; ....
- Senator JONEiS of New Mexico. Do you not think there ar a great

many more of them than of forced sales under estate tax I
, Secretary MLLON. Estates are being liquidated all the time, and,

of course, there are a certain proportion- 
,, Senator Jor ms of New Mexico. Are not properties being liquidated

all. over the country under foreclosure of mortgage right along ?
Secretary MELLOt. That always has been the case and always

will be; and this is additional to that, of course. But here is the
question of revenue to the Government, and I Pan sure if you will go
into it that you must realize that these extreme taxes defeat the
purpose of obtaining .revenue for the Government, because, for in-
stance, if you reduce the value of that particular property to two
million anda half dollars less than its nominal value, and other similar
properties come on the market through estate liquidation, that prop-
erty is appraised for the" purposes of the estate at two and a haf

on o ars lower value, and the Government gets that much less
from that estate, so that as a revenue proposition these extreme
taxes cost the Government in revenue a great deal more than the
Government receives.

Senator JoNzs of New Mexico. I was just going into that question.
The CHABMAN. It is now almost 12 o'clock, and we will now

adjourn until 8 o'clock to-night. Then we will hear the Secretary
further to-morrow morning at 10 o'clock.

(Thereupon, at 11.58 o'clock a. n., the committee adjourned to meet
at 8 o'clock this evening.)
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THURSDAY APRIL 8, 1924

UNITED STATES SENATE,
COMMTFLT ON -FINANViEwaei.,iWgtn,r W.4.,'

The committee met, pursuant to adjournment, in -room 312;'
Senate Office Building; at 10 o'clock a. m., Hon. Reed Smoot presiding.-' Present: Senators Smoot (chairman), Curtis, Watson, Reed of
Pennsylvania, Stanfield, Simmons, Jones of Now Mexico, Gerry;
Harrison, and King.

The CHAIRMAN. The committee will be in order. 'I believe Senator,
Jones has additional questions to ask Secretary Mellon.

FEDERAL ESTATE TAX

STATEMENT OF HON. ANDREW W. MELLON, SECRETARY OF
THE TREASURY-Resumed.

Senator JONES of New Mexico. I understood, you to express your-
self rather strongly that to increase this estate tax from 25 per cent
to 40 per cent maximum would result in a decrease of revenue. In
what way, Mr. Secretary"

Secretary MELLON. The effect of the increase in percentage of
tax on estates, when applied cumulatively, depresses the value of- all
similar property. So that the tendency is to decrease the valuation
of property in all estates, and therefore to reduce the Government's
revenue. As you go on successively in liquidation of estates the
valuations would be less; and besides that, there' is the natural avoid-
ance in large estates; I mean what is done before death. The prac-
tical result is to reduce the revenue; and it is quite certain that the
Government's revenue would decrease and the Government would
get less money in the long run out of the 40 per cent maximum than
out of the 25 per cent maximum.

Senator JONES of New Mexico. Then there are two reasons for it:
First, that the people would dispose of their estates during life; and,
second, that to put these estates on the market and liquidate them
would depress the value of property generally ?

Secretary MELLON. Yes.
* Senator JONEs of New Mexico. And in that way decrease the gen-

eral revenue, not only from estates but from investments generally?
Secretary MELLON. Yes.
Senator JONES of New Mexico. How are people avoiding the estate

taxes now?
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Secretary MELLON. Oh, there are many ways. They create trusts
for the benefit of their children-a man divides with his wife or
transfers to his wife, his children, or to others.

Senator JONES of New Mexico. They are doing that now, are they
not? l

Secretary MELLON. Yes; then, again, there is this speaking of the
general effect of, an extreme tax, that large estates wil not be created.
There will.not, be the incentive to go on and to create that wealth;
for instance,, the 40 per cent maximum tax, which, in its effect, takes
more than.,50 percent. of the estate. Who would go.intg any, con-
structive .,enterprise, or any productive enterprise and continue on
when the effect. of it. i that alf or more of, it will be taken. wayl
The natural consequence is that they desist from any constructive
activity and make their investments in whatever sound way" they
can and retire from business. It is a deterrent to incentive which inthe iong gu has its effect. ., .. I.. I iI .Senator Jornhsof,New. Mexico. Of course, you understand, Mr.

Se4.retary, that this bill as it came from the House does not propose to
levy a 40 per cent class tax on allestates? •

Secretary MELLON. No; it is the maximum. In all these things
the ubjectia. is to the degree. or extent of the tax; they have their
effect in degree. f,, luse Te mio

Senator JONES of New Mexico. Now, let us'see. Take a million-
dollar estate. This state tax is w'at percentage, on the whole
estate? ....

Secretary MELLON. What is the effect, Mr. Gregg?
Mr. GREGG. $70,000.
The CHARMAN. It is 7 per cent, is it not?

Mr. GREGG. Seven per cent.
Senator JONES of New Mexico. What is the tax on $10,000,000?

We had that tax figured out yestArd, y.
The CHAIRMAN. That would bi, a little less than 26 per cent.
Senator JONES of New Mexico. On $10,000,000?
The CHAIRMAN. Yes...
Senator JONES of New Mexico. Do you think that rate would ac-,

oomplish that purpose, that when people got an estate of 810,000,000
that they would lose their incentive to go ahead and produce any
more?

Secretary MELLON. I should think if you were going along and
active, in affairs you naturally would not be quite as keen about it
if you had to meet a 25 per cent tax.

Senator JONES of New Mexico. Do you think that 7 per cent on a
million-dollar estate would destroy initiative? 1 .

Secretary MELLoN.. I think it would; the tendency- would be in
that direction. It would have its material effect on the initiative.

Senator JONES of New Mexico. Well, Mr. Secretary, is it not- a
fact that the payment of any tax has some influence in that direction ?

Secretary MELLON. Certainly; and if you have got to pay a 25
per cent tax, that has a much'greater effect than a less percentage.

Senator JONES of New Mexico. So that your argument rather
goes, taking it in its full logical effect, to the levying of any tax?
Where do you draw the line?

Secretary MELLON. Because a normal amount of tax does not
have the detrimental effect. It is easy to meet and to pay, and it



doea*.Qo dpet. .thes tate ,to :a.|Jge ext=,ut artbs¢mtforp it, does

otl ;a&Ve .the", PerOisO e effect, ' EV -tax,; 16 you' a -Y has, ON)b
influence that way,, but it does not. havea matorislet,,tmtil.it
gets up to the extreme rates, and the high rates atathatqa.uaisethe
harmtw ieffect#4 ;;~.j '~'

The C * _wN, Of ceune, if, 0te taxpayer cantdo oi.hei going
to avoid:the high rate bv y vestment, - tax- re aecuitni.,*34
that affects not only the mheritane tax but/the estatotax ,swell.

_~ettary IM O .. Just the sae s as the, case of thJincome tax.'S stcr, Jps .,of: Ne, Mexico. Mr, Secretary, you have not
suggested the reduction of this estate tax below,.?5 per cent, maxi-mum, have you? . .. r !..: I.-, *.

Secretary MELLON. How itlt?, , , ,, .. ,
Senator JONEa of New Mexico, You heave not recommLinded to-the

Congress the passage of a bill reducing the estate. tax below 25 per
cent, have you, as a maximum? if - .. -. ,
. SecretaryMELLON. No; but I think ia normal times it is entirely

too high. • I : .
Senator JONES of New Mexico. But you have not reooumended

that we change it? - - . , .,I - , ,..
Secretary MELLON. No. .... I, ....
Senate" JONEs. of New Mexico. Now,.Ithen, a man with a

$10,000,000 estate would only pay about! 25 per cent. - So, it iA the
estates above $10,000,000 in which you.have the . chief interest ,at
this time, iit not? .- . ,

Secretary MELLON. Well, I would -not say that I have the chief
interest in those above. However, the extreme rate has the greatest
destructive effect. ,.

The. CHAIRMAN. Of course, in .the attempt to levy -the greater
amount, yqu anticipate the payment -will be reduced accordingly,
do you not?

Secretary MELLON. Yes.
Senator JONES of New -Mexico. But you are not proposing to

reduce your maximum tax below 25 per cent?
The CHAIRMAN. For instance,. in the House bill $50,000,000 pays

about or a little over 39 per cent.
Secretary MELLON. In my. annual report to Congress I did recom-

mend a reduction in the estate taxes.
The CHAIRMAN. From the existing law?
Secretary MELLON. From the 25 per cent; that is, I said those rates

were not to the best interests of the country.
Senator JoiEs of New Mexico. You have made remarks of that

kind. I understood you to say yesterday that you would like to see
them reduced even below the 25 per cent. " , ::,, ,'

Secretary MzLwN, -You speak of recommendationsons" -I: did
make -the recommendation to. Congress, -but whon. it. came to the
recommendation to the Ways and Weans committee. there, did.- not
soem. to be any likelihood that anything could be, aooomplishedi in
-that direction, so. it was just passed over.

Sen4tor JoNu ofUNew' Mexico. The ibil which. you presentedto
the Ways and Means Committee contained a maximum estate tax of
25Sert Pont? ,. .

Secretary MELLON4 yes.*'.~
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,&ezator';Joizs of- NeW Mexco. -It now appears .that' u hd r ' the
Hose bill :increing -the maximum to 40 $per ¢ent that 10, coo
istato would iabut 25 per cent by way 6f' tax.:

Serta".ry io Yes.,
Senator _ JOS of New Mexico. So you have not madet'rnt definite.

.roommendatiozito Conge t c gae that as i maximum? I
Secretary 'MzwN. Other than that definite recommendation in

ihiy report as Secretaryof the Treasury.
'Senator Jakins Of NwMexico. Yes; bit in -the'bill- thAt ydu Pre-

sented to the House and which you are willing to accept, you left the
maximum at 25, per cent? I

Secretary MELL N. Yes.
The CuA-w. Not on 510,000 0(. n•Senator oos of New Mexico. I understand; not on $10,000,000,

but as a maximum?
Secretary MELON. Yes.
Senator JONES of New Mexico. It appears that a 110,000,000 estate

will, under the bill as it passed the Ifouse, pay about that maximum
rate, 25 per cent. Sc your insistence upon reducing the estate taxes,
as passed by the House, its maximum rate would principally concern
estates above $10,000,000?

Secretary MELLON. The 25 per cent tax on $10,000,000 has a prac-
tical effect on that estate much above 25 per cent. When it 6okiles
to the practical application of the range of surtaxes on, the value of
the estate at death, it takes away a larger amount than the per-
centage. I think there is no doubt but that the 25 per cent in almost
every estate requires 30 per cent of the value of the estate, or more
than that, and that is in addition to these State and other taxes.
And when you speak of the question of the 25 per cent surtax in the
House bill you must consider in addition these other taxes; so that
it is not just a question of 25 per cent.

Senator JONES of New Mexico. I understand; but any other rate
would be affected in like wanner by taxes, would it not?

Secretary MELLON. There is a progressive destructivefiess in the
rates as you advance the percentages.

Senator JONES of New Mexico. There were filed in 1922 10 returns
of $10,000,000 and-over; in fact, therewere only 10 returns filed above
$9,000,000. You think to increase the maximum estate tax from 25
to 40 per cent would, in regard to these estates of $9,000,000 and
above, have the effect of reducing the prices of real estate all over
the country, and as well of stocks and bonds?

Secretary MzLLON. To begin with, the House bill' increased the
percentage or the surtaxes on all estates below $10,000,000 and above
$10,000,000. They were all increased. Now, you have to take the

gregate amount of that increase and it is a question of the-property
b g forced to sale; it is the amount of property forced to sole *hic

does. have its effect on values.
Senator Joinxs of New Mexico. The total property value in. the

United States, I see by the last estimate,, is something; like $320;-
000,000,000, and the total gross estate of those $9,000,000 and 'above
was only $291 937,380. , - ' - .' ; .,

Secretary MZELON. You can not make an argument on taking one
specific bracket any more than you can one specific estate.

M
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-Senator Jois of New Mexico; Wehave aotfigured 0ut,i!ofneose,
the average rate of tax. But: if you're .goin9 ,to include -all of-the
estates in .your 'concep t,iyou would, neb&;sy have.to take -theaverage rate on them all, would you not? y h :.fTl ::,i, ..1.1 ,

Secretary MELLON. You would have to take the actual raow; o
them all.- '

Senator JONES of New Mexico. Yes; which, of course,-would affect
the entire subject. Now, I find in doing that 'that the average rate
under the present law is only 4.71 'per cent-the average where
return, were filed in 1922 was ohly 4.71 per cent?

Secretary MELLON. On, all estates if it was -only 4.71. per cent,
there would not be any difficulty, because-that would be taken care
of without any forced sale of property. But you must take the
actual application of the higher rates.

Senator JoNs of New Mexico. And even those for $10,000,000 and
over, the average rate of tax is only 22.36 per cent; those between
$8,000,000 and $9,000,000 is 16.15 per cent; between $7,000,000and
$8,000,000 it is 15.29 per cent; from $6,000,000 to $7,000,000 it is
14.83 per cent; from $5,000,000 to $6,000,000 it is 13.45 per cent;
from $4,000,000 to $5,000,000, 12.12 per cent; from $3,000,000 to
$4,000,000, 10.52 per cent. Now, this increase would not increase
those various percentage# very materialy, would it?

Secretary MELLON. Whatever they do increase it oh an estate is
plus all of the other amounts of taxes. If you take the other State
estate taxes, plus these rates, and then plus the surtax fates, the result
is apparent. You say that putting a small percentage on would not
have a material effect, but if you put a small percentage up on top of
other pyramided taxes it does have a very serious effect.

Senator JoNs of New Mexico. I notice estates from a million to a
million and a half only paid an averae of 6.1 per cent. Do you not
think that could be raised some without destroying the values of
property in the country?

Secretary MElL N. Any application of this tax to any one type or
any one class of property is not going to destroy all the values of
property in the country. It is the accumulative effect of the suc-
cessively coming on the market'of forced sales of property in these
estates that has the effect of reducing values, and the reducing of
values has a bad economic consequence.

Senator JONES of New Mexico. N1ow, then, we will take up the
subject as a whole: You stated yesterday that this increase in the
estate tax would not bring in more tUan about $12,000,000 of revenue.
The total net estates in 1921 was $1,620,781,038. Now, an increase
in taxes of $12,000 000 out of that amount of property would not be
very material, woud it? I

Secretary MELLON. Because we have the progressive surtax rates
in effect now and to the extent that the rates are high, and they have
destructive effect in liquidation of estates, for a small difference esti-
mated to produce $12,000,000 you are putting into effect a system
that is going to reduce your revenue eventuany; and its most pro-
ductive effect will only be an increase of $12,000,000 according to the
statistics.

Senator JoNs of New Mexico. Do I understand from that that
you are opposed to this graduated tax on these estates?
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rtar y MvioN. Only, when running them to the extreme line
wkete they become destructive of valued.

Senator JoNsE of New, Mexico. You said that the rate would cause
evasion and that there is evasion going-on now. That, evasion is
,chiefly through i"t) is it not? aretmaking

Secretary MELLON. Not altogether through gifts; they are making
,trust estates.

Senator JONES of New Mexico. Is not that in effect a gift ?
.Secret :MELLON. Yes- perhaps it is.

Senator JONES of New ieico. I believe in your bill, as proposed
to the House, you did provide for a tax upon certain classes of revoc-
able trusts. We had it under consideration here the other day, and
I'do not recall whether that was recommended in your bill or not;
was it? . ' I
,, SecretAry MELLON. Where 'a ttust is made and the grantor of the
trust retaiws the right to revoke it then it shall be taxed at the rate
that the donor would pay.
* Senator JoNs of New Mexico. That was recommended in your
,bill to the House?

* Secretary MELLON. Yes.
Senator JoNEs of New Mexico. We have agreed upon that pro-

vision in our committee?
Secretary MELLON. Yes.', i

*Senator JoNEs of New Mexico. You did not, however, recom-
mend any tax upon gifts where made directly did youI
-ecretary MELLON. No; I do not think tat you could make a

tax on gifts in that way that would be effective. I think practically
that it would not amount to anything.

S Senator JoNEs of New Mexico. Why so?
Secretary MMWN. Oh, just because you put a tax on how much

a) man .may tranler or give in a year. There are many ways of
transferring property that would not be discoverable. The practical
effect is the same. If it is a question of gift tax the avoidance would
be greater, or the facility of avoidance would be greater. But it
would be of the same nature as the avoidance of the high surtax
rates. . I just happened to pick this up this morning which indicates
how. that runs in these brackets. The incomes in the high brackets
com down, while the number of taxables and income from the lower
brackets increase right along. The eviderice is that people do not
go-on and reach those high brackets; they stop

Senator JoNEs of New Mexico. But that relates to the income tax?
Secretary MLLON. I am jfist making some analogous arguments.

i Senator JoNzs of New Mexico. That is a plea against having an
estate tax, that 'the people will avoid it; that is what it is directed to?

Secretary MELcON. That avoidance is exactly in proportion-the
higher the rate the greater the avoidance, naturally.

Senator JoN_ of New Mexico. The greater the incentive, that is
-true.., But is, there any point fixed in your mind where they would
not try to avoid it? ,
..,Secretary MELLON. Oh, yes.

Senator JONES of New Mexico.- Where?
Secretary MELLON. Well, -we have had in Pennsylvania for a great

many years-.as long as Loan recalt-a tax of 5 percent on all estates;
and then it was increased and is now, I think, from 2 per cent up to
10 per cent. That is the State tax there. I have never known of an
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instance of any endeavor to avoid that', because in any estate you can
take 10 per cent out of it without any destructive effect, You do
not have to sacrifice in order to do it- and I have never known in all
my experience'of an instance of an endeavor to avoid the tax, because,
naturally, a man'does not think of that so something that is going to be
destructive and going to sacrifice the values.'

Senator JoNzs of Noew Mexico. Then, digressing just a little, under
the bill as it came from the House, it is only an .estate of about a
million and a half that would pay as much as 10 per cent.

Secretary MELLON. In these Pennsylvania in stances I am speaking
of there was no other tax.. But' you have to-day the transfer taxes
of several States; and, taking it altogether, it is very apparent to any
man who has an estate that he is going to have to meet-not only this
tax you speak of on estates of $1,000,000-these other taxes, in addi-
tion; and taking them together they are destructive.

Senator JONES of New Mexico. We have no control over those
States that put taxes upon estates.

Secretary MELLON. But you have got an existing condition there;
and added to that if you put additional percentages on, you bring
about that destructive result; it is the extent of it that makes it de-
structive.

Senator JONis of New Mexico. I understand that; and we have
gone over it a number of times. But, now, you are willing to have
put into this law a tax upon revocable trusts, in order to preve-Pt the
evasion of the estate taxes. Why are you not willing'to put a tax
upon gifts, then?

Secretary MELLON. I do not think it is a practical tax; I do not
think the administration of it could be accomplished to any extent
that would avoid the making of gifts free of tax. You could not
reach them. You may .think you are putting an obstacle to the
avoidance of the tax, but the practical effect is not that way; and
then it is an unusual sort of a tax, in that the donor is the one who
pays the tax, the donor who makes the gift; that is an unusual
phase, on the theory that the ownership of property is supposed to
carry with it the right of disposition, and it gets beyond the ques-
tion of a tax when it comes to the prevention of gifts.

Senator JONEs of New Mexico. You are perfectly willing to have
a tax Put 'upon revocable trusts) because that evades your estate
tax. Now, if you put a tax upon those revocable trusts and do not
put a tax upon gifts direct, *!l not these people give directly in
stead of creating the revocable trusts I.

Secretary MELLON. But on the question of these revocable
trusts, vouhave the surtax system and you have the high rates. If
any r -,ocable trust can be made to avoid that your tax is ineffective
and the object of that application of the tax on revocable trusts
was to make the system effective. But when you go further and
tax all gifts, it is carrying it to an extent where I do not think it is
practical to administer or rather practical to cause it to be effective.

Senator JONES of New Mexico. If you were to make the donee of a
gift pay a tax the same as upon any other inoone, would he not have
to pay that tax and-would it not be practical to collect it.

Secretary MitLoN. You would'say the same thing as to the avoid-
ance of these surtax rates. There are provisions in -the law to pre-
vent avoidance, but they are not effective.

O0081-24---18



.:: SoU~o tJONF4; Of NOW. Mexico,,:We are collecting a very consider,able'revenue front our. lawV I . .

.tSeretry, Ain t. year. You see, when you putt h e e r a t e s i n t o e ff e t ,- -- - • .. , • • , . ,
SeaoNozp o. e Mexico: (interposing)..- You. say"',less eachyear." Are we not going to collect more this year than we did iast?. Secretary MExLON, It: depends on where. On the top estates Ioubt,whethe.rwe will, though I have not seen any figures for thisyear./

Senator JoNs of New Mexico. I quoted them -in the record herethe other day, for the first emiht months of this fiscal year, the amountof tax from Incomes collected. -Secretary MELLON. But that is from all incomes, you know?
Senator JoEsof New Mexico. Yes.
Secretary MEiULN. That is all right.
Senator Jozina of New .Mexico. That amount has increased bynearly $160,000,000 n e4 iht months of this fiscal year.Secretary-w .M LON. That comes from the tact that .orpora-

Senator JoNxs of New. Mexico. No; it does not include corpora-
tions.
. Secretary ML,ozf.,. That comes from the fact that incomes of allclasses were greater in the year, don't you see? But that does notmean that -the higher. bracketshave increased; you have not got the

statistics for thvpe.Senator JONES of New Mexico. No; we have not got the .tatistics
for those yet.

Secretary _MuLw. And they have not been, gotten out yet; thatis, they have not been prepared, .
..'Senator, JONEs of NW.Mexico.. You are perfectly willing to try todo something to stop gifts by way of revocable trusts, but you arenot willing' to do enyti ag to prevent direct gifts?. Secret MEUN.oN, lampeifeatly wing to do anything to makethe laweffective., At the sqme time, when you are considering newmeasures, 1, think that there is a line where, you are not going toaCcompish anything and it would not be wise to adopt some measurethat will not accomplish what it would be expected to accomplish...Senator JoNEs of -New Mexico. What will be the effect of this pro-vision inthe bill which, we are now considering, putting a tax upon

revocable, trusts?-Senator REED of Pennsylvania. There will not be any more; that
is what will result.,Senator JoNEs of Now Mexico. Certainly; there will not be anymore; and you are simply, by that, driving the evil spirit from oneroom into another room.

Secretary MELL ON. ,.That is what most of these preventive meas-ures do., .•
Senator JoN4ss oft New Mexico. Then, why not try to close two

doors instead of one?,
Secretary MELwON. You can go on closing two doors and threedoors, and there will be four, five, and six doors opened. :,.,Senator JONzs of New Mexico. When those other doors are opened,could we not do.something to close them?

4
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. Secretary MELON. What is -the use in going on in 'a direction
where you have &ot an 'injurious economic, effectifrom what .ou. arb
doing, and yet :not accomplishing, anything in the direction of obtain-
ing revenue for the Goverment? As 'a revenue proposition, it is
not sound.

Senator JONES of New Mexico. Why not?
Secretary MELLON, Because of the fact that' you put on such

excessive rates that -are not effective, and it has been the history of
all taxation where the extreme rates are put on that the revenue does
not come in. They do not produce the revenue; they defeat their
own purpose in every instance. -

Senator REED of Pennsylvania. That is true of an estate tax, an
income tax, or'land tax, or anything else I

Secretary MELLON. Yes.
Senator JONES of New Mexico. Of course, there is tax evasion~ but

you believe in a graduated tax, as I understand it? You would have
the rate of tax on the'large estates greater than upon the smaller?

Secretary MELLON. Yes; but not to the extent of extreme rated.
I think the evil comes in where the rates are extreme.

Senator JONES of New Mexico. GiVen a condition where you have
got to raise so much money from estates for governmental purposes
you; would* increase the rate upon smaller estates and decrease it
upon the lArge ones V'
, ,_Secretary 'MELLON. No: I would 'say. this: Without regard to
-what the smaller estates paid, moderate rates on the larger estates
would produce more money in the long run than the extreme rates.
You will get more money out of them.' ; .. " t .,, ..
.Senator JONES of New' Mexico,',How long 'would ydu* have to:run

before you reached: thathappy state 9 ' , I I
Secretary -MELLOW. 'It would hngin just as soon as you had the law

and the infuence of that law was m operation, because people would
know and recognize the situation.

Senator JONES of New Mxico. How many years would it take?
Secretary MELLON. It would commence ,immediately,, and the

effect would come from year to year, the first year and second year,
and so on.

Senator JONES of New Mexico. Assuming' now .that we have got
to raise $128,000,000 from estates. 'For the year 1922 on, estat-s it
amounted to $115,000,000. Further assuming on those same P tates
that we have got to raise $12,000,000 more of revenue ftum. that
source, how would you distribute that S,, % .... .,.

Secretary MELLON. I would distribute it--and I think I am right
in thi4--so that I would not run the maximum over 15 per cent; and
I think that that would bring in more money in the long run annually
than your higher rates.

Senator JONEs of New 'Mexico. What rates would you put Upon
the smaller estates?

Secretary MELLON. I would graduate them proportionately:,."
Senator JONES of New Mexico. You would have to very much

increase the tax on the smaller estates, would you not?
Secretary MELLON. Oh, no; I would allow the smaller ones to

stand. ; But when you get up to the extreme rates; then one way and
another the income does not come in from those classes,- just as has
been the experience in the extreme surtax rates on income.
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Senator JoNEs of New Mexico. Then where would you cut off the
10 per cent of the present law; at what stage would you cut off that
10 per cent? Would you just leave the rates on all incomes as they
are now up to 15 per cent and stop there?

Secretary MELLON. I think you c,)uld make a more uniform
graduation of it.

Senator JONES of New Mexico. The only way you could do that
would be by increasing the rates in this bill, would it not?

Secretary MELLON. Oh, no.
Senator JoNES of New Mexico. You would reduce them, too?
Secretary MELLON. I would make a gradual reduction. I think

they woula be reduced to some extent.
Senator JoNEs of New Mexico. It is your opinion that by reducing

that we would get more revenue?
Secretary MELLON. Yes. Would you like to see a chart that just

illustrates that? I will show it to you. This is the surtaxes [indi-
cating on chart] in the case of $10,000 to $50,000 in 1916. This is
100 per cent-I mean 1916. This [indicating] was the number of
personb. In 1921, you see., the number had gone up; there were
more people in 1921 than in 1916, in these incomes.

Now, when you jump up to incomes of $50,000 to $200,000 in 1916
it was that [indicating], but they have dropped down. In the large
estates of $200,000 they have dropped down to that [indicating].
When you get up to thii [indicating] there were only these two. In
other words, the higher estates disappeared; and yet the total num-
ber of estates increased.

Senator Joiis of New Mexico. That chart, of course is quite
graphic, and I am glad to have seen it. As long as you have men-
tioned that, I will just call attention to that chart. There are very
few people who made the returns at any time of over $1,000,000 of
net income.

Secretary MELLON. Yes.
Senator JONES of New Mexico. In 1921 there were only 21 people

who made the returns of over $1,000,000?
Secretary MELLON. Altogether?
Senator JONES of New Mexico. Altogether.
Secretary MELLON., I thought there were more than that.
Senator JoNzs' of New Mexico. No; only 21, according to this

statement of statistics of incons.
Secretary MELLON. Now, if you will go back a few years you will

find a great many more of them. That is just illustrative o what I
say. The wealth of the country has not been decreasing, and it just
indicates that you do not obtain the revenue by putting the extreme
tax on-it .. I

Senator JoNEs of New Mexico. We want to find out, now why
There are only 21 of those people. What are they doing with their
estates to prevent paying the surtax?

Secretary MELLON. There is this to be said: Generally when you
discuss this question of income you do it on the supposition, as in the
instance you speak of, that you have 21 incomes of a certain bracket
or a hundred and some of a certain bracket and that they are regular
incomes from year to year; that is, that that number of people have
the same income this year that they had last year; I mean, they are
in a class that have-that income from year to year?
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Senator Joxas of New Mexico. Yes., -- , '," , ,. ,"
Secretary MELLON. But you must take into consideration that a

very large proportion of those in all brackets are not regular incomes;
they are ony chance or incidental incomes. For instance, a manta.y
have $100,000 to $200,000 regular income, and he happens to realize
on an investment. Say he is an active promoter or active in affairs,
and may have come into a property upon which he realizes in one
year $1,000,000 or $2,000,000; and he has to pay his, ta on-that.
In the statistical record' that appears as if it were regular or'recurring
income. He may never have been in that bracket before, and may
never be in it again. There are a certain proportion of incomes that
are thus incidental. • 'I

Now, the effect of these extreme rates is to prevent that kind'of
enterprise. A man who sees that there is an operation where there
is a chance of making $1,000,000 or $2,000,000, and he knows that he
takes all the risk of Foss; and yet if he is successful that half of it has
to go to the Government, he does not act; he does not go into it., I

Consequently, from year to year you have less of that kind of
ventures or of operations. That is one factor.

There are people who make that kind of investments who are able
to do it and who have money. But they are not going on to do it
if they are not-going to get a fair chance at it. They take all the
risk, and yet., the Government, if they are successful, takes half of it.
Consequently, that: class of people, the people Who make the wealth
of the country, are deterred. from going on. These high rates are an
obstacle to that kind of enterprise.. . .

Senator Joints of New Mexico. Mr. Secretary, do you want. us to
believe that the prosperity of this country depends on the prosperity
of that class of people? .. ) . . I

Secretary MELLON. It depends upon the prosperity of all classes:of
people. And you keep on selecting one class, and say, "Does the
prosperity of the country depend on that class?" I am only speaking
of why it is. You asked me the question of why it is that you havenot
the large incomes now that youliad. when the lawt was first put into
effect with extreme rates. That is one of the reasons that people do
not go on and create these large amounts, and we do have them.
Then, there are the othertquestions -of avoidance, by which men Can
divide up with their families or they can make their investments in
property that they have a prospect of increase of value some time in
the future, and yet it does not bring in income from year to year.
There is a great deal of that. '

I know of an investment that a man made who had to pay the high
surtax rates. He had an opportunity to buy a property, and he had
not the money free at the time to buy it) but fie could pay interest
and the interest was deductible from the high tax rate. Therefore,
to that extent the Government carried the property; and he bought.
this property valued at several million dolarn. He will have -no
incomefrom it at all.- He bought it on 10 yearly payments., But it is
coal property in a situation -where the values are naturally likely
to increase from year to year. He is getting the benefit of that
increase and sometime it will be realized on. But in the meantime
he is not paying any income tax*: I could sit here for a week and give
you illustrations of how it comes about. $
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Senator JONES of New Mexico. In that case you mentioned he paid
$7,000,000 for coal property

Secretary MELLON. f didnot say "seven million"; I said ."several
million."

Senator JoNzs of New Mexico. Say several million. He paid that
money to some one, did he not I

Secretary MELwN. He undertook to pay it in 10 yearly payments.
SenatorJoNEs of New Mexico. Those people will put that money

into productive enterprise, will they not, who receive it ?
'Secretary MzLLO. You do not know whether they will or whether

they will put it in tax-free securities. As a matter of fact, they did
put it in tax-free securities in that particular instance.

Senator Joins of New Mexico. The people who got the money-
Secretary MELLON. What money they got; they only got a pay-

ment.
Senator Joins of New Mexico. We will follow that up. They

bought those tax-free securities from somebody, did they not?
Secretary MELLON. Yes.
Senator JoNEs of New Mexico. What did those people do with

the money which they received from the tax-free securities?
Secretary MELLON. I do not know. But, don't you see that sort

of thing is driving money out of productive enterprises into those
which are not productive f

Senator JONEs of New Mexico. I can not follow you at all, Mr.
Secrefary. Somebody gets the money and somebody puts it into
productive enterprise

Secretary MELLON. You would if you could see the increase
from year to year in the production of tax-free securities all over the
couucry-the enormous increase-because they are manufacturing
tax-free securities to supply the demand. In other words, it is divert-
ing the usual flow of capital, which is injurious to the country; it
is not letting capital flow in the direction that it naturally would
under the economic influences of trade.

Senator JoNzs of New Mexico. When tax-free securities are issued,
what becomes of the moneyI

Secretary MELLON. In many cases it is sunk.
The Cniau. Never goes into productive business?
Secretary MELLON. No. In my own city they have issued secu-

rities and made improvements that are not productive improve-
ments at all, and improvements that the city could just as well
have done without.

Senator JoNxs of New Mexico. What were those improvements?
* Secretary MELLON. They are all for some purpose, of course.. One
of them was subway system. They sold a certain amount of bonds
and had the -capital for a subway system. That is more than four
years ago, and they have never been able to agree on the kind of sub-
way system that they should adopt. That is in the city of Pitts-
bu -h They sold those bonds, and yet the proceeds of the bonds
are being held there because the council have never been. ablq to-agree
on the ehneering features of the' subway system. That was a use-
less undertaking. , . ., , !:,,it .,. , , . - . . .,. a
.Senator JONzS- of. New, Mexico. Because ,Pittsburgh, made. a bad

business venture, you conclude that. all these tax-exempt securities
are going into unwise business, unwise investments?
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Secretary MELLON. No; I think it has, thi, influeM6 pf -diverting
capital into productive investments. '

Senator.JoiNs of New Mexico, 'Dd youin6t believe in building
schoolhouses throughout the country?

Secretary MZLON_. Yes; and we have built -lots of schoolhouses;
we are not short of those. • - .-I

Senator JONES of New Mexico. Do you think those are unwise
investments?

Secretary MELLON. No.
Senator JONES of New Mexico. Do you believe in building roads

over the country? idgra
Secretary MELLON. I do, and we are building roads.
Senator JoNEs of New Mexico. Do you be ieve it is an unwise

investment for a State to put money into good roads?
Secretary MELLON. I think it is tinwise when they go too fast at it,

and put aburden on the people that requires from year to year large
assessments to pay the interest on these securities. I think that the
opportunity that is made by this issuance and marketing of tax..free
securities has a tendency to overdo that sort of thing, and that is
injurious.

The OCArMAN.' Wise or unwise, that gives a way for men of great
wealth to put their money into tax-exempt securities?

Secretary MELLON. It oes; yes.
Senator Jous of New Mexico. But that has been going on and it

has not destroyed the business of the country, has it?
Secretary MELON. -It takes a good deal to destroy the business

of this country. .I . 1 _ 1
Senator Joizs of New Mexico. Yes; I think so, too. 'Tle amount

issued from year to year is relatively small, is it not, compared to the
total income of the country?
* Secretary MELLON. Oh, no; it is very large. ..

The CHiRMAN. There was hardly any of it before 1921.
Secretary MELLON. It is many times more than it was and is in-

creasing. I do not recall the figures.
Senator JoNas of New Mexico. The last statistics I have seen on

the subject show quite a material decrease in the last year..
SecreWtsy MzLhN. In what?
Senator Jomms of New Mexico. In State and municipal securities.
Secretary MELLON. I have not seen that.
Senator Jozse of New Mexico. Yes; I am quite sure'you will find

that on examination of the statistics.
Secretary MEzLON. I know in my department with these Federal

farm loan bonds and the joint-stock land bonds we are going right
on and selling large amounts of those.

Senator J6ONs of New Mexico. That is true; and you object to
their being floated without being subject to taxation?

Secretary MELLON. I think it is wrong; I think that the basis of
taxation ought to be uniform. I think it i a bad thing to have some
kind of property free of tax and others taxable, because it leads to
that diversion of investment that is harmful.

Senator JoNEs of New Mexico. There are only about ten or eleven
billion dollars Of tax-exempt securities, other than the Federal tax-
exempt securities; and we have something like $18,00%000,000 of'
so-called partially-exempt securities?
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Secretary MFzLwN. Yes. e i - are
Senator JONES of New Mexico. They are wholly nontaxable if

owned bya corporation under thelawasit exists to-day. Do you think
that is a wise situation? .

Secretary MmLvON. No.
Senator JONES of New Mexico. Yet, you have not suggested any

remedy for it, have you? . I
Secretary MELLON. Well, as far as I have had any opportunity

to make any suggestion or recommendation. We have recom-
mended the constitutional measure in order to accomplish that.

Senator JoNEs of New Mexico. It does not require any consti-
tutional measure to enable Congress to control its securities, doeo it?

Secretary MELLON. Oh, no.
Senator JoNus of New Mexico. As a matter of fact, of these

$18,000,000,000 of Government securities which are only exempt
from the normal tax, we are receiving very little interest from those.
The total amount of interest subject to taxation from those securities
was $40,000,000 about, out of nearly a billion dollars that we. paid
in interest; and the amount of tax that we received on that $40,000,000
of taxable interest on Government securities was only about $5,-
000,000.. You have not made any. recommendation in your bill to
the Congress to prevent that situation from continuing? . .

Secretary MELLON. There has not been. any. opportunity or any
occasion to do that. And, again, we have a very large short-time
floating debt to take care of; and under the laws prescribed .by
Congress those-bonds were made free of the normal tax but not
free of surtaxes. And we have gone on with those because it has
been a very difficult operation to take care of that debtat,,a low
rate of interest; and for the time being, while that debt is being' put
in a more manageable shape, to change the character of those ;bonds
would be rather difficult and disturbing, and make it that much
more difficult; t& take care of; in other words, you can not keep
changing when you are right in the process of taking care of a large
amount of floating debts.

The CrampAN. If you had the money to pay it, you could?
Secretary M=ELoN, If we had the money to pay it, that would be

all right. Then, I think, that which you speak of should be reme-
died, for any future borrowing I ttink then that ought to be con-
sidered.

Senator JoNUs of New Mexico. You have expressed a very stron
conviction against the advisability of issuing tax-exempt securities

Secretary MaxLoN. Yes.. - I
Senator JoONES of New Mexico. And the Government is faced

with the proposition to do that out of nearly a billion dolars in
interest which we pay, and only about $5,000,000 of revenue is
obtained by taxing that interest. How can you reconcile such a
situation with your conviction?

Secretary MiuoziN. That is exactly what.I thought I had ex-
plained. We are in the midst of the work of taking care df a, very/
burdensome situation--.I mean, a large amount of indebtedness.
For instance, in the next four or five years we have about $8,000,000
coming due. We have it coming due right along. That has to be
taken care of.
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Senator JONES of New Mexico. And you are, taking care of it'in
such a way. that the Government is receiving no0 revenue from the
interest, and they are practically exempt from taxation? I I 1.

Secretary MELON. But, against that there is whatever advantage
we get in selling these at a lower rate of interest.

Senator JONES of New Mexico. But I understood you to say
awhile.ago that that as wrong. h o s

Secretary MELLON. I think that the whole systems wrong, of
having any tax exemption. But it has been in operation, and while
the debt is being taken care of and refunded you can not change
your policy, because it would cost you more to change the policy than
you would gain by doing it. It is a practical matter.

Senator JONES of New Mexico. Yes. But under the present sys-
tem of legislation, the interest on those bonda-a great proportion
of them, something like $18,000,000,000 of them-would be subject
to taxation, if owned by an individual.

Secretary MELLON. To the surtax, not to the normal tax.
Senator JONES of New Mexico. To the surtax, yes; quite right.

But, now, if a corporation owns those bonds, there is no surtax and
they are, for all practical purposes, tax-exempt securities?

Secretary MELLON. Yes.
Senator JONES of New Mexico. Are you satisfied with that situa-

tion?
Secretary MELLON. Don't you see that while we came into that

situation, and by reason of the fact that the corporation can own
them and banks can own them and pay no surtax-the banks are the
largest customers we have-and consequently we sell those bonds to
yield a lower rate of interest. In other words, suppose to-day we
could just get it down and say that all our issues from this time on
shall be subject to all surtaxes and normal tax, whether by a corpora-
tion or others. If that were the case we would have to pa to an
extent more for our money; I mean it is not a fact that the Uovern-
ment is losing all of that, because we are borrowing our money at a
lesser rate of interest by reason of it.

Senator JONES of New Mexico. You have stated in the press
several different times that the bill as it comes from the House was
unscientific and that your bill as it originally was framed was based
upon scientific principles. Now, I willask you whether or not it is
scientific to have the Government obligations to the extent of about
$18,000,000,000, subject to a surtax owned by individuals but subject
to no surtax if owned by corporations.

Secretary MELLON. You have to take conditions. as they exist.
We have this very large amount of indebtedness now lodged largely
with corporations and others, and keep turning it over with them at a
certain rate of interest.

Now, if we changed that law to-day, while we are in the process
of c along that big debt, before it is refunded for a long term
we wouldinmediately have to pay higher rates for the money that
we borrow.

The CahA N. That money. is carried by the banks as liquid
assets?

Secretary Mz.wN. Yes.
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. The, CHAiRMt Immediately, they can get the money,. and the
reason they are willing' to carry it at :the rate of interest they do is
because of the fact they have no demands made upon them: they
can sell them at any time; and therefore you get the lower rate of
interest. To the banks it is just almost the same as cash on hand.

Senator JoNES of New Mexico. You have not got any, out at less
than 4 per cent, have you I

Secretary MELLON. Oh, yes. We sold the short-term certificates
as low as 3* per ent. It depends on the length of time. The short-
term, of course, go out at low rates, because banks and other institu-
tions take them as a kind of reserve. They know they are going to
get the money in a short time.

Senator JONEs of New Mexico. Mr. Secretary, that is information
to me, and I hope you will verify it. I have not seen any statement
of any certificates bearing less than 4 per cent interest.

Secretary MELLON. If I recall, some we put out were issued at
3* per cent; and there was also an issue at 3* per cent, and the last
one we put was for a year-those at 3* per cent were six months'
certificates, borrowing or six months;- the last one, for a year, was
4 per cent. We sold $400,000,000 of one-year notes at 4 per cent
about a month ago.

Senator JONES of New Mexico. Mr. Secretary, I glance at the
quotations on Government securities practically every day. Of
course, I may be in error, but I would just like to know what the fact
is about that and how many of them were issued at 3J per cent.

Secretary MELLON. I will have sent to you a statement showing
just what we have done in the last two years.

The CHAxRMAN. I aid not know there were any issued at 3J per cent.
Secretary MELLON. Yes. The last issue was at 4 per cent.
The CiH6,AN. Yes.
Secretary MELLON. Before that-I do not know how long ago the

3* per cent was issued-I think it was possibly a year ago or a little
over a year ago. ,

Senator JONES of New Mexico. Mr. Secretary, those issued a year
ago were 4J per cent?

Secretary MELLON. No. But that depends on the time. You see,
we had to distribute these. You could-not have too much due at
one* time; and some of them were sold on two or three years' time,
and we had to pay a higher rate bn those longer securities.

We sold $700,000,000 about a year and a half to two years ago to
run 25 years. The only long-time issue we sold at 41 per cent were
25 years. It depends on the money market, which varies; and we
ha¢e to meet the market.

Senator STANPIELD. Those are tax exempt?
Secretary MELLON. They are normal tax exempt but subject to

the surtaxes. But the Senator is making the point that corporations
can own them because they do not pay surtaxes, and they can, there-
fore, avoid paying any tax, because they are free of the normal tax.

Senator J ONES of New Mexico. Do you think that is a scientific
measure, that if those securities are owned by. a corporation- they are
free from tax, but if owned by anjndividual they are subject to taxf

Secretary MELLON. No; I think the whole system of tax exemp-
tion is wrong.

Senator JONES Of New Mexico. You have not suggested any change
in itf
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Secretary MELLON. Yes.. I have sugsted'and recommended a
constitutional measure, to allow the elinimation of tax-free securities.

Senator JONES of New Mexico. When you have the right within
your own control?

Secretary. MELLON. Oh, we have not.
Senator JONES of New Mexico. Why have you not?
Secretary MELLON. Because even these short certificates are pre-

scribed by Congress, and it states that we shall sell free of the normal
tax.

Senator JONES of New Mexico. That is true. Can you not change
that normal-tax situation?

Secretary MELLON. Congress will have to change it.
Senator JoNEs of New Mexico. Is not this the bill which we are

considering now where it should be changed?
Secretary MELLON. That is what I have been explaining, that

during the time we are taking care of this debt you do not accomplish
anything by changing it. The time iill come when we get this debt
leveled down and extended, and you can do it.

Senator JONES of New Mexico. We have several billion dollars of
long-term bonds now outstanding?

Secretary MELLON. Yes; you can not change those.
Senator JONES of New Mexico. You can not change those, and you

apparently do not care to change them.
Secretary MELLON. I could not if I wanted to.
Senator JONES of New Mexico. You could not if you wanted to;

quite right.
Now, when those bonds were issued we had a normal tax on corpo-

rations, and so-called excess profits tax on corporations, and they
were subject to the excess profits tax in the hands of corporations
and they are still subject to surtax if owned by individuals. Could
we not change this law in some way to take care of that?
Secretarys LLON. Of course, Congress can change the law.
Senator JONES of New Mexico. You, as Secretary of the Treasury,

have not presented the bill to Congress?
Secretary MELLON. I have just explained twice that it is not ex-

pedient. It is not an appropriate tiine to interfere with the orderly
refunding of this debt, because the bulk of it that has to be taken
care of, you have to do it without disturbing the markets too much;
and while that is going on we do get the advantage of borrowmig this
money at a lower rate of interest. So that the Government is not
suffering in the meantime.

While you say the corporation is not paying the surtax, at the
same time the corporation is loaning the money to the Government
at a lower rate of interest than the Government would have to.pay
if it were not for that feature of the bonds.

Senator JoNEs of New Mexico. Then, if you are going to have, in
practical effect, no revenue on the interest from Government securities
at all, why not -make that general, so that an individual might own
these securities free from surtax? " - I

Secretary MELLON. You see, it is just the situation that exists-
the exigencies of the situation; ani the Government is not losing to
the extent of what they might got out of surtaxes if they were owned
otherwise,: because the Gowrnment for the time being:is borrowing
money from these banks at a lower rate of interest.-
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Senator JONEs of New Mexico. If you are going to have them, in
practical effect, entirely tax free, why not make them tax free to
individuals as well as banks?

The CE mIN. Senator, it seems to me there is a reasoir for it,
that individuals carrying these can demand the money at any time,
and they -are all due within a few years-four billion of them; and
these that are held here, like "Series A," the Government would not
want to have them distributed throughout the country.

Senator JONES of Now Mexico. Why not?
The CHAIMAN. Because there would be a demand upon them,

and there is no place to get the money.
Senator JONES of New Mexico. The result of it would be, in my

judgment, if you make them absolutely tax free, that you then could
sell them at 3) per cent instead of 4 and 41* per cent, because the 31
per cent bonds of the Government are selling around part

Secretary MELLON. Yes.
The CHAMMAN. Do you thiAk the Government could sell a few

of them here throughout the country?
Secretary MziLON. The administration would be such that I do

not know what would happen. These are all short-time certificates.
Senator JONES of New Mexico. That is true, but it is no trouble

in the world,if you put them on the market as entirely tax free but
what individuals would invest in them and you would-creato a greater
demand for them and you would lower the rate of interest on them?
I Secretary MELLON., Yes; but then you have got this situation: To

begin with, the tax-free security and the surtax system will not work
together. They are absolutely opposed to each other; and you; on
the one hand, make a tax-free bond, inviting the capital there and
man a surtax system to drive it there. That is certainly an un-
scientific, and. absolutely indefensible policy. .

Senator JONES of New York. But, as you said awhile ago we are
dealing with a condition here. , You said that you had to aeal with
these securities in the present manner because of the present situation.
Now, if you enlarge your market for these securities-short-time
certificates and all-zwill you not be able to float them at a less rat oi
interest?

Secretary MELLON. Yes,. you enlarge your market but create
securities for investment by the people who pay surtaxes, and you are
defeating your surtax principle entirely. I

Senator STwAntm, Would it not disrupt the money market by
taking money out of the ordinary flow and investing it in these
securities I

Secretary' MEzLozi. It has that tendency. The flow is toward
unproductive rather than productive.

Senator STANFELD. It would affect bank deposits?
The CH u. x. These short.-time securities are held virtually as

call loans by the banks, and, -the banks are holding them; and if they
did not hold these certificates they would have to hold the money-
a great percentage of it; at least 50 per cent-that is why they buy
these bonds.

Senator- JONzS of New Mexico. Think it goes without saying that
if the Federal Government is going to issue its securities tax free to
one class of its citizens that it ought to have them tax free for all.
But if you are not n to have them tax free----

Secretary Muw'N.Those that are tax free are tax free to all.
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Senator JONES of New Mexico. In effect, by selling these to banks
and corporations, they are tax-free while owned by those people?

Secretary MELLON. Yes.
Senator JONES of New Mexico. Why not give the citizens of the

country a chance to get those tax-free as well?
Secretary MELLON. I think, as a matter of principle of taxation,

that all securities should be uniformly taxable.
Senator JONES of New Mexico. Yes; but you are not issuing them

in a uniform way.
Secretary MELLON. No.
Senator JONES of New Mexico. If you are going to let our

Government issue securities which are tax-free to one class of its busi-
ness institutions, why not have them tax-free to all and broaden the
demand and lower your rate of interest?

Secretary MELLON. If Cqngress will pass the constitutional amend-
ment that will allow it, then the whole thing can be remedied.

Senator JONES of New Mexico. It does not require any constitu-
tional amendment to handle these Federal securities, does it?

Secretary MELLON. It takes congressional action there.
Senator JONEs of New Mexico. Why not let us take congressional

action? We are dealing with the subject now.
Secretary MELLON. You can do that. But in the meantime you

are disturbing the operation of taking care of this very large floating
indebtedness that we have that is going on-in a certain channel-a
certain lodgment of these securities-and we roll it along. We from
month to month borrow from the banks and pay off to the people at a
lower rate of interest than we would be able to do if they were fully
subject to tax. It is a practical question.

Senator JONES of New Mexico. Would you not be: able to float
them at the lower rate of interest if you were to let the public and
everybody buy them absolutely free from taxation I

Secretary MELLON. Of course we would. But that would not work
with your surtax principle; if you did not have the surtaxes, then you
could do that.

Senator JONES of New Mexico. You can do it without that. Can
you not make those tax free to individuals as well as to corporations?

Secretary MELLON. Of course you can, but you just increase the
tax-free securities for the avoidance of the surtax.

Senator JONES of New Mexico. Then you do not consider the
present system with regard to the Federal indebtedness? You do
not regard that as a scientific situation, do you? ..

Secretary M.ELLON. It is a practical situation, and if you could
remedy the whole thing-if you could avoid tax-free securities alto-
gether, then-

Senator JONES of New Mexico. But as 7ong as you are not going
to do that-

Secretary MELLON. Then we are doing the best we can.
Senator JONES of New Mexico. Do you think you are doing the

best you can?
Secretary MELLON. I do.
Senator JoNEs of New Mexico. To leave it just as it is?
Secretary MELLON. For the present; yes.
Senator JoNEs of New Mexico. Now, Mr. Secretary, you are in

favor of a graduated tax on individual incomes, are you not?
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Secretary- MrLox._Up' to a certain point.
Senator'JoNps of New Mexico. Regardless of the amount, you

think it should be graduated; that people of larger incomes should pay
a higher-rate of tax than those with small income,'do you not?

Secretary MELLON. As I say, within certain limitations.
Senator Joins of New Mexico. I am not speaking of the degree of

graduation at all. But you are.in favor of- graduated tax upon
individuals. There is no graduated tax upon incomes of corpora-
tions?

Secretary MELLN. No. .
Senator JoNzs of New Mexico. Do you think that is scientific?
Secretary MELON. I do not think that a'graduated tax on corpo-

rations would be a good thing for the industry of the country.,
Senator JoNEs of-New Mexico. Why not I
Secretary MELLON. Well, to begin with, 'these are: normal times,

it is not a wartime, when it is necessary to go to that extent, and
whatever tax you do put on-if you do put a surtax rate on corpo-
rations-it necessarily goes to the cost of living; it necessarily is paid
by the consumer.

Sduator JoNzs of New Mexico. A tax upon net incomes paid by
the consumers ?r Secretary M _LoN. If you increase the tax on corporations, that
tax is paid-by the consumer.

Senator JOdNs of New Mexico. I take it you make that statement
after, due deliberation?

Secretary MELLON. Yes.
Senator JoNEs of New Mexico. But how is a tax upon net income

reflected in the price of commodities?Secretary MuLLN. Suppose you put a large surtax rate upon
corporations? I

Senator Joms of New Mexico. I am speaking of any tax upon
net incomes.

Secretary MLlzoN. I know; I am getting, at that. -The capital
that goes into these productive corporations, into these industrial
corporations, etc., must have a return to the people who invest, or
othevise they will not invest in them. If you are going to put asurtax on, that takes a large amount of those profits. Ten they have
to increase the selling price of those commodities in order to make a
return that will attract the capital' necessary. The same way with
railroads, they have to have a return that will attract the capital
necessary.
. You spoke about adding it only to the net income. They must

have a net income there to make returns on the capital that is in-
vested; otherwise, the capital will not be invested, and if the capital
is not invested -it makes to a certain extent a monopoly to those
people who do Lave the capital.

Senator JoNzs of New Mexico. I would ask you not to use the
railroads as an illustration, because they are operated under an
entirely different law from business generally.

Secretary MELLON. I only made the remark that it is the same
thing; that' if you apply the graduated tax system, and put on a
higher tax then, necess&ly,' they have to get out of transportation

* the money to pay that tax.
Senator JoNzS of New Mexico. Let us get away from transporta-

tion, because there the rates are fixed by law.
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Secretary. MRLLON. The principle is the same,,
Senator JONES of New Mexico. I think not) for the reason that

under the Esch-Cummins law the net income to the.stockholder-the
rates must be fixed so as, to bring in so mu~h net income to the
stockholders.. But that is not, true in com etitive business..! .-.. : ,,

Secretary MELLO*.- Yeap it is; because II you do not have income
for the stockholders in competitive business, the money 'is not in-
vested in competitive business and therefore there is less production;
and being 108.9 production there are greater, costs, and therefore you
just add to the cost of living; you add to the cost, of commodities and
to the consumer's burden. . I t.....',

Senator JONES of New Mexico. Do you -mean to say that a tax
upon net incomes fixes the price of commodities?

Secretary MELLON. It will; that is the inevitable conclusion, if you
will carry it to-the conclusion... . .. "

The CuAnmmAN. I think it is reflected in a loaf of bread...
Senator STANFIELD. Is not all taxation passed to the consumer? . It

is a part of the cost of production. . . .. *:

Secretary MELN. Yee. , . . .
Senator JONES of New Mexico. You believe in that economic theory

then, of. equal distribution, and, that all taxes finally come, around
and are paid onconsumption?. , . . .

Secretary MELLON. Yes..
Senator JONES of New Mexico. JI suppose you, of course, are aware

that modern.economists do not accept that idea?
Secretary MELLON. I think most of them do; some of them do not.

But you can find fallacious reasoning in regard.taanything, .. .*..
Senator STANFIELD. Otherwise it must :be confiscatory of wealth if

it is not passed to the consumer.
Secretary MELLON. I think it is confiscatory of wealth. There-

fore it has its effect on production, and all wealth comes from pro-
duction. It is the surplus of production over what is. being con-
sumed; that is the basis of all wealth.

Senator JONES of New Mexico. Can you name a modern economist
who still adheres to the rule of economics whicli you have just
announced? 1 ..

Secretary MELION. I think most of them' would agree with that
proposition. If it is followed to its conclusion, I thi k they would

* all agree to it. I
-Senator JoNEs of New Mexico. To the contrary, so far as I, have

been able to understand their writings on the subject, they do not
agree. If there is a single modern economist who supports the state-
ments which you have just made here, I do not know Who he is.
, Secretary MELLON. I have talked to some of them, and when we
followed the subject up they iave conceded the principle of it.

Senator JoNES of New Mexico. No; I do not ihink they do.
Secretary MELJ.ON. I have not talked to all of them.
Senator JtoNE of New Mexico. I am quite sure you have not. I

agree with that view of it. But that is not the modern economic
theory at all, so far as I have been able io ,ascertain it, and I have
made some considerable research on the question.

On that just'a little further: You said it would depend on the
amount of the graduated tax. That is aside from ,the question which
I have in mind. We have a graduated -tax on individuals and most
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of the business income of the country is derived from business men
outside of corporations? *

Secretary MELLON. Yes.
Senator JONES of New Mexico. If you are going to have a surtax

or graduated tax, we will call it, upon andividua_ engaged in business,
should not there be some sort of a graduated tax upon business
conducted by means of corporations?

Secreta"_V MELLON. No; because that kind of a tax would be very
diiieul administration and would be inequitable, like the excess.
profits tax was. The excess-profits tax penaized some corporations,
and favored other corporations. It was the most inequitable tax
that could have been imagined.

Senator JONEs of New Mexico. You are talking about excess.
profits taxI

Secretary MELLON. I am speaking of that. It is of the same
nature, if you put a graduated tax upon and suftaxes upon corpora-
tions, how are you going to regulate it? There are some corporations
which have large invested capital with a small earning from a unit of
capital. Then, there are others with small capital and with large
proportion of earnings. You put a tax on the net earnings without
regard to the nature of the business, and you make inequality.

Senator JONES of New Mexico. Unquestionably, there were inequali-
ties under the old excess-profits tax law. But that is not the only
way you can put a graduated tax on corporations, is it?

secretary MELLON. No; that was about the worst way-the excess-
profits tax. But, at the same time, a uniform flat tax on earnings of
corporations is the equitable kind of a tax.

Senator JONES of New Mexico. Why not apply that to individuals,
then?

Senator.REED of Pennsylvania. I think it ought to be.
Secretary MELLON. For the prosperity of the country a uniform

tax on incomes of individuals and on corporations would, I think, be
a better tax than a graduated tax.

The CHARMmtA. There is a difference between corporations and
individuals.

Senator JONES of New Mexico. What is the difference?
The C AIIRMAN. I will tell you what the difference is. A graduated

tax on a corporation applies to the man who has one share of stock
and a man who has ten shares of stock and the man who has $1,000,-
000 in the corporation. It does not make any difference at all. The
difference when they get their dividend is made in the graduated
income tax. But if you graduate a tax, you have either got to do it
upon the amount of income of the corporation or on the capital stock
of the corporation. If it is on the capital stock of the corporation,
then there is a. great injustice. If it is on the income, there is an
injustice-an injustice because of the fact that it may be a corpora-
tion here that is only making four or five per cent on the amount of
invested capital; and then you impose a higher rate upon that low
rate income because of the fact that it is a greater amount. Here is
another corporation making 50 per cent and not one-quarter of the
amount of income, because of the, fact of its invested capital, and
they would not be penalized.

Secretary MELLON. You can not make an equitable application of
the graduated tax on corporations; it will not work.
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Senator Joziz of 'New Mexi.o. ;Why ca not yQu make a. gradu,
ated tax upon the undistributed earnings of corporations I
* The O&mwux. It would apply the same way. I have, ready

sta~ted.~i
Secretaryv MioLwN. It comes' to the sme thing, and this question

of undistributed earnings is one with is very greatly misunder-
stood. It is not in anything that can produe'a tax,. as a rule.

I might give you an illustration of that now: For instance, take,
the.1?ennsylvania Railroad. The Pennsylvania Railroad was organ-
ized . in 185 6 .',

The money was paid in at $5Q at par, cash, for the capitol stock.
They built the railo.ad and issued bonds, etc; That. was a sparsely
settled country then; and it, has grown until ,it has the greatest
density of traffic oP any railroad, akid has an enormous income. I
know the history .of the stock in the beginning, because my-father
had an uncle whoe was one of the incorporwtors, .and was also one of
the first directors. His family had shares ofstock in the .Pennsyl-
vania Railroad. Money in those days was lending at 6, 10, and 12
per cent, They got for %while 8 per cent dividends on the Penn-
sylvania. It graduated down to 6 per cent, and run on a long while.
at 6. pe.Kcent. There were tinus, when they got leps than 8. percent, And One time they dropped the dividends for six months because
they did not have it;- and then .of late years they have paid as low
as 4 per cent.
,Those Pennsylvania shares I speak of remained at 850 a share par

value,- ever since. They are selling, in the market at $43 a share
to-day.,. Suppose my father's uncle could have lived until now,
and held his investment of $50 a share,.which, if he wanted to sell it,
would sell for. S43. He -would, have been getting ordinary rates of
interest ever since. Those dividends averaged a little less than .6
per cent, because they paid 5.per cent part of the time. But sAy thatj
he got 6 per cent, which was the ordinary, rate of interest. During
most al of, the time the policy of the Pennsylvania Railroad has been
to pay half of their net earnings out in dividends and part went back
into the property; in other words, when they paid 6 per cent divi-
dends they were earning 10 or 12 per cent, but put half of it back in
the property. Where has that money gone to? No stockholder
ever got it.

It is a fallacy that what from year to year appears as undistributed
earnings of a corporation is tangible capital. It is represented in
factories, machinery, and construction of all kinds, which become
obsolete in time, and they have to reproduce it. The practical effect
of it is that as time goes on in the competitive system of rates and the
competitive system of industrial production 'the profits are brought
down according to the nature of the business, and it would be an
impossibility to ever take away a large part of undistributed earnings,.
because it would be destructive of the growth of. the property.

Senator JONES of New Mexico. Mr. Secretary, no one has pro-
posed to do that. The only suggestion in regard to a tax upon
undistributed profits relates to the current. annual income.
-Secretary ME ,o. I know, but who got that in' that annual
incomp in the Pennsylvania Railroad? Not ,the stockholder.

.The CaUmLm.,.You left out one other point ii the history of
the Pennsylvania 'Railroad-stockholders: If they had not lept one-
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half of thegain. in the beinningS'your st6ck would have been worth
nothing.

Secretary, MELW*N. Either that-or they would have had- to; pay
larger dividends and obtained more capital from the public. it
would, hav bden' thes ne -thingin the end.'

The OrHAIAN. Just'the same,, , * , ! * I
Senator JONES Of New Mexico You gain use a railroad as your

illustration.
Secretary MLLON. But it is absolutely the same thing. You can

take any industrial concern and follow its history and you will find
at the end of the year they will pay a proportion of what their net
earnings are in dividends, and the other part of it.stays in the prop-erty But as time goes on, except in exceptional cases where there
has been some other element in it, where does that ever showI In
some exceptional cases, it does.

Senator JONES of New Mexico. I will ask you, should the Pennsyl-
vania Railroad pay the same rate of tax upon its income as the cor-
porations owned by Mr. Henry Fordt

Secretary MELLON. We are talking of the question of putting a
graduated tax upon corporations?

Senator JoNzS of New Mexico. That is what we are talking about.
Secretary MELLON. And I will say it is not practical to do it.
Senator JONES of New Mexico. Would you favor it if it were

practical?
Secretary MELLON. I would not favor it because it is not practical.
The CHARMAN. I would rather, if it were possible, to compel

them to keep a certain percentage of their earnings; and then there
would not be so many failures.

Senator JONES of New Mexico You are perfectly satisfied then
that the Pennsylvania Railroad Co. ought to pay the same rate o
taxation as Mr. Ford's automobile complies?

Secretary MNELLON. No; I do not say that.
Senator JoNEs of New Mexico. Under the law it does pay it.
Secretary MELLON. I thought you were referring to Mr. Ford

as an individual.
Senator JONES of New Mexico. No; I am referring to his corpora-

tions, because the Pennsylvania Railroad is a corporation. The
Pennsylvania Railroad pays the same rate of tax upon its income
now that the corporations owned by Mr. Ford pay.

Secretary MELLON. The application of that rate is not the same
at all.

Senator JoNES of New Mexico. They both relate to net incomes?
Secretary MELLON. Yes. ,You can take an exceptional case,

like the great expansion'of the Ford Co.
Senator JONES of New Mexico. Yes; and I think you have taken

an exceptional case in referring to the Pennsylvania Railroad.
Secretary MELLON. It is illustrative of that question of undis-

tributed profits.
Senator JONES of New Mexico. Mr. Ford's new corporation is illus-

trative of the other side of it. -
Secretary MELLON. But these undistributed profits of 1Vi. Ford

have gone into all kinds of factories and productive enterprises
which, in themselves, produce revenue to the Government and the
Government gains by it much more than it would if tiey were

28,9.



kUVIANAAO tP 10428

repressing it by eVivesve rate, o tratlo.," JI' Iwer the, whvl
Government, would let HRenry Ford g& on; and develop, bec(uwo
he is bringing in additional production from time to time that n1a&
for additional revenue fti, iethat iW, fbrthe'Government:
• Senator JoNEs of NeWMexico.' You ire perfectly satisfied, ithew

that lie should pay the flat rate of tax as the'Pennyl+Ani% Railroadi
Secretary MELLON. I do not say that one kind of a ct*ratioA

ought to have the same kind of tax as another; there may be reasons
for'it. But, generally speaking, I should say that it .should' be
treated on the same principle. ...

Senator JoNEs of New Mexico. You would' also, if you had thi
ideal way, as you conceive it, have the individuals pay the same
rate of tax, too, would you not? I . . ,,'

Secretary MELLON. I do not think' so, not the same rate of tdxf.
I would vary it to suit. I think that in individual cases it might be.

Senator JONES of New Mexico. Mr. Secretary, if Henry Ford were
doing business as an individual, he would pay very much more tax
than his corporations are paying, would he not ?

Secretary MELLON. No - he would have stopped. The business
would not have developed, because he would not have gone on and
started the new enterprises of water power and other things where
he would have had to pay to the Government an excess-profits tax
out of it. Ile could not have done so; it would have absolutely
blocked the pro ess of his business; it would not have gone on. :

I say that if Henry Ford could only have operated as an individual
and also have had our system of high surtaxes by which he would
have had to pay 65 per cent up until it was 50 per cent of surtax
plus the normal tax of 8 per cent, or 58 per cent, his business could
not have been developed at all as an individual, because to have taken
that cash out, it could not have gone on; he could not have built
these places.

Senator JONES of New Mexico. And the reason for that would have
been that he would have paid more taxes?Secretary MELLON. No; he would not have developed; he would
have just stopped.

Senator JONES of New Mexico. The reason why he did not stop was
because if he had not gone on he would have paid more taxes?

Secretary MELLON. -Yes; but he could not have gone on; he could
not have gone on and paid more taxes, because he could not have
developed-his business.

Senator JONES of New Mexico. Then you think it is advisable to
reduce your taxes for the purpose of encouraging people like Mr. Ford
to build up the kind of a business which he is building up?.

Secretary MELLON. I do not see any suggestion of reducing it; he
is going on and developing that business under the present rate of
taxes, and it is working all right; and the fact that he is developing
business is beneficial to the Government in revenue.
' Senator JoNEs of New Mexico. We are not getting anything like the

amount out of Mr. Ford's corporations as we would get out of him if
he were transacting that business as an individual to-day?_

Secretary MELLON. He would not be there; he would not be trans-
acting that business.

Senator JONES of New Mexico. But he is there now and we are
dealing with the situation as it is to-day. He has got tis large bus-
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iness, and would you leave him alone to go ahead and still reach out
furtheri Would you reduce your, taxes in order to enable him to do

Secretary MELLON..I think if you would put a tax on now that
would obstruct, that he could not go on and develop further, then the
business would settle down; it would decrease and it would be a
harmful thing to the country. I .

You may say that Ford's project is a luxury. It is not; it helps
the farmer, but it hells everybody. Besides that, you look in England
and France and consider the number of Ford cars you see. There is
hardly anything else down in Cuba except Ford cars; every country
in, South America has Ford cars. Look at the advantage to this
country of his export business. It is that surplus of production and
what we can do.in international trade that makes the wealth of the
country; and making the wealth of the country makes our high
standard of living; and if you are going .to put taxes on that are
preventive of that growth you are going to press down and reduce
the standard of living on every class of people in our country.

Senator JONEs of. New Mexico. You are. perfectly willing to have
this law.remain just as it is with respect to the tax on corporations,
I take it, because you have suggested no change at all.

Secretary. MELLON. No..'
Senator JON1S of New Mexico. You have spoken about the evasion

of the high surtaxes by individuals.
* Secretary MzLLOz. That word "evasion" does not quite describe

it; it is avoidance. In other words, a man may not evade a tax;
he never meets the tax. He avoids that tax by making his invest-
ments where he will not have it; that is avoidance of the tax; it is
not evasion. ,

SenatorJONESof New Mexico. I think yourlanguage is more precise
than the word I used. But the effect of it is that individuals are organ-
iyang corporations and transferring their assets to those corporations
so as to avoid the rate of tax which they would pay as individuals?

Secretary MLLON. Not altogether. But, of course, that is one
of the elements. You must consider the great advantage that these
corporations afford in that they provide everybody business oppor-
tunity. In an incorporated company any man can buy five shares
or two shares, and he can be a partner in that corporation, although
the business is a gigantic one that he could not avail himself of ex-
cepting in the corporate form.

Take, for instance,, the United States Steel Corporation. There
is a great business in furnaces and production and export and the
use of steel. You can buy five shares of that stock or one share,
and you get all the advantage that a man who has $1,000 000 or
$10,000,000 stock has proportionately to your investment. That is
a great thing for the country; and it is a growing habit of the people
in this country to thus invest. They are getting to understand the
matter of corporate investments, and of discriminating between
sound operations, companies that are carried, on in a businesslike and
sound manner; which; is very helpful.
I I, noticed that tendency toward small stock investments when I

was in the banking institution in ittsburgh. There was not a day
but wewould have a lot of loans on small holdings of stock as collateral.
Capital; is being divided among the great.masses of the people, and
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you can tell that by taking the number of stockholders in any of
these corporations. In the-United States Steel Corporation, and iu
all of these large companies, the number of stockholders is increasing
from year to year. The ownership is being divided among the great
masses of the people -and that is a very useful thing.

Senator JONES of New Mexico. You think that it is better for the
country to do its business through corporations than in an individual
wa

secretaryy MELLON. They could not do the business to the extent
that it is 'being done in, an'individual way. Don't you see these
small contributions of capital in the aggregate are a very large capital,
and that large capital ran be operated in corporate flrm. But you

could not take, say, a thousand people with $100 apiece, or $500
apiece; they could not go into partnership and carry on the business,
but they can in a corporation have their share of it and go on. _

Senator JONES of New Mexico. But you think it would-be better for
every man who is making any considerable income to operate through
a corporation than as an individual-

Secretary MELLON. That, as a general statement, does not apply.
There are all kinds of business and all kinds of holding of capital.
If I have enough capital to do some particular line of business without
a corporation, there is no reason why I should not do it. But if I
have not enough capital I have to have that supplemented by other
people, and therefore in the corporate form we can go together and
we can do business.

A Senator JONES of New Mexico. But where one individual has various
lines of industry and is getting a considerable income, you would en-
courage that individual to form a corporation and transfer his various
lines of industry to that corporation, would you?

Secretary MELLON. No.
Senator JONES of Now Mexico. Well, is not that the effect Qf the

present law; is it not an inducement for individuals having large
incomes, no matter how varied the sources, to organize a corporation?

Secretary MELLON. No.
Senator JONES of New Mexico. And avoid the individual surtax?
Secretary MELLON. No; it has not been done, for the reason that

there is a penalty to it, and it is not done. We have had very few
cases in the Internal Revenue Bureau where section 220 of the
revenue act could be applied. Suppose I own stock in various
'orporations, and I put my holdings of that stock into a corporation

rndthe dividends go in there and do not come to me, and I do not
report them in my income tax. Immediately when that corpora-
tion's tax returns are scanned, it is found that that is a holding com-
pany that is being availed of for the purpose of avoiding the surtax.
They, therefore, put on a penalty of 25 per cent. What you speak of
except in very few instances, has not occurred. We have not had
very many instances of that, have we, Mr. Gregg?

Mr. GREGoG. No.
Senator JONES of New Mexico. You have only had one or two, as

I recall?
Secretary MELLON. Some of them are pretty near the line, and

some of them never get further than the first return they make. I
just recall of one instance where they abandoned it immediately
when it came to auditing the return.
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Senator JoNEs of New Mexico. !I call your attention tosome testi-
mony before the Committee on Public Lands. - A New York attorney
eawe l'efore that committee and he said these personal corporations
were generally being formed for that purpose.

Secretary MELLON. He did not know .what he was talking about.
The CiRMAN. He meant generally with Sinclair.
Secretary MELLON. In the Sinclair matter there was the intima.

tion that the Sinclair Hyva Corporation was formed for that purpose.
I saw that testimony, and asked Mr. Blair, the Cimmi5sioner of
Internal Revenue, to look into it. That corporation was only re-
cently organized. It had only been in existence four months of year
1923, this last year. From the time it was organized there were only
four months in that year, and therefore at the time I speak of, when
Mr. Blair did look into that, there was not any return or anything
that he could get any information from.

Since then they have been investigating that corporation, and I
do not know the result. I have not had a report from it, and it has
not run long enough to have saved Mr. Sinclair any tax, because it
is only a recent organization.

Senator JONES of New Mexico. But, Mr. Secretary, I must say
that your belief about the question of the organization of these
organizations which operate to avoid the individual surtax is not in
accord with the belief of a groat many people of this country.

Secretary MELLON. I know, but it is sort of a popular fallacy,
because when you go into it you must take the facts, and when you
take the facts of the returns of corporations we have up until now
been unable to unearth any considerable number of them." Senator JONES of New Mexico. I can understand how they would
organize a corporation that would have the effect of avoiding the high
surtaxes and yet not come within the provisions of that law, which
requires that they should be organized for the purpose of evading the
hith surtaxes.

Secretary MELLON. You can tell by examining the returns, but
I would like to say this-

Senator JONES of New Mexico (interposing). I would like to know
whether there is in the Treasury Department evidence that these
people who have been paying high surtaxes have organized cor-
porations and as a result have beo avoiding the high surtax, whether
they were organized for that purpose within the meaning of the
statute or not.

Secretary MELLON. Let me answer that this way: More than a
year ago, I think---you may have seen the public correspondence,
which was a little bit in the nature of an attack on me by M. Frear-
I think it was .two years ago. He referred to the Standard Oil Co.
as being subject to the penalty under section 220. I gave instruc-
tions to the Commissioner of Internal Revenue to have the people
in the units, the men who examine these returns, to make particu ar
note in all of their examinations to endeavor to ascertain wherever
section 220 should be applied. I made that as a special request, and
so they have been doing that.

Senator JoNEs of New Mexico. I-am quite sure that the provisions
of that section are so worded that it would be a very dull individual,
indeed, who would organize a corporation and come within the pro-
visions of that section.
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Secretary MxwoX. You; take an individual orgnizig a corpor

tiQn and putting hie holdings in it,, which immediately. raises the
presumptionn that that~is what it is done for, . ,

'The other class of corporation, the class like the Standard Oil Co.,
idiferent. They are organized to carry on busniess; thoyare devel-
oping the business -,There is a growth to the business, tsnd that seq-
tion 220 does Aot apply to them. The general situation which you
speak of does not exist., I do not mean to say that, there are not
some isolated cases but they are few. . .

Senator Joxvs of New Mexico. The inducement there is just the
same, is it not? .. t takes

Secretary MIOLLWoN. No; because, there is the penal ty
away -the inducement; there is a penalty of 24 per 4ent on any'cor-
poration that does that. You have to apply 25 ,per cent penalty in
addition to the tax; so that no one would think of it. .

Senator JONES of New Mexico. As I said awhile ago, it would be
a very dull person who would organize a coloration in such a way as
to come within the penalty of that section of the statute.

Secretary MELL oN. Personally, I would not know how to do it
myself; I do not believe it could be accomplished. 0 , do

Senator JONES of New Mexico. 'You speak ofd"peroonay . d
not want to make any inquiry which may seem to be, improper
but you are reputed to be a man of very large wealth. How much, of
your wealth is in corporations?

Secretary MELWO. I could not tell you exactly. • ,
Senator JoN@s of New Mexico. Well, relatively. ..
Secretary MELLON. I do not know- a very considerable part of it.

And when you speak about that, I will say I am not denying that I
am a man of wealth. But I also want to, say that there is a terribly
exaggerated impression of the wealth I have, and it came about iii
this way: When I was selected for Secretary of the Treasury an attack
was made on me by some newspaper writer, I think, first in the New
York World. It was this: He took every corporation with which I
was connected and attributed their entire resources to me; for in-
stance, I was then a director in the Pennsylvania Railroad. He
took all of the stocks and bonds of the Pennsylvania and added them
together. I was a director in another corporation, and he added all
their assets together. I only had a small amount of stock in order
to make me eligible as director at the time, but it was taken that that
was part of my wealth; and he showed figures that run up into $2,000,-
000,000 or something like that. He did not just say in words, that that
was my wealth, but to the man who did not know there would be
that inference. He started in that way and grossly exaggerated as
to my wealth, and what could I do? I could not go out in the public
press and make denial or a contention as to how much I was worth.
All I did was to keep silent. That fallacy has persisted, and every-
thing that comes out, every ordinary article about me, contains
these exaggerated allusions, such as" third richest man in the world,"
without any foundation whatever.

I was extensively engaged in business in a great many corporations.
Very many of them Ihad very little interest in, which came about
in this way: I was active in the banking business and in the trust
company at home. As an illustration, there was a concern there
many years ago, the largest coal company then operating. It had
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been mismanaged and was in financial difficulties and was likely to
fail. It was not connected with our bank, but some of the people
interested came to me and asked me to look into it. It was at a tine
when it was difficult to get capital. I looked into it and arranged
in New York for some of the additional capital; and we financed them.
We put on their properties a large mortgage, securing bonds which we
sold to the public. Our institution in putting out those bonds was
interested i having the business properly conducted; otherwise the
bonds might become injured in value. SO we made the stipulation
that I was then to name the board of directors and the management
of the company. I had a good deal of trouble but finally found a
man to managethe business. He was thoroughly honest and upright.
And I named the board of directors, went on the board myself, and
was chairman of the executive committee in order to see that it was
properly conducted. I remained on that board until I ame to

ashington. I resigned when I came here. I was not a stock or a
bond holder myself except as to qualifying shares. Having no per-
sonal interest in it, I was there on account of our financial institution
as we had sold these securities to the' public and the reputation o
our institution was involved if we sold the public securities that
turned out badly. We never did that; we never sold any securities
that we did notlook after and take care of.

Such connections were used to bolster up these statements attribut-
ing great wealth to me.

Another thing happened: After I was in Washington there was a
coal strike, and the question was raised that I was a dominating factor
in the prevention of a settlement of the strike. At that time I was
so busy in the department that I could not have thought about the
coal business or strike. I was not connected with the company;
I hrbd not seen a man connected with it, and had not take -with
anybody connected with it. But in that way these fallacious things
are exploited for a purpose.

Senator JoN of New Mexico. If it is going to embarrass you at
all I would not---

ecretr MELLON. I am not at all apologizing for what I am
worth; an I am not denying that I am a man of large means. I am
only speaking of the fact that by reason of my official position it has
caused this comment which is unfounded, and my affairs have been
grossly exaggerated.

Senator JoNEs of New Mexico. If it is going to be embarrassing,
I will not insist upon it. But if it is not embarrassing, I wish you
would present to the committee a statement of your individual income
and a statement of the income of the corporations in. which you are
interested, and the percentage of their net income which is not
distributed.

Secretary MELLON. What has that got to do with thisI
Senator JoNms of New Mexico. As I said I am not going to insist

upon it.
Secretary MELLON. If you will give me something in writing to

state the reason or the point.which you want to bring out, I will
consider it. I do not see what myf own private affairs have to do with
the proceedings of this committee.

Senator JONES of New Mexico. I think you are probably right
about it. But you framed this bill which was presented to the
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House, and I think there is a great disparity and inequality between
the tax upon corporations and upon individuals; and: I tlitik that
under the present law there is a great incentive and inducement for
people to allow their earnings in corporations to remain in those cor-
porations, subject-only to the flat tax and not to the surtaxem and

thou ht of that suggestion in order that we might see the inAuce-
ment, if any, which prompted the framing of this bill in the Way it
was framed.and prsentedto the House.-'

Secretary MBLLON. My private business has nothing to do with
the general question of the framing of that bill.

Senator Jo&s of New Mexico. Do you not believe that people are
more or less, consciously or unconsciously, influenced by ther own
financial affairs?

Secretary MzuwN. Not necessarily so. I am quite sure thatf my
own interests have not had anything to do with my course nor
caused any bias in any way in the matter.

Senator JoNE.S of Nw Mexico. In that connection, may I ask who
did frame that bill that was presented to the House?

Secretary MELLON. It came about in this way: We had the 1921
act to go on. We started the work about a month before I went
abroad, which was the beginning of July. We then appointed a com-
mittee. Out of the tax simplification board we took certain members
and then Mr. Gilbert was there at the time-iny undersecretary,

The CHAIRMAN. Mr. Beaman and Mr. LeeI
Secretary MELLON. Yes; all of those men. They went to work

and they studied what improvement they could make in the technical
features of the bill and for the better working of the law.

Senator JONES of New lyexico. And-I want to say, Mr. Secretary,
that they did a very commendable job.

Secretary MELLON. They did the best they could; and I think
they did very good work.

When I came home, I went over the matter and we considered the
question of rates; that, particularly had not been taken up until then.

Senator JONES of New Mexico. Who went into that questionV
Secretary MELLON. Well, we had a general discussion there. I

suppose there were six or eight of us altogether.
Senator JONES of New Mexico. Did you discuss the question out-

side of the Treasury Department?
Secretary MELLON. No; I do not think so; no.
Senator JoNES of New Mexico. Mr. Winston, I take it, partici-

pated in those discussions.
Secretary MELLON. You see, Mr. W nston came in after I left,

and he worked with Mr. Gilbert.; and then when I came home both
Mr. Gilbert and Mr. Winston were there, and we worked together.
But there was nobody from the outside, excepting a man from the
Ways and Means Committee of the House to assist. But I mean
outside of that, we had not any other assistants.

Senator JoNEs of New Mexico. Was Mr. Leffingwell or Mr.
Roberts consulted regarding those rates?

Secretary MELLON. No; I never spoke to Leffingwell, nor him to me,
about rates; nor to Mr. Roberts. I can say that nobody outside
of the Treasury Department had anything to do with it at all.

Afterwards, we had some conversation with Doctor Adams on the
subject. He had gone out and was up at Yale. But when he was
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down in town I.xemember talking the matter over with him; but
he hadbeen tiere before.

The CRAUfAN. He was there during the framing of thq other lawI
Secretary MioWN.. Yes.

-,(,enator., JOrs of New Mexico. When this bill wasframed, you
ascertained, according to your estimates, that the amount of taxmight be rodued somethg like $300,000,000.,

Secretary MELLON. That was ascertained from the revenues and
the expenditures, taking the operation of the law as it stood...

Senator JONES of NewMexico..You decided that that reduction
should be made in reducing some of the excise taxes. . But the prin-
cipal reduction should be made in the individual income. taxes?

Secretary MELLON. Yes; I think we had in the neighborhood of
$300,000,090, or.slightly over that; and a hundred and some million
was in the excise taxes.

Then, in the income taxes, X forget the amount that was applied
there.

The CHAIMAN. I understand that the rates which you proposed to
reduce would reduce the income about $200,000,000?

Mr. MoCoy. About $92,000,000 in normal tax and $102,000,000
in surtaxes, and about $100,000,000 from miscellaneous taxes.

Secretary MILLON. But, on that, Mr. McCoy, we calculated that
that was the immediate reduction of what those surtaxes would be.
But in another year the reduction in the surtax rate would raise the
revenue, and therefore we counted on that bringing additional reve-
nue; in other words, the reduction of the higher surtax rates would
later on bring greater revenue.,

Senator JONEs of New Mexico. I have seen that statement made
a number of times, and I have heard you explain it in your way.
But I must confess that I have not been very deeply convinced that
that would be the result.

Yesterday you made the statement that these high surtaxes
influenced the rate of interest and rents and the cost of goods gen-
erally. I want to have printed 3n the record at this poift a table,
No. 7, on pages 54 and 55, of Statistics of Income, which shows the
personal returns and the distribution of income by sources And by
income classes for the United States for the calendar yenr ended
December 31, 1921, for the purpose of showing that the amount of
money derived by the large surtax payers is inconsequential, com-
pared with the amount derived by individuals of lesser income.

The CHAIRMAN. That may be inserted.
(The table referred to and submitted by Senator Jones of New

Mexico is as follows:)
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TABLE 7.-Personal returns-Distribution of income, by sources and by income classes, for the United States
[income returned for the calendar year ended Dec. 31,1921]

Income class

Under $1,000 1 .......
Under $1,000 ..........
$1,000 to I2,000 ....
$1,000 to $2,000 ......
$2,130 to 3,000 I .....
$2,000 to $3.000 ......

,000 to $4,000 -.....
$3,000 to $4,000......
$4,000 to $5.000 0 .....
$4.00o to $5,000 .....
$5,000 to , --o......
$6,000 to $7,000 ......
$7,000 to .8,000 ......$8.0o0 to $9,Mo --------$9.000 to $10,000 ......

$10,00 o $11,0 .....
$11,000 to $12,00 .....

12,000 to $13.000 ------
$13,000 $14,000 -----.
$14,000 to $15,950.....
$15,000 to 2 0,0..
$2C to 15,0o 0....

5000oo to 530,00 -....
$30.000 to .0,00--.-
$40,000 to 4.50,00..
$50,000 to $60.000.....
$60.000 to $70,000 .....
S70,000 to $80,000 -.---
$80,00 to $90,0 -.....
$90,00 to $100,000 ..
$100.oo to $150,000....
$150,000 to $200,0...
$200,000 to $250,000....
C25,000to$300,00....
$30O, to MO, 00-....
$40,000 to $50,00 ....

Number
of

returns

39O,952
10,897

416, 2.58
580,773
214,933
488,058
31,094

338,061
137,191

8K,030
58,760
40 156
31,110
23,416
18,743
14,887
12,57S
10,393
34,230

8, 100
10.848
2,0 47
6,051
3,431
2,240
1,421

1,367
450
205

84
98
64

Wages and Bsns
salaries

I I
$20.024,564: $118,251,323!

1, 311, 724' 725,319l
1,011.310,569: 190,380,4411
2,52, 17,9171 64, 297:
3,389.179,301i 372,652, 595,
1, 168, I09, 2471 132,156,256

531,307,18Z 105,740,299
1, 36,951,859 259,241,796

65,813,734: 17,375,36!
1,025, 095,262 288,2655'

457,451,255 126,095, 571,
316956,006 8, 78, 6911

237,078720 76,92,358
177,569962 55.634,31

153,372,083 44, 7. 1, 558!
23, 875,50 35,M , 03

106, R22922 30,738,644,
89,040,651 24,496,116,
79,599,27 2,452, 0691
71, 514,52 19, 10,3131

268,835876 71,39Q7, E
168,02,119 43,981,726)
'1400,IM 29,465,945
147, 824, 431 41, 491, 719
85,129,570 21,891,417

591,968 16,400,795
40,646.35 10,429,768
28,536,934 6,g83,482
2% 078,047 5,587,66
14,81, 374 4,863, 733k
35,031,445 11,SK6903
13,070,21 3,819,615
8, 030, 747 2,78,29g, 9 2,7 0
3,175,61 26 ,1821
Z,448,6251 469,651

INontaxable. Specific exemptions exceed net income.

Partner-
ships,

fiduei.rzes,
etc.

$35,5s81,74
376,605

35,176,251
29,174,75
84,460,461
47, 007,286
25,292,968
8% 300.5U
6,797,587

S3,447,141
65,557,424
56,816,325
48,101,394
39,675,253
35,628681
30,857,456
A051,038
24,208,898
22,637,308
21, 184, 013
K 400,5U6
606,325.5M1
46,94,43
71,831,489
47,823,436
35, 30,794
29,660,278
23,584,948
1%,36,659
1A9A,328
37,751,740
19,23M.446
9,451,914
5.306,958
9,886,765
3.60K,717

Profits
from salesof real!

estate,
stocks.
bonds,

etc.

$38,475,768!
211, 6-41

A3009,20
8,070,316

29,890066
1 ,028,170
12,40K,449
37, 925,128

3,007,8670
47,376,160,
29,049,746
24,121,00
2Q, 32, 2911
14,85K24114,408, 00;
11, 02,848
9,541,791
8,473,052
8,090,612
6,. 0, 65

25,671, 675
16, 519, 444
12,414, 5
16, 082,21

4,58,5162,9074.,52
%,17.%8331

3,627,30!
1,755, 29

476,0671

65499J

Rents sand Dividendsroyalties

$I1,319,=! $187,152,735
Z 33Z 7841 1,242,886

86,846,209, 53,149,378
64, 05,5 87! 13,175,680

158.031, 5 72,726,274
82,083,874, 24,358,266
32,900, 947 70,188,871

109,493,70 41,1I6,727
8,28, 11 M 73, 494

98,187,333! 54,90,178
54,05, 311 84,542,247
39,818207 73,733095
32, 2,077 6,24
23,191,73 18,0
22,545,W 27 61,51094
13246, 94 53,50, 751
14,943,412 48. 5137
13,932 45,621,450
11042,464 44,017,429
1,96, 501 40,= 605
39,746,9 175,015,330
26,228,928 133,648,611
18, 184, 111,355,801
26,192 16 54,796
15, 0,51 12%,560,9M
10,176,039 87, 610 019
7,770,618 73,628,M93
5,489,M 5,5,87, 9
3,891,71 40,,29
3, 9604 38, 20,960
8,257,04 100a%6997
4,93%01 49,6,272
2,013963 31, ,612

464,1 15.21% ,63
497, 16 26,763920

1, 771, OA 28, 6A 284

Interest
and

investment
income

Interest
on Gov-
erment
obliga-

tions not
wholly
exempt

from tax

$13M 5718,04 60521
2,86,99 '16,63G

79553,094t 310,518
10,&% 133,69wM55s8911 4AMoe

Il55% 557t 1. f
4 1,5, IK I 497 278

12,351, 2571 298,887
16, 2K6349', 796,401
1384 0 518,561
69, 49,471 ,356,31
53,112, %2j2408,261
46, 1%4,42=7 1,975,739
3,06,1. 1,753,01A

28,182,241 1,25,84
23, M, 515 1,2 51,69M
21,254,175 1,159,18N
21,216,27 1,00%=
17,0,418 974,879
73,6 700 3,65,M1
1, 209, %811,30
37,20,9 2,13,6,

~424,M M0
2#,50551 1,478,83
19,72,961 1,27,340

9,9%8, 613741

2316 ,14,916
9,212,SU ,%
5. 710.,M 3,02
2,519,73 2M$57

5. 60.7 324 M

Total
income

9,176,6R
1,469.7M3674
2,519,708,431

1,0492

.. 2 41,I
1, 732,391,58M

667,704,14C

407,015,45a
366,1&%.2M:
309828,64
2A ~914. 18
=8166,

21%W5
187,26M,9
742,397,101

373,763,41
896,45% 571
338,906,08

1 ,51
1M7,709,6420

103,750,79

6187,431

7K51

47,I98894
43,91,141

General
deductions

V719,826,317
3,558, 217

241,720,289
W2,010,056

381,01M M50
142,962791
105.847,631
212,170,621
45.63,212

218,925.112
139,845129
111,812949
92,89217
%M=3430
71,317,418
57,415.174
48,89031
42,358,974
40,470,891
336, 0

9%2~70.892
77,6K =7
11124,294
do, 6K4,54
80,877,284
4A,2734646
31,004,286
2%7M% 002
.A93,1
57,193,511
2,433, ON
15.87,912
6,87,08

14,577,882
15.964720

Net income

$208,231,505i
5.614,429

1,228,3,387

3,81,397, 637
1, 444.53,23S

71%42,718
,,345
13,411,711

1,513,4,470
743,709,713
555,891,193
4311,799,2M
.34%29,149
250077844
26,413,518
2115,.1H
165.987

W5,687,974
4(0649%3%2
2t162 6
414,214,26

144,43"131
106389,373
8%%%5747
82,954,25

163,620999
77,435,517
45,684,970

33,411,137
27,92,413



TABLE 7.-Personal returns-Distribution of income, by sources and by income classes, for the United Stae-Continued.

CO

Partner from msals on amv-Number W esand ofreal Interest ernmen

Income tas of • Business lj, Rents and and
returns es fidues, e ro..t Dividend v a..nt cjm e. uctoGen s Nt incomeet - bonds, .ncome wb I •

etc.empt

55000 t $71 .oo. 46 $1. .74. $2,948005 $4,9. 052 $184,514 $1,343,252 $3, 7 33 $7744, 73 $7,348745 $O99 ,, $28,41S7
57000t LO.A- 17 247,6.5 1,301151 4,593,852 284,745 3,013,361 8,157610 1,2 52 152, 19,7077721 654, 1,3 61,5593

$,00,o00to$1,500.Oo. 12 352, 85 1, 4,82 2,958814 65,M i, 5 9, 2 487,M 9991 14,94 6,73 2 "284 4,179
$300000 to $4,0100 ---- (--) i;--------- 409 4, S 6K ~ 37 -. 89,7,1 ~ 2,47 6,4w 1$(2)IO (oCM) (2) (2)-- (2) (2)$4,0 01' ' ° t o .0 .---- ---- t - - --. . .." .-- (2) ---- (.-,-. .... - -..... - -. --------------$500 '00 an o.r -- 1 (,) --------------- () ( ) (,, (-

C laxe grou ped - 143 -- -- -45- 291,615 5594 34,458,831 078,90M 3t i o300 : a ide1tity !4Total --------- ____ 17___ M___ 813,169, Z36233,,6 38,117,231 85,1,177,957,8822,4769, AOO M34,94,406' .=78193'7590497 2

2 Classs grouped to conceal 2et income and identity of taxpayer.
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Secretary MzL oX. Would you allOw 111 tp say that you should
state that the reason for that is that these high smrtaxes work to
break down the income and that therefore may have. been in 6oer-
ation long enough to reduce the revenue that is obtained from 'tkev ,

that is just the point I make,, that as a revenue source these large
su rtax es d efe at th eir p r Ipose . ' .. . . ...

Senator JONES of New-ec..- I ath not talking about the source
of revenue; I am talking about the influence upon interest, rentsand so on,b y putting the surtaxes on individuals of large incomes; and
it will appear, I think, from this table that the people-of a tlbousan
and less of taxable income receive more interest from their invest onts
than all the people having the large incomes above $200,000.

I also want to put in the table showing the tax yield from income
classes for the same year, 1921, the last column of the last table on page
21 of the same book, Statistics of Income, which shows the tb'taI
tax paid under existing law, which is 58 per cent of the net.income
paid-by persons having incomes of $100,000 a year and above,
amounted to only $2,217,490. I refer to that statement _ showing
that that amount of money turned into the Treasury of the United
States from people of that class could not have 'much effect Upon
the interest rates of the country, the rents and cost of commodities.

(The table referred to and submitted by Senator Jones of New
Mexico is as follows:)

Tax yield, 1981
Income classes:

Under $1,000 ------------------------------------------- $173, 678
$1,000 to $2,000 ---------------------------------------- 29, 160, 654
$2,000 to $3,000 --------------------------------------- 20, 712, 373
$3,000 to $5,000 ..------------------------------------ 42, 743, 604
$5,000 to $10,000 -------------------------------------- 68, 871, 422
$10,000 to $25,000 ------------------------------------ 126, 886, 410
$25,000 to $50,000 ------------------------------------- 112, 909, 840
$50,000 to $100,000 ------------------------------------ 115, 711, 685
$100,000 to $150,000 ---------------------------------- 52,330, 056
$150,000 to $300,000 ---------------------------------- 61, 495, 988
$300,000 to $500 000 31, 859, 630
$500 000 to $1 ..o -------------------------------- 25, 112,090
$1,060,000 and ove'r-- ..................... 31, 419, 726

Total --------------------------------------- 719, 387, 106
Secretary MELLON. Don't you see, if you go back, you will find

that the income from that class in previous years was larger, and you
have driven the income out of those; and the fact is those people are
not investing their money in productive enterprises and not having
income from it?

Senator JONES of New Mexico. On that point, whether those people
are investing in productive enterprises or not, it seems to me quite
immwaterial, if the productive enterprises are going ahead in anything
like a prosperous way.

Secretary MELLON. Will you let me answer that?
Senator JONES of New Mexico. Just a moment., .n that connection,

I -would like to have inserted the table Which has been compiled and
which appears in the bulletin on the economic condition, governmeiltal,
finance, United States securities, gotten out by the National City Bduk
of New York, in the month of March, 1924, which shows net profit pf'
various corporations for the yeaks 1921, 1922, and, so far as scer-.
tained; in 1923; nd in that same connection another article showing

29S
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the amount of building which has been done the last two or three
years. . • , : i ' , I

(The matter referred to and submitted by Senator. Jones of New
Mexico is as follow.:)

Net profits steel manufacturing companies
(000's omitted

1921 1922 1923

Ameriran Rolling Mill Co ............................................... ', $2, 306
Bethlehem Steel Corporation ................................... ....... 10,333 4,606 $14,374
British Empire teal Corporation (Ltd.) ................................ 1,734 2,388 ..........
Cucible Stieel go. of America .................................. ........ 5,547 3,710 4,611
Donner Steel Co .... ............................................... 12,223 1 ,306 1,116
Eatern Rolling Mll Co. ....................................... '429 332 1,448
Oult8te Steel Co ......... . '92 958 1,577
Inland Stel Co ......................................... . .11 1,141 5,276
Jones & Laughlin Steel Cotrporoton ........... '...................... '3,610 0,389 ..........
Nova SootiaSteel & Coal Co. (Ltd.) ..................................... 3 1,088.
Otis Steel Co ............................................................ '5,190 '428 1,600
Penn Seaboard Steel Corporation ......................................... I 1,598 .....'1,237
Pittsburgh Steel Co ..................................................... ,723 882 2,022
Replogle Steel Co ........................................................ 874 1443 428
,,epublic Iron & Steel Co ................................................. '5,05 418 8,262
SIosSheffleld Steel & Iron Co ............................................ '931 579 2600
Truscon Steel Co ......................................................... '337 984 1,379
Trumbull Steel Co ............................................... 28... 20 ....... .. 2,771
United Alloy Steel Corporation ........................................... '2 747 3,002.
United States Steel Corporation ................................ 30,817 39 653 10,729
Wickwire Spencer Steel Corporation ............................. 13,646 810..........
Youngstown Sheet & Tube Co ........................................... 144 3,707.

Deficit.
Net profit, cane and beet sugar producers

1000's omitted)

1921 1922 1923

Amalgamated Sugar Co .................................................. 1$371 '$6,030 $605
American Beet Sugar Co ................................................. 134 '3,010 723
American Sugar Refining Co ............................................. ' 5 8,856 ..........
Central Aguirre Sugar Co ....................................... 657 71 2,007
Cuba Cane Sugar Corporation ................................... s18, 79 1,007 0, 477
Cuban-Amerlcan Sugar.Co ......................................... '7,897 .2,02-3 8, R3
Cuban Dominican Sugar Co ................................................................. , 410
Fajardo Sugar Co ......................................................... '95 272 1,120
Federal Sugar Refiniug Co ........................................... O2,0 2,372.
Francisco Sugar Co ................................................... 633 242 623
Godch ux Sugars (Inc.1 ................................................ ' 12,58 144 1105
Great Western Sugar Co ................................................. 4,264 '8,33 6879
Guantanamo Sugar Co ................................................... '940 132 1244
Holly Sugar Co ........................................................... 405 11,297 '244
Manati Sugar Co ......................................................... 1712 '330 1,622
Now Niqulcro Sugar Co .................................................. '743 Oil 881
Punta Alegre Sugar Co ........................................... 12,09 136 3,490
South Porto RIco Sugar Co ....................................... 446 '1,212 1,767
Sugar Estates of Orlente (Inc.) ............................................. .......... ,783
United Fruit Co ................................................... : 10,970 111861 23,097
Utah.Idaho Sugar Co .............................................. 1,008 ',908 -1171
Warner Sugar Refining Co .............................................. 517 73..........

I Deficit.
MONEY VALUE OF NEW BUILDING

Statistics of construction in America compiled from reports to Bradstreet's
from 176 cities show a total of money involved of over three billion dollars, a
tain of more than 23 per cent above the record for 1922, which at upward of
two and one-half billions had exceeded all previous years and was a total 52 per
cent greater than the year before.

If we take the totals for any of the five years just prior to the war and restate
expenditures In terms of the present enhanced cost of material and labor, esti-
mated at 118 per cent above the pre-war level, the construction record for 1923
still shows a billion dollar gain. Bradstreet's record for 120 identical cities for
the past 15 years follows:
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Buildiv 120 cities

19 09------......... $888, 114,741 I..917-' $.83,488,813
1910- ---- - - 846, 991,622 :191 ... .--. 8 872, 703,978
1911.. .-- ........ 824,147,884 1919 ------------- 1, 172, 3064, 15
1912 ---. --------- 879, 094, 308 1 92 1, 234,082, 696
1913 814,509,360 1921L ........-- . 1,462i 752, 811
1914 --------------- 728, 801, 072 1922. ---------- 2, 288, 408, 634
1915 --------------- 763,343,811 192 .------------- 2,825,281,279
1916 --------------- 919, 435, 203

But these ad similar totals by no means cover the field completely. The
Commercial and Financial Chroniole for 288 cities for 1923 finds a total expendi-
ture in construction of $3,376,118,292. The Dodge Corporation's returns
for 27 States in the northeastern quarter of the United States, known as the six
northern districts, give contracts awarded at $3,503,726 400 and for the south-
eastern district, embracing the Carolinas, Georgia, Florida, Alabama, Tennessee
Arkansas, and Louisiana, awarded contracts stood at $486,757,000, a total of
about four billion. But the building program is not ended even with these
returns.

The annual building survey of the Copper and Brass Research Association for
1923 placed the total expenditure for building at $5,922,900,000. This associ-
ation's estimate for 1924 totals $4,835,935 000. These figures are more compre-
hensive than Bradstreet's reports of permits. They include not only dwellings,
office buildings, stores, and factory construction, but public works, such as
subways, dams, railways and other public utilities. In all fields this association
estimates that the war shortage in constitution of over $10 000,000,000 has been
largely made up, and that the approximately five billion of construction needed
for 1924 represents normal expansion.

In regard to interest rates, I would like to put in an article which
appears in Commerce and Finance, a publication of New York City,
of date of March 26, 1924, which shows a marked reduction in the
rate of interest generally; and also an article from Business Condi-
tions Weekly, entitled "Federal reserve policy."

(The articles from Commerce and Finance and Business Condi-
tions Weekly referred to and submitted by Senator Jones of New
Mexico are as follows:)

BANKING AND MoNj.-Call money in New York last week was loaned, at
2 per cent on the stock exchange and2 per cent outside, the lowest figure since
the spring of 1918. Concurrently other rates were easier; acceptances were
reduced one-eighth of 1 per cent and most of the commercial paper went at 4%
per cent, against 43/2 and 44 in recent weeks. Call money is not, of course, a
very accurate barometer; the drop was ascribed to Treasury disbursements paid
out in the New York district, which found their way to the call market, and It
was even reported that the $100,000,000 loan to France was in part loaned out.
Nevertheless the general ease of rates was striking testimony to the great supply
of money in the country, far in excess of the ability of business to keep it busy.
But no hope-for a reduction in rediscount rates is held out.

The statement of the Federal reserve banks last week (see p. 620) showed a
reduction of $10,000,000 in earning assets, notwithstanding an increase of $84,-
000,000 in holdings of Government securities. Note circulation declined another
$21,000,000, and the reserve ratio climbed to 80.8 per cent. The statement of
leading member banks for the week ended March 12 showed an increase of
$63,000,000 in loans and discounts, including $38,000,000 commercial. Invest-
ments jumped $22,000,000 and deposits $170 000,000.

Washington dispatches last week intimated that the Federal reserve board
had decided on a virtual reversal of its branch banking policy and would allow
State banks which are members to conform to the branch banking laws of their
States rather than to the prohibitions enforced on national banks. The report,
however, can not be considered beyond the stage of gossip so far.

FEDERAL RESERVE POLICY

The present talk about reducing the official rediscount rate from the level of
4J per cent which has prevailed for a year, arises from the fact that the open
market rate on prime commercial paper has dropped from 5 to 41 per cent since
December. The point is that the Federal Reserve Board at Washington usually
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keeps the official rediscount rate about one-half point below the open market
rate for prime paper. Consequently, with the open market rate at 41 per cent
it would be In order to reduce the official rediscount rate to 4 per cent if we
accept the experience of recent ears as a mechanical principle. In this con-
nection, however, it may be mentioned that the Federal Reserve Board officially
protests against being held to any fixed rule or mechanical principle in fixing the
redisoount rates. In view of this disinclination to follow any mechanical
principle, therefore, it is possible that the Federal Reserve Board may not reduce
the official rediscount rate below 41 per cent at the present time.

Senator JONES of New Mexico. Now, if necessary, in regard to that
rate of interest, do you not think it would be advisable if the Federal
reserve system would reduce its rate of interest?

Secretary MELLON. Why? .
Senator JoNEs of New Mexico. In order to lower the rate of interest

throughout the country?
Secretary MfELLON. The effect of reducing the rate of interest of

the Federal reserve does not necessarily mean a lowering of rates
throughout the country. It has an influence under certain condi-
tions as bearing on the commercial rate. But there are times when
a lowering of the rate does not. have any material influence. Of
course, the Federal reserve bank only rediscounts for member banks.
The practical effect of reduction is that, to a large extent, the member
baik gets its discount at a lower rate, but does not necessarily make a
lower rate to its commercial customer.

If there is a time when there is enou h activity of business and of
pressure, the modification of the rate foes have an influence; on the
other hand, a raising of a rate has an influence, but it altogether de-
pends on the general situation, on the general conditions existing in
trade.

Senator JONES of Now Mexico. Well, when you raised the rate pf
interest, you did it in order to stop people from using money, did you
not?

Secretary MELLON. When?
Senator JONES of Now Mexico. When the rates of interest of the

Federal reserve system were raised in 1921?
Secretary MELLON. There was an overpressure for money to an

extent in speculation, and the rate was then raised. It has an influ-
ence at such a time, and it was raised for that purpose.

Senator JONES of Now Mexico. Do you not think if a rate were
lowered that that would be an inducement to people to use more
money?

Secretary MELLON. There is not any dearth in money; there is
all the money that people would use. I doubt whether a reduction
to-day would make any more actual use of money in trade or com-
merce at all.

Senator JONES of Now Mexico. Would it not have a tendency to
lower the rate of interest on money which people do have to use?

Secretary MELLON. It would have some tendency that way, but
I doubt whether it would have any material effect. In the first
place, there is not much borrowing to-day from the Federal reservebank.

Senator JONES of New Moxivo. Is not that because the rates are
so high?

Secretary MELLON. No. The reason for that is because there -is
such a plethora of money in the country which has come from the
influx of gold. The effect of that gold which has come from abroad-
you see, last year there was a very large amount, and it is coming

802
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from month to month no,. Almost every month you see four or
.five or eight or ten million dollars. That immediately goes into the
banks, and every million dollars of gold that goes into the banks
makes a credit for loaning equivalent to four or five million dollars,
without any rediscount from the Federal reserve bank at all, because
that gold counts as reserve, and they only need to keep a small per-
centage of it as reserve, and therefore a million dollars of gold will
make a loaning capacity of $5,000,000. That gold coming in has
given the banks generally the credit position to loan money without
getting rediscounts, and if you will see the statistics of the Federal
reserve banks, the member banks have not been leaning on them to
any extent. At such a time the reduction ef the rate of interest
has very little influence, because the banks have this money on hand
and can loan it, and they do not go and borrow it when they do not
need to borrow it from the Federal reserve system.

And that was not the intention of the adoption of the Federid
reserve system. It was to enable, when there was an expansion of
trade, the establishment of a place where that additional credit could
be obtained. But it was not for the purpose of making interest rates
low when there was all of the capital needed and when the banks had
money of their own; that is, the borrowing from the Federal reserve
bank is not a normal part of a bank's business; it is only to relieve the
pressure when there is a greater demand.

Senator JONES of New Mexico. Then there is a plethora of money
in the country for general enterprise?

Secretary MELLON. There is plenty of money. We have been
getting the wealth from the rest of the world very largely in the
payment of foreign balances of trade and all that.

Senator JONES of New Mexico. So these high strtaxes are not m-
tarding the business development of the country?

Secretary MELLON. It takes all the complex factors in the world
to make up what happens. But the effect of the high surtaxes is
to divert capital from the productive enterprises.

You mentioned that these corporations' earnings were large, as
shown in that table that you have there. The effect of diverting
this capital does not mean that the corporations that are in exist-
ence and the trade will not have larger profits, because it, to a
certain extent, gives the existing corporation a monopoly. The
effect is to prevent other people from going into business in that
direction, and if other capital is put in by other people it then reduces
the cost to that extent; I mean, it makes greater competitive con-
ditions.

Senator JONES of New Mexico. I do not understand that you are
in favor of competitive conditions very much when you encourage
Mr. Ford to go ahead and get a monopoly of a very large industry
in this country.

Secretary MELLON. Everybody else has the same opportunity;
and he has only got into the lead.

The CHAMnMAN. He has a "patent" on it?
Secretary MELLON. Practically that, because he happens to have

a system of supplying parts and all that, which has worked toward
establishing that monopoly.

Senator -JONES of Now Mexico. I would like to also insert in the
record a table from page 7 of the Statistics of Income, which shows

00201-24---20
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the percentage of income derived by the individual taxpayers and the
different brackets from different lines of business, including wages,,
and salaries, business, partnerships, profits from sales of real estate,
stocks and bonds, rents and royalties, dividends, interest and invest-
ment income and the total income; that is, to insert tables upon
the same subject appearing beginning on the bottom of page 6 and
running over and including the two tables on page 8.

(The tables submitted by Senator Jones of New Mexico are as
follows:)

SOURCES OF INCOME AND DEDUCTIONS BY INCOME CLASSES (PERSONAL RETURNS)

The distribution of income from service and business and from property, as
well as the total deductions in each Income class, are shown in the following
table. This table also shows the proportion of the total income reported from
each source, as well as the per cent of generaPdeductions and net income to total
income for each income class.
Distribution by sources of income and deductions, by income classes, calendar year

1921

Per cent Percent
I Income from of total Income from of total

Incomeclasses personal service Income property income
and business in each In each

class class

Under $1,000 ................................ * 514,058, 745 54.94 $422,276,723 45.06
$1,00Q to 0 2,000 ....................:.::....... ,584,419, 77 89.85 405,072, 35 1. 15
$2,000 to ,000 ............................... 5, 241,483 412 89.60 08, 429,203 10.40
$3,000 to $5,000 ....... ................... [ 3 837,084,008 82.74 b00,423.814 17.28
$5,000 to $10,000 ................................ 2,093,184,88&5 73.17 787,473,368 28.83

10,000 to $20,000" .............................. 1,223,933,871 63.20 710,718, 5 38.74
20,00 to .40,00 ........................ 771,432,177 5& 00 631,074,571 45.00
.Offo to $0,000..' ........................... 280,0 % 349 48.52 297,176, 37 51.48

$,000Wto ,0, 0o..............................I 147,30,801 45.34 177,708,507 54.58
$80000 to $ 000 ............................. 84,436,705 44.78 104,191,388 55.24
$1000'0 o$5 ............................. 88,097,4,58 39.01 132,617.052 8 509
$15 000 to 0.000 ............................. 37,880,578 38.82 84,987, 045 63.18
$200,000 to $250.00 ............................. 20, 744,466 33.80 40,628,416 6t 20
$250,000 to 000 ............................. 11, 249, 50 37.87 18,458,0906 62.13

W3000 .to ........................... . 23,807,018 25.90 68,098, 09 74.10
M0000 to $I 000,000 ........................ 10,184,731 2K37 40,871,780 71.63

$1,000,000 to.i ...................... 4,401,963 29.45 10,544,610 70.5
$1,500,0 to $,000,000 to................................ ............................
$2,000,000 and over ............................. 2,744,192 5.81 44,583, 169 94. 19

Total ..................................J 17,083,53%7 77.08 5,345,249,170 ?192

....r.. . Per cent Per cent
of total of totalGeneral deduc- t Total net in- icm

Income clawes Total Income tions income ol e income(Ion.. incm co in each
class claw

Under $1000. .......... $937, 234,468 $723,384,534 77.18 $213,849,934 22.82
1,000 to ......... ,989,492,113 368,730,345 9.24 3,620,761,708 90.76
2/ to $300................ 5,849,912,015 523,981,350 8.96 5,325,931,265 91.04

to 000 4,637,507,822 682, 16, 578 1280 4,054,891,244 87. 44
to00 0 00 - ................. 2,860,8,253 481,899,010 1.86 2,878,759,237 83.15

b to , ........ 1,934,652424 379,969,527 19.64 1,554,602,897 80.30
$20 ,000 $4,0 .............. 1, 402, 50, 748 288, 40,629 20.58 1,113,860, 219 79.42

000to $60,000.................5677,268,888 120.521,824 20.88 I 456.747,062 79.11Z
to $000..................325,103,308 74,277,764 22.85 2825,554 77.15

.000 to rN 000 .................. 188,628,183 44,708,188 23.70 143,919,997 76.30
100,000(t 15,000 ................. 220,714,510 67,193,511 25.91 1 6,520,999 74.09
150000 to 200,000............... 102,88, 623 25,433, 006 24.72 77, 435,617 75. 28

00to 210,000 ................. 1,372,882 15,687,912 25.5 M 45 684,970 74.44
'0000o .0 ................. 29,705,648 0,878,088 23.15 22,827, 60 70.85

t .00............... 91,90, 110 30,562, 0 33.25 1,342; 550 60.75
00 1 000 0.............. 5 7,58,517 14,270,001 25.02 42 780,426 74.98

t1, l, 5000*............. 14,940,573 2,102,394 14.07 1, 844,179 85.93
,6 0 000 ............. ......... ..... .... .... . ..... .... ..........

0 over . ............... 47,247,351 10,680,201 22.60 86,67, 1 77.40

Total.................. 23.328.781,932 3,751,50,404 16. 08 1 19,6577,212.52-8 83.92
I "

• o o
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The distribution of personal income by sources showing the amounts reported
from each source is shown in the following table:

Distribution of personal income, by sources and income classes, calendar year 1921

Income ch~ses W8nages and Businesssalaries

Under $1,000 .......................... $321,30, 288 $118,976,642
$1,OO0 to $,000 ............ ....... 3,243,S30,486 255,152,738
$2.0001o $3,000 ................... 4, 857, 288, 48 504,80, 881
$3,000 to $5,000 ........................ 2,89. 188,037 071,340,314
$5,000 to $10,000 ........................ 1,342,428,026 402,162,409
$10,000 to p20,000 ....................... 739,488,697 203 725,400

20.000 to p0,000 ....................... 432,377,205 114,939,390
0,000 to 60,000 ....................... 141,721, 38 38,292,212

$60000 to .000 ....................... 09,183,289 17,413,250
$,000 to $10,0ooo ...................... 38,059,421 10,451,395
$100,000 to $150.000 ..................... 35,031,445 11,680,903
1150,000 to $200,000 .................. 13,070,218 3,819,015

.200,000 to $250,000 ................. .. 8, 030,747 2,785,738
$250,000 to $300,000 ..................... 2, 99,694 2,399,270
10000 tO $500,000 .................... ,624,235 3,090,472
.MA500,0) to $1000,000 .................. ,873,412 4,249,156
$ 0 o000,000to I 00035 856 1,024,825
$1,300,000 to $2,000,000 ........... ................
$2,000,000 and over ..................... 2,379, I23............

Total ............................ 13,813,169,165 i 2,80,318,010

Profits from
Partnershlps, sales of real

fiduciaries, etc. estate stocks
and bonds

$35, 958, 353
64,351, 011
131,467,747
205, 838, 25
245,779,077
211,339,251
179, W, 484
82,954,230
83,245,228
33,288,987
37,751,740
19,235 448
9,451,014
, 308, 958

13,493.482
9, 92,904
2,958, 814

.........8 0

1, 341,186, 308

I - IRents and D s Interest and
Income classes royalties Dividends investment

$38, 687,482
21, 079, 22
47,918,236
100,717,407
102,814 373
89,380,623
45,018,118
17,124,369
7,55M,036
3,736, I
3,627,370
1,755,299

471,007
543,628

I8, 829
469,269
W,46, 8

462,86%6078

Total Income

Under $1,000 ...........................
$l,000 to $2,000 .........................
$2,000 o .000 .........................

p,000 to $0,000 ................1,10 t 2OOK ........................

120,000 to $0,00 .......................
0,000 to $60,000 ..................
0,000 to $0,000..................Ao.000 to 00.00 .......... ...........

$0,000 to $100,000 .....................10O0,000 to $180,000 ................
150,000 to $200,000 .....................

$200,000 to $250.000 ..................
0 g0,0 to 0W. 000 ........

. . . . . . . . .....
$300,000 to $w0 000 .............

00,0O to 1,500000..
$1,800 000 to $2,000,000 ..................
$2,000,000 nd over .....................

Total ............................

$110,652,120
161,391,790
240,115,413
248, 80 148
171,850,952
l , 933,738
70,O 214
25, 440, 558
13,20,5 27

7 490,870
8.257,046
4,9306,166
2,013,963
464,146

2,28, 217
4,356,613

1,233S...............
2, 021, 35(1

1, 177,957,882

$168,395,621 $137,227,982
68,32k 058 187,355,502
97, 084,MO 271,229,210
230,009,270 321,548,396
349,231,315 240,391,101
407, 55, 76 195,199.049
409, M 238 1840,913,119
208,162,957 63,507,022
129,00, 747 34,945,233

78, 235, 249 18,459,403
100, 58,997 23,791,009
49, 960 272 10,091,507
31,898,612 6,715,841
15,219,643 2,772,307
55, 429,204 10, 400, 071
31,353, 98 8,161,187
9,950,287 587,090

$937,234,468

8,989,492, 113
5,849,912,314
4,837, 807, 822
2, , 65, 253
1, 934,052,424
1, 402, NO, 748

677.208,886
825,103,308
188,628,183
220,714,510
102,868,623
a1,372,882
29, 70, 64
01,9 35,110
87, 050,817
14,940,573

S38,498,637 ., 3,%3,168 . 4, 27,a3

2,478,952,399 1,690,338,895 j23,328,781,932

I I
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The distribution of personal income by sources, expressed in percentages, is
given in the succeeding table:

Distribution of personal income, by sources and by income classes, showing the pro.
portion from each source expressed in percentages, calendar year 1921

Profits
Part- from Inter-
ner- slesol Rents estpan real and inne TotalIncome classes sfl ness flduci.- estate, royal. dends invest- 1n.aries, stocks ties n com

eto, aftd Co-
bonds come

,,-1a. 41 (M I* I OAU 2 1 1 ltA 17 07 
1 4 , no

100 to ................
5,00 to 1,000 .......................

,000 to $o0 ......................
2000t0 .....t$, ..............
10,000 to $20,000.. ..........

$2000 to $40,000 .....................

$0,900 to $0,000 ................000to $80000 .....................
1,00 to $00,000 ...................

o00,000 to $50,000 ...................
150,000 to $00,000 ...................
200,000 to $250,000 ...................

f0 0,(X to $W,000 ...................
100,000 to UW.50000. ...........,000 to gO ,0 . ........
1,00000 to $0,6000D .................

1500:000 to $2,000,00 ....... ..... .
2,000,000 and over..............

81.32
77.88
01.83
40. 93
38.22
30.83
24.55
21.28
19.59
15.87
12.71
13.09
10. 10
8.12
3,28
2.38

Total .......................... 59.21

a 39
8.63

14.47
14.00
10.53
8.20
8.64
& 38
5.54
5.29
3.71
4.54
8.08
3.36
7.45
6.86

10.14

2. 25
4.448.589

10.92
1277
14.37
16.38
17.65
17. 11
18.70
1& 40
17.87
14.68
16.82
19.79

5.76

.82
217
3.59
3.59
3.21
2.97
232
1.98
1. 64
1,71
.78

1,83
1.74
.82
.44

3.79
4.11
5.37
8.01
5.58
5.03
4.41
4.08
3.97
3. 74
4.80
3.28
1.8
2.47
7.63
.01

1.67

4.90
12.21
21.07
29.20
30.05
39.83
41.48
45.57
48.67
51.97
81.23
60.31
54.96
68.61

81.47

10.621

4. 70 10D. 0
4.64 100.O0
6.94 100. O
8.61 100.00

10.09 100.00
10.78 100.00
11.01 100.00
10.75 100.00
9.79 100.00

10.78 100.00
0.80 100.00

10.94 100.009.33 100.0
11.32 100. 0

9.04 100.00
3.93 10 00

........ ........8.43 1 00.00

7.25 100.00

Senator JONES of New Mexico. I think that is all.
The CHAIRMAN. Mr. Secretary, do you want to make any further

statement?
Secretary MELLON. I do not think of anything now.
(Thereupon, at 1.05 o'clock p. m., the committee adjourned to

meet this evening at 8 o'clock.)

--- : -[::::::::



TUESDAY, APRIL B, 1924

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.
The committee met at 10 o'clock a. m. in the hearing room of the

Senate Finance Committee, 310 Senate Office Building, Hon. Reed
Smoot presiding.

Present: Senators Smoot (chairman), Curtis, Watson, Reed of
Pennsylvania, Stanfield, Simmons, Jones of New Mexico, Walsh of
Massachusetts, Harrison, and King

There were also present: A. V. Gregg, special assistant to the
Secretary of the Treasury; M. Beaman, egislative draftsman of the
ltouse of Representatives; and J. S. McCoy, special adviser to the
Finance Committee of the Senate.

The CHAIRMAN. The committee will come to order. Senator
Jones, we have the reporter here, as per your request last evening,
for whatever statement you wish to make.

STATEMENT BY SENATOR JONES OF NEW MEXICO

Senator ,JONEs of Now Mexico. Soon after the committee met to
consider the revenue bill that came over from the House, Secretary
Mellon appeared before the committee and presented a statement
regarding the surtax rate, and in an argument, as well as a statement
of his conclusions regarding various economic features of the bill
advocated that the committee disagree to the surtax rates as fixed
in the House bill, and urged that this committee adopt what has
been popularly deninated the Mellon plan; in other words
reduce the surtax rates and other provisions regarding the normal
rate as had been given to the country and presented to the House
by the Treasury Department when it began the consideration of the
revenue bill.

The CHAIRMAN. Senator, that is not what he came before the
committee to testify to.

Senator JoNEs of New Mexico. Well, I will get to that. Later on
Mr. Mellon requested to be heard upon the provisions of the bill
regarding the estate taxes.

In that examination lie was interrogated regarding different pro-
visions of the bill which he had urged, among others including the
tax upon gifts, the question as to whether there should be a flat tax
or a uniform -tax put upon the earnings of corporations.

The question also as to tax-exempt securities was entered upon,
and his attention called to the fact that all of the Federal Govern-
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meant securities, owing to the provisions of the present law exempting
such securities from normal tax rates, became wholly exempt in the
hands of corporations. He was opposed to any change of the law in
that regard.

The question was finally reached as to his interest in the legislation.
Some reference was made to his interest in the legislation, and there-
upon he made a rather lengthy statement to the effect that his wealth
was not nearly so great as that which had been stated in the press of
the country, but still he said that, without giving any indication as
to the extent, he was still a wealthy man.

After having referred to a considerable extent to his private affairs,
apparently the thought came to him that the testimony which he
was giving was being taken down and would be printed. Thereupon
he requested that what he had said with reference to his personal
affairs should not be made public. At that time I was not sure that
it would be necessary to make the testimony public, or put anythiiig
in the record regarding his personal interest in the legislation under
discussion. I so expressed myself at the time, and the conversations
regarding that subject have not' been transcribed by the reporter. I
presume the reporter understood that he was not called upon to take
down that conversation.

The CHAIRMAN. He was instructed not to do it in the part that
was to be made public-transcribe it by itself.

Senator JoNEs of Now Mexico. Well, he did not transcribe it at all.
Mr. EBLE (the clerk of the committee). Senator Jones now refers

to Mr. Mellon's statement which was made immediately after he had
given Senator Jones the information in question. It was, as near as

can remember, something like this: '"I did not realize that you
intend making this statement public or I would not have made it,"
or words to that effect. The reporter did not take down this latter
statement, so that is why it is not contained in the typewritten
transcript of the hearings. The chairman's statement regarding the
other statement is correct. I did tell the reporter not to put the
matter, which Mr. Mellon objected to being made public, in the
transcribed record of the hearings, but to make a copy of same on
separate sheets to present to the committee for necessary action.

Senator JONES of New Mexico. I then stated that the question as
to Mr. Mellon's interest in this legislation I thought was pertinent,
and requested that, if it not be embarrassing to him, he give us a
statement of his taxable individual income, the taxable income of
corporations in which he was interested, together with a statement
of the amount of the net income of such corporations-which was dis-
tributed in dividends and which was retained in the corporation
without distribution.

Senator REED of Pennsylvania. Would the Senator permit an
interruption? I am required to go to a meeting of the Immigration
Committee at 10.30. I would like to ask the Senator whether the
purpose is such that all of the Senators who are to vote on this matter
of tax reduction should make a similar disclosure to that which he
asks of Mr. Mellon?

Senator JONES of New Meiico. I had not intended to do anything
of the kind. But so far as I am personally concerned I have no oh-
jeotion to making a disclosure of all of my holdings and my taxable
income.
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Senator REED of Pennsylvania. The Senator remembers that Mr.
Mellon has no vote, while each of us has a vote on this question, and
it seems to me that if Mr. Mellon is to make such a disclosure that
every Senator and every Congressman ought to do the same thing.

Senator JONES of New Mexico. The difference lies in this fact, that
the Secretary has presented a bill to the House and has come before
this committee urging that certain provisions be enacted into law,
and has come here as a witness, 'ad my opinion is that whenever a
witness comes before this committee urging any provision of law the
question of his personal interest in the matter is always a subject of
proper inquiry.

Senator REED of Pennsylvania. And is not the personal interest of
the judges still more a matter of public interest than that of the
witnesses?

The CHAIRMAN. Senator, for the record I wish to say that the Ways
and Means Committee of the House asked the Secretary to submit
that; asked him to come there, and we asked him to come here.

Senator REED of Pennsylvania. May I ask further whether the
Senator believes that the President of the United States, who has
recommended tax reduction, and has indorsed Mr. Mellon's sugges-
tions, ought to be called on for a similar disclosure?

Senator JONES of New Mexico. The President has not appeared
before this committee voluntarily as a witness to urge any of its
provisions.

Senator REED of Pennsylvania. The Senator does not expect to call
on the President, then, for a similar disclosure?

Senator JONES of New Mdxico. I do not.
It seems to me that it will be fair for us to ask the Secretary of the

Treasury to make a statement regarding these matters, otherwise
the members of the Senate, the committee, as well as the public
generally, will be justified in referring to any kind of information
which it can get bearing upon that subject in the discussion and
consideration of the bill, and the weight to be attached to or to be
given to the suggestions of the Secretary.

If the information which I have is at all accurate, the Secretary
not only has a large personal income which is taxable, but that he
has large interests in corporations doing business in various lines and
those corporations, some of them, have accumulated very large
amounts of surplus, and are still doing so, and thus escaping any
tax except the 12J per cent upon corporations.

I am advised also that the Secretary is interested in banks and trust
companies which are handling the securities of the United States.
Those securities in the hands of an individual are taxable. That is
the revenue from them is subject to the surtaxes, in the hands of an
individual. Under the peculiar provisions of the existing law and
the bill as proposed by the Secretary to the House, those securities
are wholly tax exempt in the hands of corporations.

The Secretary has not suggested and does not approve any plan
whereby that discrimination might be obviated. The Secretary
yery strongly objects to a surtax rate upon individual incomes being
in excess of 25 per cent.

He has claimed that his bill, as proposed to the House, is a scientific
bill, and in these various particulars to which I have referred it would
appear that there is a vast difference in the rate of taxation upon the
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net incomes of the individuals in the country, and he does not propose
or suggest any plan whereby that disparity might be removed.

Now, if the Secretary is unprejudiced, if he is without bias in the
statements which he has made not only to this committee, but has
given out to tV3 country, in justice to him and to the people at large
and to this committee his actual interest ought to be made to appear.

I therefore move that the Secretary be requested to give us a
statement of how his individual taxes would be affected by the pro-
visions of the bill which he presented to the House, by the provisions
of the bill adopted by the House, so that we may know just what his
personal interest in ihat phase of the legislation is or would be.

I should like also that he lie requested to give a statement of his
interest in corporations, the earnings of the respective corporations,
the amount of the net income distributed in dividends, and the amount
of the net income in each corporation retained undistributed, these
matters to relate to the preceding year.

Senator WATSON. Do you make that as a motion, Senator?
Senator JONES of New Mexico. I make that as a motion.
The CuAntumAN. Have you concluded your statement with that

motion?
Senator JONES of New Mexico. Well, after that motion is acted

upon I may have a further statement. On that motion I want a
roll call.

Senator SmIMONS. Mr. Chairman, there are only five members
present. Do you think with only five members present we ought to
act upon a matter of this importance?

Senator WATSON. I do not regard it as of great importance. I
have four proxies that I am ready to vote on the question.

Senator SIMMONS. Well, I have not been voting proxies.
Senator CURTIS. Well, vote your proxies.
Senator WATSON. The Senator has got all the opportunity lie

wants to make his speech on the floor.
Senator SIMMONS. Do you propose to vote Senator La Follette?
senator CURTIS. No; because no one knows how lie will vote.
Senator JONES of New Mexico. I ask for a roll call.
The CHAIRMAN. The clerk will call the roll.
(Thereupon the clerk of the committee called the roll of the com-

mittee, as follows:)
Mir. LA FOLLETTE. (No answer.)
Mr. McLEAN. No.
Mr. CunTIS. No.
Mr. WATSON. No.
Mr. REED of Pennsylvania. No.
Mr. ELKINS, No.
Mr. McCoRMIcK. No.
Mr. ERNST. No.
Mr. STANFIELD. No.
Mr. SmIMONS. Aye.
Mr. JONES of New Mexico. Aye.
Mr. GERRY. Aye.
Mr. REED of Missouri. Aye.
Mr. WALSH11 of Massachusetts. Aye.
Mr. HARRISON. Aye.
Mr. KING. Aye.
Mr. SMOOT. No.
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Senator CURTIS. Senator McCormick gave me authority to vote
him, so I will vote him "No."

(Nine noes and seven ayes.)
Senator JONES of New Mexico. Mr. Chairman, I desire to put. in

the record the statement which has been prepared by the legislative
reference service of the Library of Congress at my request, giving a
list of the companies of which Mr. Andrew W. Mellon was an officer
or director at the time he took office as Secretary of the Treasury,
March, 1921.

Senator WATSON. I think, Senator, that if you had heard the
statement made by Senator Rood on the floor you probably would
not incorporate that, because he stated that Mr. Mellon resigned
from every directorate, except one or two eleemosynary and benevo-
lent enterprises, with which he was c~nnected-.-every one-and that
io had sord out certain stock, very large quantities, disposed of them
in order to accept this placo. The statement was made by Senator
Reed of Pennsylvania on the floor.

Senator SiMMONs. Senator Watson, did hie state that he had sold
his stock?

The CHAIRMAN. Yes.
Senator Cuirrs. Sold all stock in all companies that might become

involved, or might be interested, and he kept such as tie lawyers
told him that he might keep, as I understand it.

Senator JONES of Now Mexico. What he has done with the pro-
coeds of those sales has not boon made to appear.

Senator WATSON. In what way, Senator, can we possibly be inter-
ested in that? 'Chat is his own private affair.

Senator JONES of New Mexico. It would indicate the amount of
the surtaxes which he as an individual would be required to pay
under the provi ions of the legislation.

Senator WATSON. In other words you are proceeding on the as-
sumption that he proposed the Mellon tax plan for his own benefit
and not for the benefit of the country?

Senator JONES of New Mexico. I am not proceeding upon any
assumption, but I am indulging in the same presumption which the
courts of the country indulge in, the juries of the country indulge in,
and the people generally, in estimating the weight of a man's opinion
upon rates of taxation and questions of taxation.

Senator WATSON. Then if you indulge in that presumption, why do
you need anything to back it up? Everybody knows that Secretary
Mellon is a very rich man. Nobody disputes it, nobody denies it.
Everybody knows that he, more or less, would be benefited by any
law that would reduce taxation, just as any other man in the country
who has anything would be benefited personally. Therefore, why
put anything in the record on it? You indulge in your presumption,
and we have no objection to that.

The CHAIRMAN. Mr. Mellon, like other men that we know of,
could escape taxation by putting his money into tax-exempt securities
and thus it would not benefit him at all.

Senator SIMMONS. Acting upon the presumption that men are
naturally influenced by their interests, legislatures have in many
instances passed acts prohibiting judges of the courts from trying
cases in which they are interested m any way in the subject matter
involved in the litigatioii.
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The CuAIRMAN. Mr. Mellon is not the judge. We are the judge,
and we are acting upon it.

Senator SIMMONs. He has the administration of the laws.
'The CHAIRMAN. And in that he has to comply with the law. If he

has violated the law, that is another question.
Senator SIMMONS. And his recommendation to Congress is sup-

posed to carry with it influence and weight.
The CHAIRMAN. Not as much weight as the Senator has who votes

for it and speaks for it on the floor of the Senate.
Senator WATSON. Carrying your suggestion to its logical conclu-

sion it would lead to this: First, that the Secretary of the Treasury
should not make any recommendation whatever to Congress on the
subject of taxation, and secondly, that nobody would be qualified to
makce suggestions as to legislation except a mendicant or a pauper.

Senator SIMMONS. The Senator will remember that there was con-
siderablo movement in the Senate at one time to exclude from voting
Senators who were interested in the matter under consideration.

Senator WATSON. Yes- I remember that.
The CHAIRMAN. Co4ld you do any business, then? Could you

have any revenue bill? No man in the Senate who is receiving
$7 00 but what is involved.

Senator WATSON. Not a soul.
The CHAIRMAN. Not a single, solitary soul. You could not get

a vote in the Senate.
Senator SIMMONS. Well, that is not quite true, Senator.
The CHAIRMAN. Why so?
Senator SIMMONS. Every Senator is not interested in the matter

on which he votes.
The CHAIRMAN. He is interested in the tax.
Senator SIMMONS. lie is interested in it' from the standpoint of

public welfare. The interest that we are seeking to exclude and to
eliminate is the interest in the particular subject, the particular
purpose of the legislation.

The CNAIRMAN. Every Senator is interested in surtax.
Senator SIMMONS (continuing). The interest that we are seeking

to exclude and to eliminate is the interest in the particular purpose
of the legislation individually, as distinguished from the public.

Senator JONES of New Mexico..Well, this list which I have not
only shows the corporations of which he was an officer or director
at the time he took office as Secretary of the Treasury, but in many
instances shows the magnitude of the enterprises. Among others I
note that he was an officer and director of companies with very large
capital, some holding companies and various industries, and a trust.
company which had a capital of one and a half million dollars and a
su lus of thirty-six and a half million dollars.

Senator WATSON. Now, Senator, in the first place, I repeat that he
resigned as a director of every corporation before he took this place,
every one except some benevolent enterprises there in his city ofPittsburgh.The .IAIRMAN. I suppose the largest cor oration that he belonged

to was the Pennsylvania Railroad Co. I think he owned a few
hundred dollars of stock.

Senator SIMMONS. Of course, I do not know anything about the
Pennsylvania Railroad. le may have very little interest in that.

The CHAIRMAN. It was so testified.
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Senator SIMMONS. My understanding is-I do not know how true
it is-that he owns a very large bulk of the stock in the AluminumCo..The CHAIRMAN. No doubt .,bout that in my opinion. It was his

money that developed the industry, and he took the chance on the
man that discovered the process by which it was made possible to
make it useful.

It would be all right to put that in, Senator, if you want to.
Senator JONES of New Mexico. What was the remark of the

Senator from Indiana?
Senator WATSON. The mere fact that a man is a director of a cor-

poration that had large association would not make any difference
when it came to making recommendations as to what the policy of
the Nation should be.

Senator JONES of New Mexico. Because, as I understand you,
it would not indicate the extent of his individual holdings.

Senator WATSON. Well, for one reason that, yes.
The CHAIRMAN. I do not think it would make a particle of differ-

ence to Mr. Mellon. I think that he would do whatever he thought
was the best for the institution and for all the stockholders and the
country generally.

Senator JONES of New Mexico. Now, it is just for that purpose of
clearing up the situation that I believe the Secretary should make
the statement so that not only the committee but the Congress and
the country at large may know just the extent of his interest in these
different questions, and not be left to speculate upon them.

The statement which is prepared here by the legislative reference
service does not undertake to disclose the individual holdings of the
Secretary in these various corporations. I think it is not only fair
to Mr. Mellon himself but to the country that his exact interest should
be made to appear and the question not left open for speculation and
mere surmise when the facts could be made to appear. I think the
question as to the prejudice or bias or self-interest of the Secretary
ii this matter is just as important as such testimony would be were,
he brought before a jury as a witness, and no court has ever excluded
evidence of this kind regarding the credibility and the bias or prejudice
of a witness in the trial of any kind of a case, criminal, civil, or
equitable. I ask that the statement be printed as a part of the
proceedings.

Senator WATSON. Well, I object to that on the ground that it does
not state the real condition at the time Mr. Mellon became Secretary,
it having been announced by Senator Reed, who was one of his
lawyers at the time, that he had resigned from the directorate of
every corporation with which lie was connected.

Senator JONES of New Mexico. Well upon the admission of that
into the record I ask for a roll call, and i oner it and move that it be
printed in the record as a part of the proceedings.

Senator WATSON. I have no objection to it being printed, but with
the understanding that it does not state the situation.

The CIHAIRMAN. Well, of course I shall vote to let it go in. I see
no objections to it of course, with the statements that have already
been made, with te record as shown in the Senate proceedings.

Senator JONES of New Mexico. Then, the statement will be printed
as a part of the record?

The CHAIRMAN. Yes; as a part of your statement.
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Senator JoiEs of New Mexico. Yes.
(The statement presented by Senator Jones of New Mexico, pre-

pared by the legislative reference service, Library of Congress,. of
companies of which Mr. Andrew W. Mellon was an officer or director
at the time he took office as Secretary of the Treasury, March, 1921,
is as follows:)

(Library of Congress, legislative reference service]

COMPANIES OF WHICH MR. ANDRBW W. MELLON WAS AN OFFICER OR DIRECTOR
AT THE TIMI HE TOOK OFFICE AS SECRETARY OF THE TREASURY, MARCH, 1921

Sources: A list of companies in which Mr. Mellon was interested in 1921 is
given In a p'ublicAtion of the Woman's Clean Government Organization (1403
H St., Washington), entitled, "The Government's whited sepulchres and those
who are responsible" f1923) p 37. Mr. Brand, M. C., gave in the House
of Representatives a partial Vist (Cong. Record, 67th Cong., 2d sess., 3510-11),
but these lists have not been exclusively followed. That principally relied on
Is the one given in the Directory of Directors in the Pittsburgh district, 1919;
and the statistics for the cbmpanles are drawn from the various Poor's and
Moody's Investment Manuals for 1921.

Mellon National Bank of Pittsburgh. A. W. Mellon, president (the Bankers'
Encylcopedla, Sept., 1920, v. 52, p. 1844; succeeded by R. B. Mellon, id.,
March, 1921, v. 53, p. 1878)., Capital: $6 mil.; surplus, $5 mil.; und. prof.,
$203,000; circulation, $5,008,000; indiv. dep., $68,808,000; bank dep., $34,-
294,000; other liab., $12,345,000 (id., March, 1921).

Monongahela Light & Power Co. Property leased to Allegheny County Light
Co. In 1902, which was in turn leased with all property to Duquesne Light
Co., the entire common stock of which is owned by the Philadelphia Co. and
57.per cent of the common stock of this last company is owned by the United
hallways Investment Co. (Moody's Public Utilities Investments, 1921, pp.
950, 949, 943, 937). Mr. Mellon is given as the president and director of the
Monongahela Co. (Directory of Directors in the Pittsburgh district, 1919, p.280, and Po6r's Publi, Utilities, 1921 p. 1409), but 'does not appear as an
officer or director of any of the holding companies in 1921. The property
ad nd capital stool of the holding Duquesne Co. are assessed respec-
tively at $27 rU. and $24 rail., with a/assets at $66 rail. in 1920. Poor's
Public Utilities, 1921 (p. 1499), gives the Monongahela Co.'s capital stock
authorized and outstanding as $1,7008000.Unlon;Inaurance Co., Pittsburgh. President and director (D. of D., Pittsburgh).
Total assets, 1920, $422,8 (Insurance Yearbook, 1921, p. 161).Gulf Oil C corporation. Vice president and director (D. of D., .Pittsburgh),
but not an officer or director in 1921, but W. L. and R. B. Mellon both (Poor

Industrials, '1921, p. 768). Total assets, 1920, $299,689,299; authorized
capital stock, ,000,000. This Is "a holding company owning practically
the entire capital stocks" of nine subsidiary companies. (Id., pp. 766-7.)

Mono'ngahela Street Railway Co. Vice president and director (9. of ., Pitts-
buigh). Stock Issued, $7,00,000. 'Ueased to Consolidated Traction Co.,
the system of which is operated by the Pittsburgh Ry. Co., all the capital stock
,of this Jut corporation being owned by the Philadelphia Co.- (Moody's
Industrials 1921, p. !98 960.. .

National Ujlon Fire imouone Co., Pittsburgh. Vice president and director.
(D. of D., andInsar Y. B., 1921). Assets, 1920, $7,883,210. (Insur. Y. B.,
1921,; p. 121.).

Union Improvement Co. Vice president and director (D. of 'D.). (Not in
UTo 4y's or. poor's Industriala or Public Utilities.)

Union Savings Bank ;Pittsbugh. Vice president and director. Capital,
* $1 intl.; surplus, $1,100,000. (Bankers' Ency., March, 1921.)

Aluminum Co. of America.' Director. Author. cap. sto k, $19 %111. (Moody's
Indus, 1921)4 100 mil. (Poor's Indus., 1921). *The company owns three
aluminum and bauxite com pays and controls four subsidJry companies.

lriuznul foold .9 tensil Co. Director. (D. of D.). -(Not, in Poor's or' M /ys = ; , N9tevA . . .
Alummum Ore '&. t Dirte (D. of D.T.' (Not in Poor's or .Moody's Indus,,

1 9 2 1 i - 1 9 2 0 , $ 10 , *0 . I I .
"#" J4)ciiotive .0o,,Do. AsseUS 49.20, $02,032,0.9; comaon -andpreferred Stock, 1920, $50,OO (Moody's Ids,1921.)
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American Metal 0'o. (Ltd.). Director (D. of D.). Authorized cap. stock,
$25 mil.

American Surety Co. of America fof New York.] Trustee (D. of D.).
Apollo Water Works Co. Director. Entire capital stock owned by Peiumyl-

vanla Water Co., q. v. infra. (Poor's Public Utilities, 1921, p. 674.)
BAltimore Car & Foundry Co. Director. Authorized capital stock, $1,500,000.

All stock owned by Standard Steel Car Co. q. v. supra. (Poor's InAustrials,
1921, v. 2, p. 501).

Bessemer Trust Co. Director? Not given as an officer or director in Bankers'
Ency March, 1921, or September, 1920. Capital, $125,000; surplus, $125,000.
(Id., March 1921 p. 1817.)

Braddock National tank. Director? Not given as an officer or director In
Bankers' Ency., March, 1921, or September, 1920. Cap., $200,000; surplus,
$600,000.

Burrell Improvement Co. Director (D. of D., Pittsburgh, 1919).
Butler Bolt & Rivet Co. Director (D. of D.). Not In Poor's or Moody's Indus.,

1921.
Butler Cart Wheel Co. Director (D. of D.). Not in Poor's or Moody's Indus.,

1921.
Carborundum Co. Director (D. of D., 1919), but not given as one in Poor's

Indus., 1921. Cap. stock authorized, $2,500,000.
Duquesne Trust Co. Director? Not giveik as an officer or director In Bankers'

Ency. March, 1921, or September 1920. Capital, $125,000; surplus, $75,000.
Est Pitsburgh Savings & Trust 6o. Director? Not given as an officer or

director In Bankers' Ency., March, 1921, or September, 1920. Cap., $125,000;
surplus $175,000.

Electic Carbon Co. Director (D. of D., Pittsburgh, 1919). Not in Poor's or
Moody's Indus., 1921.

Forged Steel Wheel Co. Director (D. of D., 1919). Not in Poor's or Moody's
Indus. 1921.

H. Kleinhaus Co. Director (D. of D., 1919). Not in Poor's or Moody's Indus.,
1921.

J. J. McCormick & Co. Director (D. of D., 1919). Not in Poor's or Moody's
Indus., 1921.

The Koppers Co. Director. Cap. stock authorized and outstanding, $1,500,000.
(Moody's Indus., 1921, p. 1268.). r(.f

Leechburg Water Works Co. Director (D. of D.). Entire cap. stock owned by
Pennsylvania Water Co., q. v. infra. (Poor's Public Utilities, 1921, p. 674.)

Ligonier Valley Railroad Co. Secretary and Director. Total assets, 1920,
$1,213,832 authorized and outstanding cap. stock, $500,000. (Moody's
Steam Railroads, 1921, p. 442.)

LongSault Development Co. Director (D. of D., 1919). Notin Pooror Moody.
Lyndora Land & Improvement Co. Director (D. of D. or, !919). Not In Poor

or Moody.
McClinttc-Marshall Co. Director (D. of D., 1919). Not in Poor's or Moody's

Indus 1921.
McCliOe-Marshall Construction Co. Director (D. of D., 1919), but R. B.

Mellon, only one of name, a director in 1921. Authorized capital stock,
$5,000 000. (Poor's Indus 1921, v. 2, p. 92.)

Mellon-Stuart Co. Director (D. of D., 1919). Not in Poor's or Moody's Indus.
or Pub. Utl., 1921.

Middletown Car Co. Director. Controlled by Standard Steel Car Co., e. v.
infra. (Poor's Indus 1921 v II p. 500.)

Minnesota By-Product boke bo. Director (D. of D., 1919). Not In Poor's or
Moody's Indus., 1921.

Monesson Water Co. Director? Appears as director in Woman's Clean Govt.
publication, but company not In Poor's or Moody's Indus. or Pub, Util., 1921.

Monongahela River Consolidated Coal & Coke Co. Director. This Is a sub-
sidiary company of the Pittsburgh Coal Co. of Pa., with which it consolidated
and whose name It assumed.- For assets of holding company, vide-infra.

Nat'l Bank of Commerce (New York). Director. Cap $25 roil.; surplus, $25
mil. (Bankers' Enoy., March, 1921, pp. 1440, 1504. .

New York & CleVeland Gas Coal Co. Director? (Given as director In
Woman's Clean Govt. pubn., but the company not in Moody's or Poor's Indus.,
1921, or Public Utilities, 1921.)

Northern Aluminum Co., Ltd. Director (Woman's Clean Govt. pubn.) A
Canadian corp. the stock of which is owned by the Aluminum Co. of America
(q. v. supra). (Poor's Indus., v. II, 1921, p. 24.)
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Pennsylvania WAter Co. Director. Absorbed East Pittsburgh Water Co, and
owns entire cap. stock of Apollo Water Works Co. (q. v. sup.), Leechburg
Water Works Co. (q. v. sup.), and Trafford Water Co. (q. v. infra). Author-
ized and outstanding cap. stock, commom, $700,000; and preferred $50,000.

Pittsburgh'By-Product Coke Co. Director (D. of D., 1919). (Not in Moody's
or Poor's Indus 1921).

Pittsburgh Coal o. Director (D. of D. 1910; but given as member of Exec.
Corn. In Poor's Indus., v. 11, 1921 p. 1233). Consolidated with Mononga-
hela River Consolidated Coal & Coke Co., 1916, q. v. supra. Authorized
cap. stock, $40 rail. common & $35 mU. preferred; outstanding, $82,169,200;
$35,000,000 preferred.

Pittsburgh Model Engine Co. Director (D. of D., 1919). (Not in Poor's or
Moody's Indus., 1921).

Pittsburgh & Birmingham Traction Co. Vice president and director (D. of D.;
1919; but given only as director in Poor's Pub. Util., 1921). One of several
subsidiary companies leased to United Traction Co. of Pittsburgh, and oper-
ated by Pittsburgh Railways Co., which is controlled through stock ownership
by the Philadelphia Co. and that company in turn by the United Rye. In-
vestment Co. (Poor's Public Utilities, 1921, pp. 1474, 1483, 1492, 1494).
Outstanding cap. stock of P. & B. T. Co., $3 mil. (Id., p. 1494). .

Pressed Metal Radiator Co. Director (D. of D)., 1919; but not' g given -as an
officer or director in Poor's Indus V. II, 1921. The name of R. B. Mellon
oco4rs as &diretor in 1921). Authorized capital stock, $1,250,000; out-stading f501,000.• ,

.iter1con y Co. Director (D. of D., 1919). Not given in Moody's or Poor's
Indus., 1921. 1

Riter-Qonley Mfg. Co. Director (D. of. D. 1919- but not given as officer or
director in 1921 Poor's Indus., but R. B. Mellon's name appears as director).
Capital.stock authorized and outstanding $1 mil.

Robert Grace Contracting Co. Director (b. of D., 1919). (Not In Poor's or
Moody's Indus., 1921.)

Seaboard By-product Coke Co. Director (D. of D., 1919). (Not in Poor's or. 19oody's Indus 1921.) t
Standard Motor Truck Co. Director (D. of D., 1919). (Not in Poor's or

Moodyd's In us., 1921.)
Standard SteelCar Co. Director. Controls the Middietown Car Co. (q. v. sup.)

& Balto. Car and Foundry Co. (q. v. sup.). Authorized capital stock, $5 mil.
outstanding, $4 mil. (Poor's Indus., V. 1I,p. 500).

Steel Car Forge Co. Director (D. of D., 1919). (Not In Poor's or Moody's
Indus., 1921.)

Title and Trust Co. of Western Pennsylvania (Connesville, Pa.). Director
(Woman's Clean Govt, Pubn., but not given as officer or director in Bankers"
EncyMch., 1921,, or Sept. 1920). Capital $250,000; surplus and profits,
$174,000(id,Mch 1921,p.1824).

Traffo;d Water Co. Director. Entire cap. stock owned by Pennsylvania Water
Co., q. v. supra. (Poor's Pub). Util., 1921, p. 674).

Tri-citles ,Water Co.. Director (D. of D., 1919), Not in Moody's or Poor's
Pub. Utilities 1921.•

Union Fidelity Title insurance Co. of Pittsburgh. Director (D. of D.p 1919).
(Not in Insurance Year Book, Life, casualty and miscl., 1921.)

Union Shipbuilding Co. Director (D. of D., 1919). (Not in Poor's or Moody'sIndus., 1921.) Capitalr $1,500,000;

Union Trust Co. Pittsburgh. Vice president and director. Ca ta, $1500, ;
surplus, $36,560,000. (Bankers' Ency,, March 1921 p. 1880.)

United States Aluminum Co. Director (0. of 0., 1919). (Not in Poor's or
Moody's Indus., 1921.)

Verona Steel Castings Co. Director (D. of D., 1919). (Not in Poor's or
Moody's Indus., 1921.)

Wilkinsburg Bank; Wilkineburg, Pa. Director? (Woman's Clean Govt. pubn.;
but not given as oJficer or director in Sept. 1920, or Mch., 1921, by Bankers
Ency. but R. B. Mellon is named as director). Capital, $50,000; surplus,
$200,5 (Id., Mch., 1921, p. 1904). ,

Worklngmen's Savinge Bank & Trust Co. Director? (Woman's Clean Govt.
Pubn.; but not given as officer or director in Sept. 1920, or Mcb.,* 1921, by
Bankers' Ency.). Capital, 100,000; surplus, $1,206,000,
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APPENDIX, I "

Institution's of which Secivtay Mellon* was a director in 1022.
Nor .- From the Directory of Directors in they Pittsburgh district, 1922 p.

440; all the institutions in this, list appear. to be of either- an educational or
charitable nature.

Trustee, Carnegie Library of Pittsburgh.
Director, Carnegie Institute of Technology.
Member of board of managers, the Kingsley Association.
Trustee, Mellon Institute.
Trustee, Pennsylvania College for Women.
Director, Tuberculosis League.
Trustee, University of Pittsburgh.

APPENDIX II

Data as to Secretary Mellon's business connections introduced In Congressional
Record:
Cong. Record, 67-2: 3013, Senate: Mr. Watson, Senator from Georgi,. quoting

Frank Crane in Current Opinion for April, 1921, said that Mr. Mellon was
director of 4 banks, "of one of which he recently resigned the presidency to'
enter the Cabinet:" 4 Insurance companies, 7 'educational and philanthropic
institutions, 62 other corps. Their products: Oil, aluminum, railway oars,
locomotives, steel, plate glass, radiators, carborundum, bolts and rivets, motor
trucks, "and 100 other things."ud

Cong. Record, 67-2: 3510, Hpuse: Mr. Brand quoted sameditorial from OCtro
rent Op. which adds "Mellon Nat'l Bk. of Pittsburgh has resoureeslof $12,000,-
000 and deposits aggregating $105 000,000.. The concerns in which wa
acting interested pror to March 4 have resources in excess.of $$00 000,000"
Senator Rteed identified as a part of the 62 corps. In whic4 Mr. Mellon was
alleged to be an officer ot director the following (Id., p. 3511):'

Pittsburgh Coal o . ' .
Aluminum Co. of America; capitalization, $20 mill.; controlling 5 con. with

combined capital of $20 rail.
Am. Locomotive Co.; capn. $50 rail. ...
Am. Metal Co.; a holding co., $25 ril. cap., which controls 12 cos. with

comb. capn. of $8 mil.
Balto. Car & Foundry Co., $1,00,000.
Carborundum C. $2 500,000.
Gulf Oil Corp., R6 i. which controls 9 cos. with comb. capn. of $24 mil.

Banks & Trist Cos., Total capn., $33,500,000;
Total capn. (all above), $243 500,000. • '

Nat'l Bank of Commerce of New York, capn. $25 rail., surplus, $25 mil.,
deposits, $363 mil. ,. 1 . .... .. • . .....

Mellon Nat'l Bank: capn. $6 mil., surplus $5 rail., dep. $102 rail.
Union Savings Bank: capn. $1 mil., sur. $1 nil., dep. $20 rail.
Union Trust Co.: capn. $1,500,000; aur. $35 tal.; dep. $100 rail.
Penn. R. R. Co. (of which prior to Jan. 1921, he was a director) total cap.

$440 mil.
Grand total capn. $683,500,000. (

(MANGUM WxzzKs 8 March .1924.)
Senator JONES of New Mexico. The statement which the Secre.:

tary did make, and which was transcribed by the reporter, of course
I am insisting that that shall be printed just as he gave it.

The CHAxiMAN. Well, of course we voted on that last night.
Senator JONES of New Mexico. That it should beI
The CHAIRMAN. No; that it should not be.
Senator JONES of New Mexico. No, sir; we did not.
Mr. EBLE (the clerk of the committee). No, Mr. Chairman.
The CHMRMAN. Well, then, do you want a vote on that now?
Senator JONES of New Mexico. I am going to insist upon it being

printed. It was taken down here by the reporter as a part of our
proceedings, and I submit that no one has any authority to ex-
clude it.
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The CH AIRMAN. Well, the Secretary did not know when he was
testifying that anything was being made public, and he asked simply
that that part, as a personal reference to him, should not be mide
public. It was given to Senator Jones and to everybody in the com-
mittee, and Senator Jones at the time stated that he did not know
whether he would insist upon it or not.

Senator SIMMONS. Senator Smoot, would you insist that a witness
has a right to come in here and make a statement and then insist that
his statement shall be kept from the public?

The CHAIRMAN. Under the circumstances, I think so.
Senator SIMMONs. I do not agree with you about that. I do not

think a witness has any right to demand' that he be heard here in
secret, and then demand-and you say he is entitled to have his
wishes complied with-that a part of his testimony here should be
kept secret. And I protest against that.

senator WATSON. How, much of a statement was it, Senator
Jones?

Senator JoNis of New Mexico. Why, there are three or four pages
of it.

Senator WATSON. Well, I mean about his personal affairs? How
much was that? I

(Thereupon the statement by Secretary Mellon referred to was read
by Mr Eble.)

Senator WATSON. I have no objection to that going into the record.
The CHAnAN. The difficulty in it is this: It refers to a coal com-

pany, and I do not know in what condition financially they are to-day.
I do not know whether they are in an embarrassed position finan-
cially, and I do not know what effect this statement might have on
them. As far as Mr. Mellon is concerned, it is a splendid statement,
and I should be glad to have it go in the record. I do not think it
would affect the trust company any, but I do not know what effect
it might have upon the coil company. I understood Senator Jones
to say that if it was embarrassing to them he would not ask for it.
Further than that, as far as the statement is concerned,. I have no
objection.

Senator Jogzs of New Mexico. I think it is important that it
should go into the record, in order to show the continuity of the
examination of Mr. Mellon at the.time and how the particular ques-
tion was raised.

Senator CumS. Let it go in.
Senator WATSON. Yes; let it go in the record.
The Ca umAN. Yes; I think so. If it hurts the coal company,

let it hurt them.
Senator JoNES of New Mexico. I merely want it to preserve the

continuity of the testimony.
(Whereupon, at 11 o'clock a. in., the committee proceeded to the

consideration of other business.)
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INCOME TAX 0

BRIEF OF A. W. ERIcKsoN, NEW YORK, N. Y.

MARCH 13, 1924.
Hon. REED SMOOT

United States , senate, Washington, D. C.
My DAnR SENATOR: I don't want to burden you unduly with my opinions and

observations, but there are a few points in connection with matters before Con-
gress that I would like to present for your consideration.

THE LONGWORTH COMPROMISE

This bill seems to be like a hodge-podge--unscientiflc, built on quick decisions,
and lacking in sound fundamentals.

THE MELLON BILL

On the other hand, the Mellon bill has been most thoughtfull prepared and
was worked out by experts. It has the endorsement of Mr. Mellon," who is
undoubtedly one of the ablest Secretaries of the Treasury that the country has
ever had; it is further indorsed by the President; and the straw votes taken by the
Literary Digest and many newspapers show by an overwhelming majority of
ballots in its favor that the American" people believe this bill Is fair and right.

As far as the surtaxes are concerned, it is a mistake to think that the rich
suffer most from them. Practically all economists who have written or spoken
on the subject say this is not so. 'the taxes are handed down, as most taxes are,
and everybody suffers.

THE 25 PER CENT REDUCTION COVERING 1923 TAXES

I think the American people are sick to death of high taxes and want them
reduced as much as possible and as soon as possible. The suggestion of the
25 per cent reduction covering 1923 taxes is like a gleam of sunlight to most
taxpayers, and if it comes before the Senate I sincerely hope you will support the
proposition so that we can get the benefit of the reduction on the March 15
payments.

New York has taken the lead in doing this, and, believe me, Governor Smith
is very popular with the taxpayers because he initiated the move.

THE EXCLUSION OF STOCK DIVIDENDS FROM THE BENEFITS OF THE CAPITAL GAIN
PROVISION

This feature of the Longworth bill is most unfair, and I sincerely trust you will
not support it. There is undoubtedly great confusion in thought regarding what
is known as a "stock dividend." As a rule such dividends are simply a division
of the stock into minor parts-like changing a five-dollar bill for five ones. The
receiver of a stock dividend does not have a cent more after the transactions
than he did before. There is no taxable gain of any kind. If the transaction
were called a reissue in slightly different form instead of a dividend, it would be
understood more clearly.

As I read the provision under the heading of "Capital gains and losses,"
section 208 (a) (8), lines 12 to 14, excluding from "capital assets" held by the
taxpayer for more than two years stock received as a stock dividend, It appears
to me most unjust and unfair.

90261-24---21 319
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The proposition would work out about as follows in a case that I am entirely
familiar with and which I describe below:

The company, in order to broaden the market for its stock and in order to
distribute same among its own employees (which numbered many thousands)
and. its dealers, decided to issue thee shares of stock for every share held, so
that every stockholder would have after the distribution four shares instead of one.

This was done, and the day after the distribution the stock was quoted at
exactly one-quarter of the price of the night before. No stockholder profited
iany way; the assets of the company were not added to in any way; f a man

ned 10 per cent of the stock issued the day before the distribution, he owned
exactly the same the day after. But according to the section of the proposed
law which I refer to, his status as a taxpayer has changed very materially; he
can no longer take advantage of the two-year provision on 75 per cent of the stock
which he now has.

For instance, if he held 100 shares the day before the distribution, he now has
400. If he had held this stock for two years and there had been no stock dividend,
he could have sold it, say, for $10,00b and paid $1,250 in taxes before the new
law went into effect. If" the law is passed, however, he can sell one-quarter of
his stock only and receive the benefit of the 121 per cent provision, while on
the other 75 per cent of his stock he is compelled to pay the higher surtaxes.

Surely this is not fair nor reasonable, especially if you make them retroactive.
If the new law called for this penalty as of and when the bill is passed, then
companies would know how to act so" as not to penalize their stockholders and
stockholders could dispose of their holdings as soon as they heard a stock divi-
dend was contemplated so as to avoid that penalization.

Retroactive laws are most unfair. The way they work is demoralizing. To-day
we act on what is the law and six months afterwards a retroactive law is passed
and we are heavily penalized-for what?-acting under the law as it was.

I am sure you vill see the injustice of this and do what you can to have that
phase of the proposed law corrected; otherwise it will do rank injustice to hun-
dreds of-thousands of people-most of them small stockholders, but large or
small, the principle is the same.

I therefore ask that you give this matter your consideration, and I am sure
that once you appreciate the problem you will oppose it vigorously.

Thanking you for your kind consideration, I am,
Yours very sincerely,

A. W. ERICKSON.

BRIEF OF NATIONAL LUMBER MANUFACTURERS' ASSOCIATION

INCOME TAXATION OF DISTRIBUTIONS OF SURPLUS INCLUDINGQ EARNINGS OR
PROFITS ACCUMULATED, OR INCREASE IN VALUE OF PROPERTY ACCRUED,
BEFORE MARCH 1, 1913)

To the Honorable Members of the Committee on Finance of the Senate of the United,6 tates:

Section 201 subdivision (b) of H. R. 6715, revenue act of 1924, as referred to
the Committee on Finance of the Senate of the United States on February 29,
1924, proposes a serious and far-reachingdeparture from the principle of taxation
of distributions of surplus acquired before March 1, 1913, which has consistently
heretofore been followed in Federal Income tax legislation.

UNDER REVENUE ACT OF 1921
The present law revenue act of 1921, provides:
"SEC. 201. (b) r the purposes of this act every distribution is made out of

earnings or profits, and from the most recently accumulated earnings or profits
accumulated since February 28, 1913; but any earnings or profits accumulated
or Increase in value of property accrued prior to March 1, 1913, may be dis-
tributed exempt from the tax, after the earnings and profits accumulated since
February 28. 1913, have been distributed. If any such tax-free distribution has
been. made the distributee 8hall not lie allowed as a deduction from gross income
any loss sustained front, the Mie or. other disposition of hlis stock or shares
unless, anM then, oniy to the extent that, the base provided In section 202 exceeds
the sum of (1) the antount realized from the sale or other disposition of such
xtock or shares, and (2) the aggregate amount of such distributions reoeived
by hint thereon.
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"(c) Any distribution (whether in cash or other property) made by a corLporation to its shareholders or members otherwise than out of (1) earnings or

profits accumulated since 0February 28, 1913, or (2) earnings or profits accumu-
lated or increase in value of property accrued prnor to March 1, 1913, shall beapplied against and reduce thie basis provided in section 202 for the purpose ofascertaining tho gain derived or the lose sustained from the sae or other dis.
position of the stock or shares by the datrlbutee."

UNDER REVENUE ACT OF 192

As reported to the Committee on Finance the revenue act of 1924 would have
the effect of amending section 201 (b) of the act of 1921 by omitting the above
italicized portions thereof (which provide that tax-exempt distributions fromsurplus accumulated prior to March 1 1913, be applied against and reduce the
"basis of the stock," for the purpose f determining deductible loss, if any, from
subsequent sale of the stock) and by adding to the preceding portion thereof the

following:"but any such tax-free distribution shall be applied against and reduce the basis
of the stock provided in section 204.'Section 201 (c) of the revenue act of 1924 proposes new legislation involving
new taxes of great magnitude in the ause of administrative provisions, as follows:

"SEc. 201. (c) Amountsi distributed in complete liquidation of a corporationshall be treated as in full payment in exchange for the stock, and amounts dis-
tributed in partial liquidation of a corporation shall be treated as in part or full
payment in exchange for the stock.

ssThe gain or loss to the distribute resulting from such exchange shall be
determined under section 202 but shall be recognized only to the extent provided
in section 203.

"There shall be taxed as a dividend to the distribute such an amount of the
gain recognized under section 203 as is not in excess of his ratable share of the
undistributed earnings and profits of the corporation accumulated after February
28, 1913."The remainder, if any, of the gain recognized under section 203 shall b taxed
as again from the exchange of property.

In the case of a distribution in partial liquidation (other than a distribution
within the provisions of subdivision (g) of section 203 of stock or securities in
connection with a reorganization) the part of such distribution which is properlychargeable to capital account shall not be considered a distribution of earnings
or profits within the meaning of subdivision (b) of this section for the purpose of
determining the taxability of subsequent distributions b the corporation."

Section 201 (g) explains the meaning of "partial liquidation" as used in (c)

as follows:"S. 201. (g) As used in this section the term 'partial liquidation' inclutie
the partial or completecancellation or redemption by a corporation of portion
of its stock."But in section 2 (10) (b), page 2, it is provided that:

"S~c. 2. (10) (b) The terms 'includes and 'including' when used in a defini-tion contained in this act shall not be deemed to exclude other things otherwise
within the meaning of the term defined."

Clearly the term "partial liquidation" applicable In section 201 (e) is capable,
therefore, of indefinite and discretionary administrative interpretation, so longas not clearly prohibited by the act.

TEE FICTION OF LIQUIDATION AS A "'SALE" OF STOCK

Subdivision (c) treatis"complete liquidation" or "partial liciadation" as
"in part or full payment in exchange for the stock." "Liquidation' is considered
as the purchase by a corporation of its stock or shares from the shareholders
and, conversely, as the sale of their stock by the shareholders back to the cor-
poration.The only way, therefore, in which the stockholder in a liquidating corporation
can, for the puroses of this tax, receive the distributions of capital a surplus
represented by is sto is by "selling" his stOCk back to the corporation.,

Subdivision (b) provides that tax-free distributions, representing earnings
or profits accumulated or increase in value of property accrued before March i

a9213"shall for purposes of determining the taxable "gain" from the "sha e'
(liquidatidn) of the stock (property) under the provisions of (c), be applied against
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the "basis of the stock provided in section 201"-i. e., be applied against the cost
of the shares or, if acquired before March 1, 1913, the cost or market value as of
March 1, 1913, whichever is higher.

TAXATION OF MARCH 1, 1913, SURPLUS

The taxation of distributions representing surplus acquired before March 1,
1913, has since then been consistently rejected by Congress. In the early years
of Federal income taxation, effort was repeatedly made to tax, to the corpora-
tion itself, that part of its surplus, accumulated before March 1, 1913, which
had not by that time been realized in cash, consisting, therefore, in many cases
largely of increase in value of property.

Effort to tax corporations on any part of 1913 surplus was definitely rejected
In 1916 and 1917 and thereafter. Failing this, the effort to tax 1913 surplus
has since then been directed to the distributions of such surplus when made in
the form of "dividends" or, if you please, of payments in "partial liquidation"
or "complete liquidation."

The Senate has consistently maintained surplus accumulated before March 1,
1913, as constituting capital, and therefore, when distributed to the stockholders,
not subject to tax as income at any time, in any form, to any degree, or in any
manner.

True, that surplus of a corporation becomes, in legal concept, "Income" to
the stockholder when distributed to him in dividends or otherwise. True, also,
that on or before March 1, "1913, any corporation could have distributed tax
free any or all of its surplus previously accumulated. Improvident corporations
did so. More provident corporations, however, kept or reinvested such surplus
in extensions of business or properties. If such surplus had in 1913 been dis-
tributed, the shareholders would have had it tax exempt. Is it now, again, pro-
posed, as in the pending bill,to tax distributions paid out of the same 1913 sur-
plus which in 1913 could have been distributed tax free? To do so would penal-
ize providence and conservative management and give reward to improvidence.

ARGUMENTS FOR PROPOSED TAX ON 1913 SURPLUS

The arguments in behalf of such change to existing law are clear and well
known. They have been repeatedly asserted in your committee and in the
Senate and in the House of Representatives. By its proponents it is alleged
that the stockholder is justly entitled to distributions tax free only to the extent
of the cost, or the value of his shares as of March 1, 1913 (a matter quite separate
and distinct from the proportionate part of capital and surplus represented by
such shares on March 1, 1913).

Especially it is alleged that persons who purchased their stock after March
1, 1913, should be thus taxed. Clearly, however, purchases since 1913 of stock
of corporations existing prior to that time have been made under the existing
laws recognizing the distribution, tax exempt to shareholders, of the capital and
surplus acquired before March 1, 1913.. The right of a shareholder to receive such distributions of capital and surplus
tax free is a property right. .
. If the right to receive, tax free, the proportionate share of 1913 surplus, is
not transmitted from buyer to seller, its value is lust. The seller, in substance,
therefore, must pay the tax to which the buyer will inevitably later be subjected.
It is impossible to tax the distributions of March 1, 1913, surplus at any time,
or under any circumstances, without destroying a property right, either possessed
by the owner of such stock on March 1, 1913, or lawfully acquired by subse-
quent purchaser.

AN ALLEGED "LEAK"

Neither the law nor social justice requires the -destruction of any property
right lawfully acquired. Section 201 (a), (b), and (c) of the existing law, revenue
act of 1921, has been described by some as providing a "leak." The said "leak"
is alleged to consist of the tax-free distribution to shareholders of capital and
surplus which was the property of a corporation on March 1, 1913. Similarly
in 1910 and 1917 It was said that a "leak" existed in the fact that corporations
were not taxed on that portion of their Income which represented the conversion
into cash or equivalent of the so-called "unrealized surplus" accrued prior to
March 1, 1913. This took the form particularly of an attack upon what has
since become known as the deductible allowance for "depletion' representing
the "fair market value" as of March 1, 1913, of property or assets acquired prior
thereto.
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MARCH 1, 118, THE DIVIDING POINT

The date March 1, 1913 has been definitely, established in the la and In the
practice of Congress as. the divldin# point between property and income for
purposes of Federal taxation. Earnings and profits and increase in value of
property accrued prior to that time have been considered as capital and not
subject to -tax, whenever, however, or to whomsoever distributed. Similarly,
earnings froi -profits and -rehlized increases in value ,of property accrued after
March 1, 1913, have been considered as income, and therefore taxable in
acordanoe with the law.

There is n way in which that, which on March 1, 1913, constituted capital;
may be subjected to tax without dolnp violence to this sound fundamental,
cardinal principle of the legislative polcy of Congress in defining the lawful
objects of Income taxation. No tax such as is contemplated in section 201 (b),the last clause thereof of he revenue act of 1924 and in (c) Is defensible in
terms of law, equity, or social justice. It is in direct conflict with the principlesadhered to since the income tax became operative.

PENDING DILL. MORE EXTREME THAN CORRESPONDING PROVISIONS OVEitwHELM-
INGLY REJECTED IN 121

But section 201 (c) of the pending bill goes even further than did the similar
proposals rejected In the enactment of the revenue law in 1921. In section 20
of the pending bill subdivision (b) provides in substance that when stock Ii

"sold" the price received therefor shall be balanced against the "basis of thestock provided in section 204;" 1. e., cost, or market value f the stock asstock
as of March 1, 1913. But subdivision (c) then prescribes that "liquidation '

shall be treated as a "sale" of the stock back to the cbrporatlon. In other words,
the only way In which a shareholder, no matter how long he has owned his
stock, can secure his share of the capital and surplus as of March 1, 1913, is forhim to "sell" his stock back to the corporation. If, however he does this he
would thereupon become liable to a tax on the excess of such distributions over
the cost, or the market value of the shares on March 1, 1913, whichever Is higher,
Under the rejected so-called Penrose amendment to the 1921 revenue act the
taxpayer would have had the choice of keeping hi v stock and being not liable to
tax on any distributions of March 1, 1913 surplus, or of selling it and bein iable
to such tax. Under the pending bill he has no choice. Because if he hods his
stock till liquidation he has to "sell" It back to the corporation-an ingenious
fiction-which compels the shareholder for purposes of this tax to "sell" his
stock whether he wants to or not, and thus become liable to a tax on "capital
gain" derived therefrom.

AN ILL.USTRATION oF RESULTS

To illustrate: A is a stockholder in a company organized in 1900. He bought
stock in 1900, paying for it $100 per share. By March 1, 1913, the corporation
had accumulated a surplus equivalent to $200 per share. The asset value per
share on that date therefore was $300. But the corporation had during the
intervening years p aid no dividends, or small ones, preferring to keep the earnings
in the business. The market value of the stock, as stock, therefore, on March
1, 1913, was only $150 per share, or one-half of its asset value of $300.

sgter March 1, 1913, an additional surplus was accumulated amounting on
January 1, 1924, to $100. Then the corporation goes into partial or complete
"liquidation" under the terms of the pending bill, section 201.

The result would be: First, the $100, representing surplus accumulated after
March 1, 1913, would be distributed, properly subject to tax. Then the $300
representing capital, and surplus accumulated prior to March 1,1913, would be
distributed. If this said capital and surplus had been distributed on February
28, 1913, A would have received the entire amount of $300, tax free. Now,

however, in 1924, he would receive tax free only $150 which represents the
market value of his shares as of March 1, 1913. The remaining $150 would be
taxed as a "gain" from the "sale" of property held for more than two years, or
at the maximum rate of 121 per cent.

In the light of the provisions of subdivision (c) which treats liquidation as a
partial or complete "sale," the shareholder is taxed on liquidating dividends
representing March 1, 1913, surplus to the extent Indicated, even though he may
have owned the stock without interruption from the beginning of the enterprise
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and could have had distributed to him, on or before March 1, 1013, the entire
amount of such surplus.
- Section 201 (b) and (c): of the pending bill, therefore, iv its effort tO tax surplus
earned or accumulated before March 1. 1913, Is -more drastic .eevn than. the
corresponding. amendment offered in the senate in 1921 and flatly-rejected on its
merits by the Senate after prolonged debate and by an overwhelming record vote
(October 19, 1921). .. ,. . .

For! reasons herein briefly analyzed there. should, we respectfully submit, be
eliminated from subdivisions (b) and (c), of section 201 those provisions which
directly or by implication subject to taxation, as "income". or' '!gain," distri-
butions representing any portion of surplus described in the act of 1921 and in the
pending bill as "earnings or profits accumulated, or increase in valu9 of property
accrued, before March 1, 1913." .

MOTION BY SENATEIN 2921. O SIMAR PROPOSALS BY VOTE) 0i60 TO 4

The Senate has consistently rejected on Its merits repeated proposals in every
form whatsoever to Invade, with income taxation, surplus thus acquired prior to
March 1, 1913, the date on which, it.the decision of the Supreme Court of the
United States, the Income tax law became effective. This policy was confirmed
In 1916, 1917 and 1918.
I. The provion. quoted below. as. having been introduced by the Committee
on .Finance in the.1921 revenue bil, aud,subsequently ,rejected, had been pre-
viously offered in the. Ways aqd eans. Committee- not, by members of thatcommittee, but by its advisors, and flatly rejected by that committee. In
consequence, the.1921 revenue bill as reported to the Senate, held distributions of
March 1, 1913, surplus as inviolate.

The amendments at that time rejected by the Ways and Means Committee
was later In 1921, in substance, offered to the Committee on .Finance, not by a
member thereof but by its advisors. It later reported out such amendment to
section 201, as follows:

"Any distribution (whether in cash or other property) made by a corpora-
tion to its shareholders or members (1) otherwise than out of earnings or profits
accumulated since February 28, 1913 or (2) on a bona fide liquidation of the cor-
poration, shall be treated as a partial or full return of the cost to the distributed
of his stock or shares. Any gain or loss realized from such distribution or from
the sale or other disposition of such stock or shares shall be treated in the same
manner as other gains or losses under the provisions of section 202."

The effect thereof would have been to hold liable to tax, distributions of 1913
surplus even to stockholders who had held their shares continuously since before
March 1, 1913. Strong objection thereto was registered in the Senate. Mem-
bers of the Committee on Finance had varying views of the substantial meaning
and effect of that amendment. Upon request of the then chairman of the
Committee on Finance the amendment was rejected In the Senate on October
12 1921.
in its place was presented another, the so-called Penrose amendment, which

would hold shareholders liable to tax on distributions of March 1, 1913, surplus
only if they sold the stock, but not if they retained it until final liquidation.
is amendment, described in the Senate as being 85 per cent as comprehensive

in terms of probable revenue therefrom, as the original amendment which had
been rejected, provided that tax-free distributions, under the provisions of sub-
division (b), "shall be applied against and reduce the basis provided in section
202 for the purpose of ascertaining the gain derived or the loss sustained from the
sale or other disposition of the stock or shares by the distributes."

After prolonged debate, on October 19 (pages 6474 to 6488 of Congressional
Record), this second amendment was rejectedby a vote of 56 to 12.

On November 4, 1921, was offered the following amendment to subdivision (b):"Where the distributee has acquired his stock or shares since February 28, 1913,
the amount so distributed to him shall be applied against and reduce the basis
provided in section 202 for ascertaining the gain derived or loss sustained fromthe sale or other disposition of such stock or shares."The declared purpose of this amendment was to confine the tax on distribu-
tions of surplus accumulated before March 1, 1913, .to thos' only who had
acquired their stock after Februai'y 28, s r913. 1

Before vote thereon was taken this amendment was further. amended bylimiting the tax-liability to those who acquired their stock after the passage of
the 1921 act. This was done without a record vote.



Immediately. theeafter, on November 4,., 1921,, following .protro.ted publi
debate the Se.y., , a .c.ord yote of 62.to 4, rejected, he proposal to tax
shareholders on 'ls&trutigns of. .March 1,, 191, suplus even In those eases
wheri'nl the .tqc, .Was.aq=Wred after the revenue law of 1921 became 4ective.

r A more comp.ee, con frmation of the pollcy of holding as tax-exempt! -earnings
profits accumulate , orjareaw..ln value ofpropert, accrue i bef6r March 1,

1013,," irrespective sE when, ,ow, or. to whomseover. distributed, has been rarely
accorded. by, so near unanh=tu action.

Iiiae t this action confirmingthi e previous consistent prActice of
Congress resulted from comprehensive publg debate in the Senate of, this Issue
on its merits. Its merits have not clged since. 1921.

We respectfully submit, therefore, concerning the revenue act of 1924, aspendin :,., ,. -. . . .. ,; . . ! . -

(1), t Subdivision (b), section 201, should. remain, In substace, as in the
present law,.revenue ot of 1921.

(2) That subdivision, (c) should; be mod1find in such manner as to tax as"gain".frdmn. the.ae of property (stock) (not as "dividqnde") distributions In
liquidation *ofsurplui,, and. then only to. the extent. of surplus accumulated since
March 1; .1913 (see tohe..(3) That in' subdivson .(t, section 201, word !'includes!' should be
changed to theword' "means." . '

(4) That if the last sentence of subdivision (b), section 901,'of the revenue
act of 1921 is not ample to prevent evasion or misuse of the tax-exempt distri-
bution of March 1, 1913, surplus, then it be.extended in such manner as may be
necessary to accomplish that result: Provtded, That it does not-which is not
neceasary-seek such just result by the unjust act of subjecting that which was
capital, or principal, in the hands of the corporation itself on March 1, 1913, to
income tax when the same capital, or principal, is distributed in the form of
liquidating dividends or otherwise to the owners of the corporation, its individual
shareholders.

* Respectfully submitted. JON W. BLODoETT,

President.
WILsoN COMPTON,

Secretary and Manager.
NoT.-Subdlvision (c) of the pending bill (H. R. 6715) as. referred to the

Committee on Ways and Means, provided that distributions in complete or
partial liquidation should be "treated as in part or full payment in exchange for
the stock."

In the case of stock held for two years or more the gain thus derived, if an
would be taxable at a maximum rate of 121 per cent, as a "gain" from the sale,of prprty

on e frm as amended in the House and as referred to the Committee on
Finance, this principle also has been abandoned. The meaning and application
of the five provisions of Section 201 (c) of the bill are as follows: ..

The first provision (sentence) thereof (lines 4 to 8, page 5) means that "liquida-
-tion" constitutes a "sale" of property (stock) to the corporation.

The second provision (sentence) thereof (lines 8 to 11 means) that the "gain or
loss" shall be determined by deducting from the amounts received in the form of
liquidating distributions, the cost of the property (stock), or if the property
(stock) was acquired before March 1, 1913, then the cost, or market value as of
that date, whichever is higher.

The third provision (sentence) (lines 11 to 15) is a part of an amendment added
in the House. It provides, in substance, that although the "gain" is derived
from the sale of property (stock) it shall be taxed, not as other gains from the
sale of property are taxed (I. e., at a maximum of 121 per cent) but "as a divi-
dend" to the extent to which such distributions represent "earnings and profits
of the coipgration accumulated after February 28, 1913". TO this extent, there-
fore. although the gain, If any is, computed aM a gain from the sale of property
(tock) At is taxed not as apgin from the sale of pro erty, but "as a dividend,'.

1 e at surtax rates in place of a maximum rate of 1% per cent.
. The inequity of this.treatment is obvious. . It is directly in conflict with the
Action of the Committee on Finance in amending subdivision 8 of section 208,
which defines the term "capital assets" for purposes of the. "gain tax". Under
th'e present provision of Subdivision (o), section 201 a corporation's earnings and
profits accumulated over the'entire ten-year period since. 1913, if distributed in
partial or complete liquidation, would be taxed at surtax rates just as though'
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they were the earnings and profits'of a single year. The inevitable effect thereof
would be to put tax-payers who belong in low tax-rate classes Into high, 'or even
the highest, surtax classes with repeat to such distributions.'

The fourth provision (sentence) (lines 15 to 17, alid a Houe 'amendment)
states that the "remainder, if any," of the "gain" detetniined Under the second
sentence of subdivision (c) shall be taked as gains from 'th e sal oi' exchange of
anv other kind of property included within the "capital'assets", I. 6.; ait.A capital
gain rate of a maximum of 121 per ceit. Where would t0e "remainder, if
any" referred to in this provision come from? From twopossible sources:

First. From "increase In value of property accrued" after Maich 1, 1913, as
contradistinguished from "earnings or profits accumulated" during the same
period. I ., I

Second. From capital, or surplus accumulated before March 1 1913, to the
extent to which distributions thereof would be subject to tax under the second
sentence of subdivision (c). If the property (stock) had been held'for two years
or more the tax would be at a maximum rate of 121 per cent. If for a shorter
period, it would be subject not only to the surtax but to the normal totx, inasmuch
as the corporation in that ease would not already have paid the latter. With
respect to that portion of the "remainder" which represents accumulations.
since March 1, 1913, the propriety and fairness of the tax (as a "gain" aid subject
to the "gain tax" rate) are obvious. With respect to its contingent application
to surplus accumulated before March 1, 1913, or to any portion thereof, its
impropriety and Injustice are equally clear.

The fifth provision (sentence) of 'subdivision (c) Is procedural, not substantive,
and refers to the administrative treatment of distributions "in partial liqui-
dation."

DISTRIBUTIONS OF SURPLUS ACCUMULATED AFTER MARCH 1, 1913

It seems clear, with respect to distributions in liquidation, made out of surplus
accuniulated since March 1, 1913, that the purpose of the framers of the bill was.
to subject them to the "capital gain" rate. For that purpose, as stated, liqui-
dation is treated as a "sale" of stock by the shareholder back to the corporation.
This permits corporations to distribute in liquidation in a single taxable year,
surplus representing earnings made over a period of years, without subjecting
the distributed, or individual shareholder, to the high surtax rates which other-
wise would result from distributing several years' earnings in a single year. It is
a fair provision, fair to the taxpayers, large and small; and affording propor-
tionately greater relief to taxpayers normally in the lower brackets.

The Committee on Finance has recognized this in its recently announced
amendment to section 208. Consistent therewith it should eliminate the House
amendment to subdivision (c), lines '11, to 17 thereof, on page.5. The effect of
such elimination would be to leave liquidating distributions, to the extent to
which they they are taxable, subject to the "capital gain" rate. To treat them
otherwise would be inconsistent with the basic conception of the bil in that
particular, and with the committee's action on section 208, subdivision 8).

RESOLUTION OF THE AMERICAN PAPER AND PULP ASSOCIATION, NEw YoRK, N. Y.

NEW YORK, April 1, 1904.

INCOME TAXATION OF DISTRIBUTIONS OF SURPLUS (INCLUDING EARNINGS OR.
PROFITS ACCUMULATED, OR INCREASE IN VALUE OF PROPERTY ACCRUED, BEFORE
MARCH 1, 1913)

To the honorable Mtembers of the Committee on Finance of the Senate of the United
States:
Whereas the paper industry of the United States, using as it does the products

of timberlands in the manufacture of 95 per cent of all the paper manufactured,
has invested from its undistributed earnings in the years prior to 1913 con-
siderable sums in timberlands, as well as In plant equipment; and

Whereas the cutting of such timber and the manufacture of forest products
Into the finished product involves the fiquidation of the surplus which has been
invested: Therefore, be it

Resolved, That the American Paper and Pulp Association, the central organiza--
tion of the paper Industry of the United States believes that the enactment of
proposed legislation, In section 201 (b) and (c) for the Income taxation of distri-
butions to shareholders of surplus (including earnings or profits accumulated, or-
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incr in value f property .ci.*ued before March 1, 193) 4,d, the ol#Wal
capital Investment would cbfiinttute in unJust'penalty on.th.at ianufacturer or
corporation which had shown stflceit fordslgtto esta0sn a reserve of raw-
material for future consumption in its mills.

THE AMERICAN PAPER AND P'UL AssoCiATON,".
HENRY W. STOKES, President.

BRIEF 'OF ORIENTAL TgA1i)ING :COMPANYP'WiONA, MINN.
'

FEBRU6ARY, 24,1924."
Hon. HENRI SHIPSTEAD,' Waeshington' D. C. "

DEAR SENATOR: The press reports that the House of Representatives have
amended the tax bill now before it providing for a higher rate of:tax upon earnings
from stock issued in the form of stock dividends, than upon regular paMd up stock.
This provision appears to have mqreit so far as very largQ business is concerned,
but as it applies to the small corporation:it i very likely to, and will in my opinion,
prove a very serious handicap.

Take my little business as an example, and there are many more like it. Mi
company was incorporated about three and one-half years ago with $11,000 paid
up capital, all of which I own with the exception of two shares.- I borrowed the
money upon an indorsed note to start with and it is not all paid back"' By 'close
operation and doing most of the work myself the company.has made a profit, but
not until last year did it pay a dividend. The earnings have been allowed tq
accumlate as a surplus in the hope of building up a working capital that would
permit carrying stocks. It was found that the company would be considered-a.
better risk and have a better standing with concerns with which it did business
if it could show a larger paid-up stock; therefore, it was decided last year to
declare a stock dividend of $7,000 payable out of the surplus.. It actually meant.
nothing to the company but a book transfer of the three and ,oue-half years'
accumulated surplus. ' .

Now the Government proposes that this small company of mine should pay
a higher tax on dividends declared upon this stock dividend than upon the stock I
purchased with borrowed money. Does that appeal, to you as being reasonable?
Had the stock dividend not been declared and the surplus remained intact it,
would have meant that the dividends on the original $11,000 would have been
larger, possibly, than where it is distributed over this amount plus the stock divi-
dend. It is merely a matter of bookkeeping, so far as I can see, and if a company
tries to increase its capital by holding onto the profits instead of selling stock to
the public it is to be taxed more than otherwise. It is to be taxedmore than stock-
selling companies many of which are created only to rob the public. It is all
wrong so far as the small company is concerned, they should have an opportunity
to grow and place themselves in a position where some day they can be a sound
business enterprise and compete successfully with the larger concerns doing busi-
ness in the same line. It is the growing small companies that help to prevent
monopolies and keep down prices.

Why not make this feature of the bill apply to only the large business interests
by exempting small corporations, say under $100,000 capitalization and then
graduate it up to the $1,000,000 concern. It is the big fellows, that accumulate
unreasonable surpluses by excessive profits, that are the ones the Government
should strike and not the growing concerns that will aid in giving them compe-
tition some day and making them keep prices within reason.

It is the same with the corporation tax the small concern being allowed the
same exemption and taxed at the same rate as the million dollar concern.

A large concern with its great volume of business and consequent lower over-
head can do business with a much larger margin of profit than the little fellow.
But still they are both taxed 121 per cent on their profit. It means the larger
grow larger and the smaller stay where they are or grow so slowly that they
can not become a sufficient factor to worry the big boys or prevent them from
gouging the public. One of the prime requisites of to-day in the interest of the
people is the stimulating of competition, but the Government's tax policy is to
suppress the smaller corporation by placing them on the same basis as big busi-
ness. Why not graduate the corporation tax the same as the income tax or make
a larger exemption for the small corporation? If it is considered that 121 per cent
is a reasonable tax for big business and will not cripple it, then why not cut the
tax for the smaller concerns possibly under $100,000 paid up capital and working
it down to the $25,000 company?
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OUQOMSTIONS VO1 cXPAgIFYING THE PROVISIONS OF SUBDIVISION (D) OF SECTION
201 OF THIS PROPOSED REVENUE ACT OF 1 , RPJFERRING TO CAPITAL DISTRI-
BrIONS BY CORPORATIONS.

,TO the honorable: Members of the (Jommittee on Finance of the Senate of the United
State&:. . .

The'repoft of'the Committe on Ways sid Means of the Hou)e of Repre6enta-
ties on the pendifh: revenue bill; H. R. *6715, and also the statement of the
changes made in the revenue act of 1921 prepared for the use ofyour honorable
committee, contained 'the'folloving statement concerning section 201 (d):
. "SubdiVibion (d) of the bill corresponds to subdivision (c) of section 201 of the
existing law. 'This' subdivision provides that amounts distributed by a corpora-
tion which 'do not constitute dFstributions of earnings or profits or increase in
value of 'property accrued prior to March 1, 1913 (such as distributions out of
inrealiied appreciation in value of property or out of depreciation or depletion
reserves), constitute a return of ca italto the stockholders and are taxable to
him only if as, and to the extent t t they exceed the bAsis of his stock. It is
specifically provided that the amount by which such distribution exceeds that
basis of the stock constitutes taxable income, which provision accords with theTreasury Department's interpretation of the present law."

We, there ore, respectfully offer for your consideration the following amend-
ment which we believe represents the evident purpose and intent of the law.

Add to section 201, sublivision (d), the words "This provision shall apply to
distributions from depletion or depreciation reserves not otherwise provided for.
The section, subdivision (d) j willead as follows:"(d) If any distribution (not In partial or complete liquidation) made by a
corporation to its shareholders is not but of increase in value of property accrued
before March 1, 1913,"'and is not out of earnings or profits, then the amount of
such distribution shall be applied against and .reduce the basis of the stock
provided In section 204, and if In excess of such basis, such excess shall be taxable
it the same mariner as a gin from the sale or exchange of property. This

provision shall apply to distributions from depletion or depreciation reserves
not otherwise provided for."

The purpose is to clarify the law so that every distribution from' depletion
and depreciation reserves is to be treated as in part or full payment In exchange
for. the stock.

The act recognizes three bases for depletion (see section 204, subdivision c):
First. Cost.
Second. Market value on March 1, 1913; or
Third. Discovery value after March 1, 1913. In the second and third cases,

such market or discovery value' is only recognized when in excess of cost.
- Congress in this way postulated that In the mining- industry, the cost or
or value of the discovered ore body, whichever Was greater, was capital to the
oWner, and should be treated as such for tax purposes.

But while the principle that the depletion base, discovered value or cost,
whichever is greater, is 'a capital asset has' received full recognition, the treat-
ment of distributions from this base is full of ambiguities and confusion.

The subject may be viewed from' two points: (1) Individuals or (2) cor-
porations:I For Individual owners reserves for depletion on all bases are nontaxable and
the annual amount representing the aliquot part of this base extracted each
year is a deduction in determinlg taxable income. • '. Alike to the purchaser or discoverertbefore or after March 1, 1913, this deple-
tion bAse is not taxable either for normal ta xes or surtaxes. In' this respect
the 'law conforms exactly to the intention of Congress and: so' recognized the
principle that ore reserves are the owner's capital.

For corporations, on the other hand,' if the individual holds title to the mine
through a corporation, the treatment of depletion is eonfuded and unsatisfactory.
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%While the corporation is permitted yearly-a. deduction-from It. taxable -ineome
representing the depletion on any of the three bases, yet when distributed to
the stockholders who are the ultimate beneficiaries the Ilaw, the -regulation,
and the courts lay down-no clear rules. :There.is no.clear or definite provision
in any of the acted nor in theproposed bill that distributions from such depletion
reserves asre capital distributions.

The Ways and Means Committee 'in its report to the House of Representa,
tives on this bill has stated that distributions. from depeltion and depreciation
reservesiwere to be so considered. ..

It is the object of the present amendment to. the proposed act, to -make the
wording of the law conform to what is Its thus stated purpose., If owberibip
in corporate form is not to be discriminated against, the act should be so clarified.

Let us examine the subject more critically.:, The distinction between Ycapital
and income and the concomitant distinction between capital gains and ordinary
current income has only gradually emerged in the law. .

But it now is fully established as sound economics, and caplt~l gains are
ser. acted from ordinary income and taxable on a different base.-

Ths principle should be carried into the treatment of. distributions by! cor-porations to their stockholders, and the act should clearly recognize .thia in

0heir hands distributions from depletion reserves-are capital.distrbution. ofthe same kind as the receipts on & sale of share stok,.

The prior revenue law (1921).and the proposed bill,-whfle:expreang.tldtprinclple:in ,part; fail In" many respects. ,The. resultant' nconsistency comes
not only from the: failure to :apply, the. principle that discovered .ore deposits
of the owner are his capital, but a confusion" between the corporation's capitalbase and that of the stockholder.

The corporation's capital base is the value of the ore~ deposits or cost,whichever is greater. The stockholder's capital' base Is the value, of his stock

on March 1, 1018, or cost if acquired after that date&All distributions by the corporation permitted to be made from capital bnes
should be treated as capital receipts by the stockholder as on a sale of his stock.We will not take te to int out what confusion on this subject existed in
the prior laws and the decisions thereunder. .It will suffice to examine the
proposed act.••

In it there is a definite attempt to place distributions to stockholders on the
sound basis above indicated. Buit thi is very imperfectly carried out, as weshall show.

First. As to distributions fromt a depletion reserve based on cst., There is no
provision in the act that these are to be treated by the stockholder as capitaldistribution. While it is true that subdivision (c) of section 201 provides that
amounts distributed in complete or partiall liquidation of a corporation" shall
be treated as in part or full payment In exchange of the stock " there is no
definition of the term "partial liquidation of a corporation." Section (g) seemsto require that it be accompanied by a partial 'cancellation or redemption"
of stock. Yet neither custom nor the law requires mining corporations making
distributions from depletion reserves accompany them by a corresponding stockreduction.

Under the decisions of the Supreme Court-Goldfield Consolidated Mines Co.

v. Scott, 247 u. . 146; Stratton's Independence v. Howbert, 231 U. o. 399; Van
Baumbach,,,. Sargent Land Co., 242 U. S. 503;Stanton v. Baltic Mining Co., 240
U. 5. 103; U. S. v. Biwabek Mining Co., 247 UT. S. 116--it is extremely doubtfulwhether a distribution from a depletion reserve of a cororration unaccompanied
bIna anrthd n the UnitedStes dIstrit Court for the Southern District

of New York(Douglas v. Edwards, 287 Fed. 919), the court held that depletion
dividends enot so accompanied by a stock reduction could not be treated
as partial liquidation. The appeal to the circuit court of appeals has not yet
been decided.This confusion and uncertainty In the bill should be removed, and It should

be made clear that such distributions are capital receipts.Second. In the case of distributions from depletion reserves based on discov-
eries subsequent to March 1, 1913, the act Is ambiguous. It is plainly the inten-
tion of Congress to give to the discoverer of a mine the value of the ore deposit
discovered as capital.

Congress. recognized that In the hunt for new mines the industry, through the
prospector, wasted untold sums and efforts. These, .althou h unrecorded, are
capital cost to the industry of the final discovery, and to maintain the industry
the discoverer must be lroportlonately rewarded. To treat, therefore, the
entire discovered value of taxable profits would be to ignore what has gone before.
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These unrecorded expenses of the unsuccessful efforts are properly chargeable
against the successful enterprise when finally ore is found. *

In large measure the excess value over actually recorded, costs of a particular
discovery represented this untold and unrecorded capital expenditure made in
attempting to find ore elsewhere that came to naught. It was but just, there.
fore, that in recognition of this the excess discovered value should be capitalized
and so treated for income tax purposes. The granting of this by way of depletion
was a clear recognition by Congress of this fact.

As already pointed out so far as the individual owner or discoverer is con.
earned the Intention of congresss has been carried out. But in the case of the
individual viho holds title through a corporation, the law fails to recognize this.
It is the ultimate and beneficial owners of the corporation who should receive
the fruits of the discovery as capital.

It is not at all clear under the present law that this is done. The department,
in a ruling under the old law, has held that it was not done, but that such dis.
tributibns are ordinary dividends in the hands of the stockholder. We submit
that this was not the intention of Congress and it did not intend to pass a law-
so discriminatory against the corporate form of organizations.

This ambiguity should be corrected so that any distribution of the discovery
value to the ultimate owners is treated as a capital gain.

It Is the failure to recognize that the stockholder is the ultimate owmer and
entitled to the benefits of the discovery provision that is responsible for4he con-
fusion in the act. Of course, the correct basis would be to allow to eia~stock-
holder his proportionate depletion based upon the cost or basic value to each
individual of his stock. If stockhblder A bought stock for $25 per share and B
for $50 and C for $100 C should have four times the depletion of A and twice
the depletion of B, and B twice that of A, because this is their capital invest-
ment. 'This, however, would be impractical as it would require that depletion
should be separately determined for every stockholder. But Congress shouldendeavor, as far as possible, to approximate this.

The suggested amendment to the act does this: We are not asking that dis-
tributions from depletion reserves be made tax exempt as in thu case of the
individual owner or discoverer. We are only asking that they be treated as
capital distributions to the amount of the capital invested bv each stockholder
in the stock, and after that, subject to the ordinary tax or that on capital gains,
as the case may be.

In the case put, A, who bought in early, probably before the discovery, would
only receive capital distributions up to the amount of $25 per share, the excess
to be taxable. B and C, on the contrary who bought in after the discovery was
par tialy made or fully completed, would only have to pay taxes on the excess
of the depletion distributions over the cost of the stock to them. This would
be but affording a fair and just basis for depletion distributions of corporations
and would in each case in the hands of the stockholder subject "them to a tax
when in excess of the capital Invested.

Unless the law is clarified in this respect, gross injustice and inequity will be
perpetrated on stockholders who have purchased stock in a mining company
after its ore bodies are completely developed, and gross discrimination against
the corporate form of modern business enterprise. Otherwise, after such a
company has distributed its current earnings in excess of depletion, its depletion
distributions to the stockholders, although out of the company's capital, wil be
treated as ordinary dividends and taxed as such, and the stockholder will be
paying on what are in reality distributions to him of his capital. When these
distributions have been finally completed, the entire capital assets of the com-
pany will be paid out and there will be nothing remaining in the company but
the bare shell.. Yet the stockholder has paid taxes on them all as ordinary
income.

Under the proposed amendment no stockholder would be entitled to receive
as income taxable, more than tie actual cost to him of his stock, thus avoiding
the inpustice and inequity pointed out above and approximating depletion dis-
tributions to the true bases.

Respectfully submitted. AMERICAN MINING CONGRESS.
- PAUL ARMITAOE

Chairman General lax Committee.
McK. W. ,KPIEGH,

Chief, Tax Ditision.
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BRIEF OF THE COMMITTEE OF BANKING INSTITUTIONS ON TAXATION

RECOMMENDATIONS FOR CHANGES IN OXRTAIN ADMINISTRATIVE PRATURIS dr THA
PROPOSED .RVENUE ACT H. R. 6715, AS SET FORTH IN TE COPY Of THE ACT IN
THE SENATE OF THE UNITED STATES

To the COMMITTEE ON FINANCE,
Uits Slate. Senate:

The Committee of Banking Institutions on Taxation hereby transmits redom-
mendations and suggestions with reference to certain administrative provisions
of the proposed revenue bill (H. R. 6715) as follows:

INCOME TAX-TITLE II

(1) Section 202, subdivision (e), with reference to installment sales does not
clearly define such sales, and in view of the various regulations which have been
Issued it is suggested that an "installment sale" be defined in the law in order to
clarify and assist In the administration of these provisions.

(2) In section 208, subdivision (a), paragraphs (8) vnd (6) the wording Is con-
fusing. It is recommended (that the word plus" ad it appers in both para-
graphs be changed to the word "and."

(3) Section 216, subdivision (e), provides for the exemption for a nonresident
alien individual. In view of the ruling (see Internal Revenue Bulletin for
July 10, 1922, p. 4, Ruling I. T. 1390, also in the Cumulative Bulletin for Decem-
ber, 1922, p. 148) with respect to the exemption allowed to husband and wife,
it is recommended that this subdivision should clearly state the application of the
exemption to a nonresident alien individual who is married and living with hus-
band or wife whether joint or separate returns are filed.

(4) Section 219, subdivisions (g) and (h), propbsing to tax revocable and dis-
cretionary trusts to the grantor are apparently retroactive in effect. It is sug-
gested that if it is deemed expedient to tax such trusts, in the manner therein pro-
vided, a definite date be stated which will eliminate the retroactive feature of
these provisions, In justice indfairness to such bona fide trusts as may be already
established, and will simplify the administration of the law.

(5) Section 226, subdivision (b), is doubtless intended to exclude from the
annual basis the two returns made by the executor or administrator for the por-
tion of the year during which a decedent was living and the other for the balance
of the year for the estate.

It is recommended that subdivision (b) should clearly set forth that such
returns by an executor or administrator do not fall under the application of the
annual basis method and a clarification of this section will be In line with the
existing court decision if a clause is included which clearly excludes executors or
administrators making returns for a decedent and his estate from the requirement
of making a return for a portion of a year on annual basis.

(6) Section 256 provide for Information at the source on payments of $1,000
or over. As now worded it may be uncertain in the interpretation of its applica-
tion when ownership certificates are not required.

It is recommended that section 256 be so worded that in those cases in which
ownership certificates are not required it may be clearly left to the discretion of
the commissioner whether or not and in what case information returns of pay-
ments equal in amount to $1,000 or more are to be required. Such a provision
will facilitate the administration bv the elimination of a vast amount of un-
necessary detailed information which the Treasury Department now feels com-
pelled to require.

(7) Section 274, subdivision (a), makes no provision for a local hearing on an
assessment before the appeal to the newly established tax board of appeals.
A provision for a preliminary hearing will greatly facilitate the operation of the
law and will lessen the number of appeals as well as enlighten the taxpayer as to
the basis for which an appeal may be made. It is suggested, therefore, that sec-
tion 274, subdivision (a) should read as follows:

"If, in the case of any taxpayer, the commissioner determines that there is a
deficiency with .espect to the tax imposed by this title, the taxpayer, except as
provided in subdivision (d), shall be notified of such deficiency by registered mail.
The taxpayer may then obtain a preliminary hearing before the proper official for
the purpose of adjustment or readjustment, and if such adjustment be not satis-
factory may, within sixty days after notice of decision on such hearing, file an
appeal with the board of tax appeals established by section 900."..
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Such a provision will eliminate the necessity of numerous appeals on account
of clerical errors and omissions and in a multitude of cases will economize both
time and expense for the taxpayer as'well as the administration.

(8) Section 275, subdivision (a) is not clear inthe analysis of Its expression or
its intention. It is uncertain what the taxpayer's rights may be under this
provision. It is suggested that this subdivision be clarified in its intent and
expression.

(9) Section 276, subdivision (c), proposes a penalty by collecting interest
at the rate of 5 per cent per annum In the case of estates of incompetent, deceased,
or Insolvent persons in certain cases of delinquency. .

Heretofore the revenue acts have expressly relieved such cases from any
penalty or interest, and the provisions of this paragraph which apparently are
to be applied without discretion may work great hardship in many cases. It is
most common in just such cases that a delay is essential in view of the difficulty
of obtaining the information necessary for a final preparation of returns. We
therefore urgently recommend that these provisions be omitted as heretofore.

(10) Section 279, subdivision (a), makes provision that no claim for abate-
ment may be filed unless accompanied by a bond. In viewof the difficulty of the
adjustment of many minor claims such'a provision requiring a bond will produce
numerous complications and extreme difficulty and unreasonable expense for
many taxpayers. There are countless cases which are apparently clear and
simple in their application and many cases which are due to clerical errors for
which the requirement of a bond will produce an additional burden which is
incommensurate with the amount involved.

It is recommended that the requirement of a bond be left to the discretion of
the collector as in the existing law.

(11) It is recommended that subdivision (d) of section 279 should be eliminated
for the reasons set forth in the recommendation No. 10 above.

(12) Section 281, subdivision (d) provides for the refund or crediting of a
tax which has been declared illegally collected by the Supreme Court. It is
provided that the refund shall be made if a claim therefor is filed by the taxpayer.

It is recommended that this subdivision be amended by the insertion of the
words "or withholding agent" after the word "taxpayer," so that it will read "if
a claim therefor is filed by the taxpayer or withholding agent within four years,"
etc. This will facilitate the adjustment in any case where the withholding agent
may have paid such a tax on behalf of the actual taxpayer.

(13) Section 281, subdivision (e), provides for the refund to the withholding
agent of the tax withheld under sections 221 and 237 when there has been an
overpayment of tax.

It is recommended that this paragraph be reworded so that it may clearly
cover-the refund to the withholding agent,.who is acting for the debtor corpora-
tion, of the amount of tax paid at the source on tax-free covenant bonds. The
paragraph as it now reads may possibly not be construed to cover such cases,
and it is suggested that it should read as follows:

"(e) When there has been an overpayment of tax with reference to the tax
paid at the source on tax-free covenant bonds under section 221 or 237 of this
act, any refund or credit under the .provision of this section shall, upon a duly
executed claim by the withholding agent or the debtor corporation, be refunded
or credited to the withholding agent or debtor corporation."

ESTATE TAX--TITLE III

(14) Section 303, subdivision (a), paragraph (1), contains a provision with
reference to the deduction of claims, mortgagesp, or indebtedness which were
incurred or contracted bona fide and for a fair consideration in money or
money's worth. There are many cases where the proof of such a condition is
practically impossible, although from all attending circumstances there is moral
certainty that the requisite conditions obtain. The burden of proof under these
provisions falls upon the executor and is obviously unfair in its administrative
application. It Is suggested that section 303, subdivision (a), paragraph (1), be
changed to read as follows:

"(1) Such amounts for funeral expenses, administration expenses, claims
against the estate, unpaid mortgages upon- or ay indebtedness in respect to
property (except in the case of a resident decedent where such property is not
situated in the United States), unless the attending circumstances prove that
such claims, mortgages, or indebtedness were not Incurred or were not contracted
bona fide and for a fair consideration, losses during the settlement, etc."



(15) Section 303; Subdivision (a), paragraph (2), ua uestionbly dads cVot
intend to place an estate tax on the same property within five yeas , but It does

not make definite provision for certain contingencies&a inthe Case of a 1onior
Aj, who gives to B, whether or not In contemplation ol death, and B dies and the
gift is included in B's gross estate. If A subsequently dies within' five years of
his gift to B and obviously within five years of B's death, then A's estate may
be taxed again on the gift made to B which was previouslyincluded in B's estate.

It is recommended that section 303, subdivision (a), paragraph (2), be moflid
to read as follows: ). p ho

"(2) An amount equal to the value of any property forming a part of the gross
estate situated in the United States, which has been included in the gross estate
of any person who died within five years prior to the death of the decedent,"
where such property has been received by either decedent from the other decedent
b' gift, bequest, devise or inheritance: Provided, That this deduction shall be
allowed only where an estate tax under this or any prior act of Congress was
paid by or on behalf of either of the decedents and only in the amount of the value
placed by the Commissioner on such property in determining the value of the
gross estate of the prior decedent, and only to the extent that the value of such
property is included in the decedent's gross, estate and not deducted under
paragraph (1) or (3) of subdivision (a) of this section;"

(16) Section 313, subdivision (c), contains a provision which imposes upon
a distributed of an estate a lien for any deficiency in the amount of tax which
may subsequently be found due. For the purpose of equitable apportinment
and simple justice in administration we suggest that this paragraph be modified
to provide that no such tax shall be levied upon any distributed beyond the
extent of the proportionate part of the tax which would naturally fall upon his
or her proportion of the distribution. It is recommended that section 313, sub-
division (c) should read as follows:

"1(c) The provisions of subdivision (b) shall not operate as a release of the
gross estate or any part thereof from the lien for any deficiency that may there-
after be determined to be due while title to such gross estate, or any part thereof,
remains in the heirs, devisees, oir distributees: Provided, however, That such heir,
devisee, or distributee shall not In any event be held liable for any greater ropor-
tion of such additional tax than his or her distribution is of the total distribution:
Provided further, That if the title to any part of the gross estate has passed to a
bona fide purchaser for value, etc."

GEORGE C. HENCKEL,
MORRIS F. FREY,
FRANKLIN CARTER, Jr.,

For the Committee of Banking Institutions on Taxation.

BRIEF OF THE NATIONAL COAL ASSOCIATION

COMMENT AS TO THE RETROACTIVE PROVISIONS OF PARAGRAPHS (7) AND (5) Or
SECTION 204 (A) OF THE PROPOSED REVENUE ACT OF I924

To the honorable members of the Senate Committee on Finance:
The retroactive features of section 204 (a) (7) of H. R. 6715 are unjust and

confiscatory. Unjust because they do not keep faith with the taxpayer in chang-
ing, adversely to the taxpayer's interests, regulations upon which he has been
brought to rely in connection with transactions entered into in good faith in
former years, which transactions were fostered by the law and regulations then
in effect; confiscatory because by reason of change in the ownership of stock the
present owner may be compelled to suffer an investment loss through no fault
of his own by reason of the fact that retroactive legislation has changed the basis
of depreciation and depletion allowances and made the usual redemption of
capital impossible in the corporation in which he holds shares. This change
must necessarily impair the value of his interest in case of sale.

If taxes are to be accepted willingly and borne patiently, business should know
in advance of any business transaction what the ultimate tax on such a trans-
action will be.

Section 204 (a) (7) reads as follows:
*"If the property was acquired after December 31, 1917, by a corporation in

connection with a reorganization, and immediately after the transfer an interest.
or control of such property of 80 per cent or more remained in the same persons



.PPBNDIZ

or any of them, then the basis shall * * * be the same as it would be in
the hands of the transferor. *. * *". 'A consistently uniform legisfltive policy has in the past limited the retroactive
features of income-tax legislation to the beginning of the calendar year in which
It was enacted. This is well illustrated by the fact that the change brought
about by the revenue act of 1021 with respect to "wash sales," a measure Intro-
duced to stop evident evasion of tax, was effective, not retroactively, but dating
only from the date of passage, November 23, 1921, although the act in general
became effective almost 11 months earlier, or on January 1, 1921 Similarly,
provisions with respect to gifts became effective only after the passage of the
act and did not attempt to penalize the recipient of the gift by applying at a
later date a tax 9f which he could not be aware at the date of receipt of the gift.

It was apparently the policy of the Congress in the passage of the 1921 act to
recognize the principle that a tax laid retroactively was unfair even in cases such
as those just cited where the evident intention of the transactions was to avoid
taxation. It would seem, therefore, that corporations which sought merely to
obtain the benefit to be derived through a recognition of the economic or fair
market value of property by means of reorganization or consolidation and thereby
place themselves on an equal footing with corporations organized later, should
not be hampered by retroactive taxation.

As related to the coal mining industry, corporations organized within recent
years have been capitalized on a basis per ton of annual production frequently
several times greater than that of those organized in earlier years. Consequently
deductions permitted for depletion and depreciation were much less than the per
ton allowances made to corporations of later organization. In the sale of a
mineral product the capital itself is sold or depleted. The fund reserved for the
de lotion of the mineral would return only the cost, or at best the March 1, 1913,
value. To continue in the mining industry, additional coal reserves must be
obtained. The replacement cost of reserves to take the place of acreage exhausted
Is usually greatly in excess of the cost of those being depleted. Because of im-
proper accounting practice many corporations own physical assets greatly in ex-
cess of the values set up on the books' based on cost. Through natural apprecia-
tion and on account of changed economic operating conditions these values were
still more greatly increased. Operations, apparently conducted at a profit, might,
by reason Ofthe fac that depletion and depreciation were limited to book values

tu be conduct at a oss which would require liquidation, because such
e cionts would not permit the accumulation of a suffic ttot fund for acquisition

of new mineral tracts for replacement purposes, and for the construction of plantsand the purchase of equipment at the advanced costs.To continue operation on that basis results in a fictitious and imaginary profit,

with consequent tax disproportionate to that of competing companies more
recently organized. Only by reorganization, setting up values which more nearly
measured the cost of replacement could substantial equality of 'competition and
taxation be obtained. Where such a reorganization has been effected and good
accounting practice as well as the regulations of the Internal Revenue Bureau have
required that depreciation and depletion, sufficient in amount to return or redeem
the capital sum assigned to each class of property, be deducted annually, such'action
should not be brought in question five years after the deduction has been made
and the tax paid. To change this procedure retroactively and at this time collect
an additional tax based on decreased deductions for depletion and depreciation,
can cause industrial unrest and delay final post-war readjustment. A special hard-
ship will be inflicted upon the coal mining industry, so far as it is affected by
reorganizations, if such an adjustment is made in this time of business depression
in this industry.

To illustrate just what effect such an adjustment would cause, the following
example Is cited: The example used is that of small corporations where, because
of the fact that the stocks are usually comparatively closely held, the conditions
cited frequently obtain. The effect upon the reorganized company and on the
stockholders will be the same whether the properties are received from a corporn-
tion or from individuals who have prior to the reorganization operated them.
While the example Is taken from the coal mining industry and Illustrates the
effect of the consolidation of a lessor company and a lessee company into one
corporation, it would apply with equal force'to a combination of a timber tract
and a mill, a mine and a smelting plant, a fruit grower and a packing house,
or any other line of industry. .

NoTp.-In the following example, for the purpose of clarity of statement, not
all 'of the factors are given. It Is recogized that depreciation and depletion
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would have accrued prior to Jabtuoy 1, 1918, and that certain reeldual value.
-should be accounted for. To simplify the illustration, the same mineral quan-
tities are assumed to exist at the bcinning of the period And at the date of
consolidation.

EXAMPLE

In the beginning of the year 1918 the Lessor Coal Co. was the owner of coal
lands which were under lease at a rate per ton which permitted a depletion
charge of 5 cents per ton. The remaining life of the coal was 20 years. The
capital of the corporation was $125,000. Its coal was being exhausted at the
rate of 125,000 tons annually, which gave it a depletion deduction of $6,250
(125,000 tons X $0.05 equals $6,250). At the same time coal of similar quality
and similarly located, but more recently acquired, was being leased at a rate
per ton which permitted a depletion deduction of 10 cents.

The Lessee Coal Co. had been for some years operating under lease from the
Lessor Coal Co. Its stock was now owned by practically the same persons as
was the stock of the Lessor Co. It had been conservatively managed, but by
reason of poor accounting its books of account reflected a plant and equipment
valued many thousands of dollars below the actual cost, to say nothing of the
appreciation accrued due to sundry economic charges since incorporation. Its
capital was $125,000, which had been fully taken up in the plant and equipment.
Limited by the life of the coal, its useful life was 20 years, indicating a deprecia-
tion rate of 5 per cent, which on its book value allowed a depreciation allowance
of $6,250 on the $125,000 depreciable assets at book value. To replace the prop-
erty in kind under the then existing conditions would have required a capital
outlay of $250,000.

Neighboring operations recently organized had, by proper accounting practice,
shown a similar plant to have cost $250,000 which allowed a depreciation deduc-
tion of $12,500 annually. The Lessee Coal o. had, compared with this neighbor,
a handicap of $6,250, which was a fictitious earning, but upon which it would,
nevertheless, under the regulations, pay tax.

The stockholders of the Lessee company and the stockholders of the Lessor
company, being practically identical, seeing that the records of the Lessee com-
pany did not properly reflect the value of the physical property nor the lease
of the L or company reflect the real value of the mineral as compared with
those of competitors, determined to reorganize on a basis which would put them
on a parity with competitors and other taxpayers.

The Fee Coal Co. was organized in 1918 with an authorized capital of $500,000.
Appraisal had shown the plant of the Lessee Coal Co. to be worth $250 000;
the coal lands of the Lessor company were worth $250,000. The Fee Coal Co.
took over from both the Lessee Coal Co. and the Lessor Coal Co., all their property,
giving its own stock in exchange. Thereupon, the Lessor Coal Co. and the Lessee
Coal Co. liquidated, each stockholder surrendering his stock and receiving In
exchange stock in the Fee Coal Co. pro rata with his former holdings and thus
continuing to hold his share in the same property. He owned neither more nor
less than.he did before, and no profit was realized. The lease formerly existing
was, of course, cancelled. The depletion rate was now 10 cents per ton and the
annual allowance was $12,500. The depreciation, 5 per cent on $250,000, was
$12,500 annually, being based on the real value of the equipment as now set up
on the books of the Fee Coal Co. (Because of the exhaustion of the mineral the
life would have been shortened and the depreciation and depletion slightly in-
creased, but in the example the same quantities and life are maintained to show
comparisons.) Due to the reorganization and the consequent setting up of true
values of assets, the Fee Coal Co. is now on an equality as far as tax deductions
are concerned, with its recently formed competitors, and is accumulating a fund
which will enable it, at the exhaustion of its mineral, to obtain other reserves
and construct another plant and thus continue in business. This situation has
been recognized in the regulations. It is now proposed to destroy this equality
of assessment by making the "basis of determination of gain or loss, depletion
and depreciation," under section 204 (a) (7), "the same as it would be in the
hands of the transferor." This would limit the deductions for depreciation and
depletion to $6,250 each and permit the return of $250,000 only of the $500,000
stock of the company.

Because the taxpayer has relied on the 1918 act and distributed earnings in
dividends, a retroactive measure such as now contemplated would work an
extreme harship on the Fee Coal Co. by compelling It to pay an additional tax,
possibly causing thereby a deficit and great financial embarrassment. Still

90261-24-22
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greater injustice would be inflicted on individual, shareholders.. The original
shareholders, or part of them, may be assumed to have sold some or, all of their
holdings to other interests during the period between January 1, 1918, and the
present time. The sale was made in good faith on the basis that all tax liability
had been taken care of under existing statutes at the time of the transaction.
The purchaser used due diligence to assure himself that the Fee Coal Co. wat
conservatively operated, and that proper reserves were being maintained to
return his capitalQn the mining out of the mineral or to continue mining opera-
tions'by the purchase of new coal lands and the construction of another plant.
By the passage of the proposed section 204 (a) (7), this stockholder would be-
suddenly confronted with the certainty that his capital can not be thus returned
because depletion and depreciation deductions allowable under the revenue
laws in force when he purchased his stock would not be allowed under the pro-
p osed retroactive legislation. For that reason this provision of the act is con-
fiscatory.

This provision is unworkable, because the taxpayer often will not be in posses-
sion of the books of the predecessor corporations, the Lessee Coal Co. and the
Lessor Coal Co., and for that reason can not make deductions on the basis of
value, "the same as it would be in the hands of the transferor." In case of the
inability or refusal of the former owners to give it, only the Bureau of Internal
Revenue would be in possession of the information needed to adjust the tax
returns of the taxpayer. Since the Internal Revenue Bureau is prohibited by
the act from divulging to other taxpayers the facts shown in tax returns, it would,
apparently, be impossible at times for the individual to carry out the provisions
requiring *him to place the value "the same as It would be in the hands of the.
transferor." Moreover many cases will be found where the cost or value of the
property so acquired can not be determined from the books of the transferor

because they were incorrectly kept or the older records destroyed.
Section 204 (a) (8) reads as follows:
"If 'the property * * * was acquired after December 31, 1920, by a cor-

poration by the issuance of its stock or securities * * * then the basis
shall * * * be the same as it would be in the hands of the transferor."

The same remarks, except as to its effective date, will apply to this subdivision.
A similar hardship may be worked by reason of the transfer of stock to a new
stockholder, not a party to the original transaction. Denying depreciation or
depletion at a rate which will within the life of the property redeem the capital
will amount to confiscation of the proportion of the investment not so redeemed.
Here again difficulties of administration will be met by reason of the fact that
the taxpayer whom it is now proposed to assess retroactively, is not in posses-
sion of information as to values as in the hands of the transferor.

To sum up, our position is this: Accomplished transactions should not now
be disturbed. They were made in good faith under Government permission and
direction. Business has relied on the principle that retroactive taxation will not
be enacted and has made adjustments on that basis. Investments, to be safe,
must be made under a tax policy which will not, retroactively, destroy values.
upon Which former legislation has brought the investor to depend. Modern
business can not be conducted safely on. the principle of caveat emptor.

Respectfully submitted. NATIONAL COAL ASSOCIATION,

J. C. PaYDoR, President.

BRIEF OF GODFREY L. CABOT (INC.), BOSTON, MAss.

JANUARY 17, 1924.
Hon. HENRY CABOT LODGE

Senate Office Building, Washington, D. C.
My DEAR MR. LODGE: When the revenue act of 1924 comes before the

Finance Committee of the Senate there is a slight amendment which, I think,
in justice to certain taxpayers, ought to be made therein. The present draft
which contains the amendments proposed to the existing laws suggested by the
Secretary of the Treasury, contains the following:

"SEC. 204 a (7). If the property "(other, than stock or securities in a corporation
a party to a reorganization) was acquired after February 28, 1913, by a corpora-
tion by the issuance of its stock or securities in connection with a transaction
described in paragraph (4) of subdivision (b) of section 203 (including, also,
cases where part of the consideration for the transfer of. such property to the-
corporation was property or money in addition to such stock or securities),
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then the basis shal, notwithstanding the provisions of paragraph (5) of this
subdivision, be the same as it would be in the hands of the transferor, increased
in the amount of gain or decre=ed in the amount of loss recognized to the transferor
upon such transfer under the law applicable to the year in which the transfer was
made.".

The amendment I suggest would be to change the date "February 28, 1913,"
to "December 31, 1923,' and to strike out the last part of the amendment
which is in italic. .

There is n6 provision i nthe exh~ting law which corresponds to paragraph 7,
above quoted. The reasons for introducing this paragraph into the law arb
sound in the main. The objections I have to paragrph 7 are that it is retro-
active, In that it applies to any corporation formed since 1913. If limited to
corporations formed After the Incidence of the 1924 act, in other words, to cor-
porations formed since January 1, 1924, it would be perfectly fair. "

The reasons for section 7 are set forth In a statement prepared by Mr. Gregg,
the Treasury expert, as follows:

(4) There is no provision of the existing law which corresponds to paragraph
(7) of the draft. The theory underlying this paragraph is the same as that
underlying the preceding paragraph and It provides that where a taxpayer
transfers assets to a corporation in exchange for stock of the corporation in such
a manner that no gain or loss is recognized to the taxpayer, the basis of the assets
in the hands of the corporation shall be the same as it would have been inthe
hands of the transferer.

"Under the existing law, if A owns an asset which costs him $10,000 and is
now worth $50,000, he may transfer it to the X corporation in exchange for all
the stock of the X corporation (no gain or loss from the exchange being recognized
either under the existing law or under the proposed draft) and the new corpora-
tion may take up the assets on its books for the purpose of determining gain or
loss from subsequent sale, and depreciation and- depletion at $50,000 its fair
market value at the date of transfer. Paragraph (7) of the draft provides that
the baeis of the assets so transferred shall be $10,000."

The reason why. I am personally interested in having this law limited as indi-
cated is that some time ago I incorporated my business, which theretofore I had
carried on In an individual capacity. Before doing so I inquired of the Treasury
Department whether the assets should be appraised at cost to me or at their
current market price and was specifically advised the latter. My accounts have
therefore, all been set up in that manner and I have been reporting gains and
losses and charging depreciation in accordance with the express instructions of
the Treasury Department on that basis. Many other taxpayers are undoubtedly
In the same situation.

It is perhaps to be regretted from the standpoint of the Treasury Department
that section 7 was not always a part of the law, but where corporations have been
formed under existing laws on the understanding that they would be taxed in a
certain way, and expensive accounting systems set up in accordance with such
law, and all their plans made accordingly, it seems to me that a considerable
injustice is being done to them to pass what is virtually a retroactive law in this
manner. Accomplished transactions should be allowed to remain permanent.
Everyone understands that transactions to be entered into In the future may be
affected by changes in the tax laws, which is perfectly right and proper, but the
framers of a new revenue act ought not to go further and upset past transactions
if any degree of permanency and stability is to be assured business interests.

When the last revenue act, that of 1921, was passed a very similar change
was made to this but it was not made retroactive. I refer to the provision that
if property was acquired by gift the basis for gain or loss should be the same as
it would have been in the hands of the donor, or the last preceding owner by
whom it was not acquired by gift. This amendment was expressly limited to
gifts made after December 31, 1920.

The two cases are altogether parallel and the reasons for making paragraph (7)
prospective only and not retroactive are in all respects the same as the reason
why Congress in 1921 did not make the tax in the case of gifts retroactive, namely,
Congress did not desire or think it expedient to interfere with business transac-
tions already consummated before the incidence of the law.

Very truly yours, GODREY L. CABOT.

P. S.-The indirect costs to me due to the income tax law to date have probably
exceeded $60,000, and I certainly hope that new complications in these constant
changes in rulings and aw will cease. G. L. C.
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BRIEF OF THE NATIONAL ASSOCIATION OF REAL ESTATE BOARDS

To the honorable Chairman and Members of the Finance Committee of the United
States Senate:

GENTLEMEN: As representative of the National Association df 'Real Estate
Boards, an organization composed of the real estate brokers of 495 cities in the
United States with an aggregate of over 20,000 active members with a clientele
of millions of property owners and employing upward of 200 000 active sales-
men, we present the following suggestions for your consideration in connection
with the proposed revenue act of 1924:

Our suggestions are that the profit resulting from the sale of capital assets be
disregarded as taxable income and that losses resulting from the sales of capital
assets be eliminated as deductions from taxable Income.

We indorse and approve the following statements made in the report of the
Tax Simplification Board to the Speaker of the House of Representatives and
dated December 3, 1923. (This report is printed as House of Representatives
Document No. 103 of the Sixty-eighth Congress, first session.)

1. It is generally agreed that ff capital gains had been eliminated as income
and capital losses as deductions at the outset the Government would have been
far ahead in revenue.

2. The best considered opinions of accountants, actuaries, and economists
appear to us to indicate that the elimination of both capital gains and capital
losses even now would result in'no decrease in revenue to the Government over a
period of years.

3. It can be asserted without fear of contradiction that one of the most effective
measures which could be adopted to simplify the revenue act and the procedure
thereunder would be the elimination of capital gains as income and capital losses
as deductions. The most complicated provisions of the act deal with the deter-
mination of gains and losses.

4. We need only suggest the simplification of procedure which would result from
dispensing with the necessity of establishing the valuation as of March 1, 1913, of
capital assets acquired before that date and upon which a profit has been realized
or a loss sustained. These questions of valuation, requiring the exercise of dis-
cretion in which honest differences of opinion are bound to arise, are not only
difficult of solution but are largely responsible for the present arrears In its
work of the income tax unit.

5. While it is true that in a comparatively new country such as ours capital
gains will ordinarily exceed capital losses, it should be borne in mind that capital
gains are not taxable unless realized by the sale of the asset.

6. Persons owning property and having investments are able to and do take
their losses at times when their doing so results in the greatest possible reduction
of their tax liability. Income tax laws may provide very stringent rules for
determining capital gains and losses realized by sale, but it remains for the tax-
payer to determine whether or not he will sell.

in support of the contention that losses In the sales of capital assets are em-
ployed as deductions from taxable income in a much greater measure than are
the gains from the sale of capital sets added to taxable income, we cite the
following table presented to the Ways and Means Committee of the House of
Representatives by Undersecretary of the Treasury S. Parker Gilbert, at a hear-
ing held before that committee of the Sixty-seventh Congress, fourth session,
on H. R. 13412, on Monday, January 8, 1923.

Analysis of the aggregate incomes of the 60 largest individutl taxpayers for the year. .1920, together w-ith the amount of taxes thereon

Gross income ---------------------------------------------- $99, 914, 904
Deductions (including contributions) ------------------------- 15, 916, 134

Net income ------------------------------------------ 83, 998, 770

Normal tax ----------------------------------------------- 1, 699, 662
Surtax -------------------------............----------.. 51,310,936

Total tax --------------------------------------------- 53, 010, 598
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Rouresn of income:

839

Sa arress ------------------------- 64, 284, 814
Business (including partnerships) -.---------------------- 17, 01, 144
Profits on sales of capital assets ....----------------------- 1, 508, 615
Rents and royalties -------------------------------------- , 545,346
Interest on tax-free bonds ------------------------------- 2, 973, 233
Other Interest - ------------------------------------- 4, 838, 735
Foreign interest ---------------------------------------- 653, 195
Dividends, domestic and foreign ------------------------- 76, 501,358
Taxable interest on United States obligations --------------- 759, 044

Total -,---------------------------------------i 565, 484
Deduct loss on sales of capital assets -------------------------- 11, 650, 580

Gross income.-----------------------------------99, 914, 90
Nontaxable interest on United States obligations--------------- 8, 694, 875

It will be observed that this summary of the income of the 50 largest tax payers
for the taxable year 1920, showing gross income of $99,914,000, establishes that
of this income, $1,500,000 results in the sale of capital assets whereas deductible
losses on the sale of capital assets amount to $11,650,000. This indicates that at
least this type of taxpayers do not take their capital gains in taxable form, but
frequently keep the property and allow the gains to accumulate. On the other
hand, when they have capital losses, such taxpayers take them advantageously
in order to reduce taxable income.

As a further indication of the fact that a comparatively small portion of taxable
income is attributable to the profits from the sale of capital assets, we cite the
table hereto attached taken from the statistics of income compiled from the
returns of 1921 under the direction of the Commissioner of Internal Revenue
and published by the Government Printin$ Office in the year 1923 sometime
subsequent to October 4, 1923. The table cited appears at page 8 of that report.

From the statistics given in this table, it is apparent that the income resulting
from the sale of capital assets (constituting but 1.98 per cent of the total income
from all sources) is almost negligible in contrast with the steadily recurring income
from these sources. In the absence of any date as to the total extent which
losses on the sale of capital assets are resorted to as deductions, it is difficult to
indicate the total amount the Treasury Department loses in taxes yearly from
this source. However if for the calendar year 1921 the deductions from the sale
of capital assets for all tax payers bore the same relations to their income as did
the deductions taken by the 50 largest individual taxpayers for the year 1920
reported by Undersecretary Gilbert, then, as against the $462,858,673 reported
as the total personal income from sales of real estate stocks and bonds (see page
9 "Statistics of Income from Returns of Net Income for 1921," cited above),
the deductions taken amounted to $3,573,268,955.

We believe that the taxation of gains from the sale of capital assets, par-
ticularly real property, interferes with the eminently desirable fluidity of real
estate as a commercial commodity. The hesitancy of the owner to sell his real
property holdings when he faces a material profit, with a resulting tax, un-
questionably has handicapped the natural and easy development of the growing
communities, particularly urban, of this country. In addition, instead of direct
sales, long-term leasing has been resorted to and many attempts have been made
to execute leases which are, in effect, sales on the installment plan.

We believe that at present many sales of real property are not consumated
because of the uncertainty of the owner as to the resulting income tax which he
will have to pay. The extreme difficulty, in view of the lapse of time since
March 1, 1913, of proving valuation on that date to the satisfaction of the
Commissioner of Internal Revenue makes it difficult for the taxpayer to ascertain
in advance how much he will have to pay as taxes. If such ascertainment Is not
impossible, it is extremely expensive and an obstacle to the sale.

The requirements of the present law that a valuation as of a basic date must be
established to determine the profit on the sale offers great inducement to fraud
on the part of the taxpayer, particularly as the value is a matter for great differ-
ence of even honest opinion. If the taxpayer does not yield to the inducement of
fraud, he is frequently compelled to collect his evidence at great expense. When
the expenditures of the Covernment in collection of such data are added to those
of the taxpayer a very heavy burden indeed is carried in the administration
of this feature of the tax laws.
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We believe that the proceeds from the sale of capital assets are almost invariably
reinvested in other capital assets and that the taxation of the resulting recurring
income is not interrupted inasmuch as the true income is thus currently Uxed.

In view of the fact that certain objections have generally been advanced to the
proposal to eliminate capital transactions from consideration under the income
tax laws, we set out below the basis, briefly, of what seem to us answers to the
principal of these objections.. On the suggestion that the proposed provisions of section 208 limiting, under
certain conditions, the total tax on capital net gain to 121 per cent, in fact imposes
no real restriction on the sale of capital assets, it is our understanding that before
this provision of the statute becomes effective it is necessary for the taxpayer to
have an income of $33,000 from other sources. This being true, it must be
apparent that a very great restriction is placed upon large numbers of smaller
taxpayers who are owners of capital assets, particularly real estate, and who are
waiting for a reduction in tax rates before selling their holdings.

We recognize that the elimination of capital gains as income and capital losses
as deductions will require erection of proper safeguards in the statute and regula-
tions issued thereunder to prevent true income from escaping taxation under the
guise of capital transactions. However, as stated in the report of the Tax
Simphflcation Board, hereinbefore cited, "While the drafting or such provisions
will require care, they will be far less complicated and much more simple of
administration than tie present sections dealing with the determination of capital
gains and losses."

To the suggestion that the elimination of taxation on the profits resulting from
the sale of capital assets permits the escape from taxation of unearned increment
in real property value, we reply that the taxation of real property and the incre-
ment thereon has long been considered in the taxing system of this country as
a matter for the governmental authority within whose jurisdiction the real
property lies. In other words, real property has generally been treated as a
subject of state of local taxes and not as a source for Federal revenue. For the
Federal Government to maintain a tax upon profits realized from the sales
of real property in Order to effect a greater tax on unearned increment seems to
be a departure from the generally recognized restrictions on the subject matter
of Federal taxation.

Thanking you in advance for your consideration of these matters, we are
Respectfully yours,

NATIONAL ASSOCIATION OF REAL ESTATE BOARDS,
By FREDERICK C. SHIPMAN,

In Charge of Matters Pertaining to Federal Taxation.

Approved by: H. R. Ennis, Kansas City, Mo., president; H. U. Nelson,
Chicago, Ill., executive secretary; General Taxation Committee. C. C. Hieatt,
chairman, Louisville, Ky., F C Shipman, acting chairman, Detroit Mich.;
Fred E. heed, Oakland, Calif.; Robert H. Gardiner, Boston, Mass.; John M.
Dean, Memphis, Tenn.; Win. C. Benkert, Philadelphia Pa;- Win. L. Elder,
Indianapolis, Ind.; John E. Mc3rehen, Columbus, Ohio; M. R. Goodwin, Seattle,
Wash.; A. G. Bauder, Cedar Rapids, Iowa.
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Distribution of personal income, by sources and by income classes, shotoing the

proportion from each source expressed it percentages, calendar year 1921

Pronts
Part- from I nter
ne- sales of Ttents stand Tf lWaasBual. 'hpe real Dan l- Mi. dTo

fiduet. estate, ro al dends ve~t Insalaries axles, stock, t Income
etc.' and I '

Per Per Per Per Per Per Per Per
cent cent cent cent cent cent cent cent

Under $1,000 ......................... 34.28 12.69 3.84 4.13 12.45 17.97 14.631 100
$1,O00to$2,000 ................. 8L32 0.39 1.61 .53 3.79 . 1.68 4.70 100
$2,000to $3,000 .................. 77.88 8.63 2.25 .82 4.11 1.67 4.64 100
$3,OOtoM00 ....................... 61.65 14.47 4.44 2.17 537 4.96 6.94 100
$5,000 to $0 OO ................. 46.93 14.06 8. 9 3.69 6.01 12 21 8. 61 100
$10000 to $2000... ............. 38.22 10.53 10. 92 369 & 58 21.07 10. 09 100
320,000 6D 000 ..................... 30.83 8.20 12.77 3.21 5.03 29.20 10.76 100
$4000 to $6000 ..................... 24.55 6.64! 14.37 2.97 4.41 38.05 11.01 100
$60,00 to $0,00 ..................... 21.28 5.36 16.38 2.32 4.08 89.83 10.75 100
$80000 to$100,000 ............... 19.59 &54, 17.651 J.di 3.97 41.48 9.79 100
10 ,000to 150,000 ................... 15.871 5.29, 17.11 1.64 3.74 45.57 10.78 100

$15,00 to $200,00 ................... 12.71 3.71 1 & 70 1.71 4.80 48. 57 9.80 100
$200,0 to $250,00 .................. 13.09w 4.54 15.40 .78 3.28 51.97 10.94 10
3250,000to$300000 .................. 10.10, 8.08 17.87 L83 1.56 51.23 9.33

'0,000 to$ 50DO00 ................... 6.12. 3.36 14.68 1.74 2.47 60.31 11.32 1
0,00 to $1 0oo .............. 3.28 ' 7.45 10.82 .82 7.63 54.96 9.04 100

$1,000,000 to1,50,000 ............... 2.38 6.86 19.79 .44 .01 66.61 3.93 100
$1,800,000 to $2,000,000 .......................................................
$2,000,OO0 and over ................ 5.04 ....... .1, .2 4.28 81.47 8.43 100

Average .................. 59.21 10..14 .75 1.9 5.05 10.2 7.25 100

BnizF OF COLE TROSTLER, OF CHARLES HECUHT & Co., NEw YORK, N. Y,

MARCH 19, 1924.
Hon. REED SMOOT,

Chairman Senate Finance Committee,
Senate Office Building, Washington, D. C.

My DEAR SENATOR SMoOT: As a member of the committee on. Federal and
State income tax of the New York State Society of Certified Public Accountants,
New York, 1 have called the attention of the committee to certain sections of the
proposed new tax law, proposing certain changes, most of which, to my knowledge,
the committee has embodied in its recommendations to the directors of the
society.

The changes relate only to the general definitions and administrative provisions
of the act, and are not in behalf of any organization.

Respectfully yours, COLE TnOSTL.ER.

SECTION 209 (D)-EARNED INCOME

This section has been entirely changed by the House, and no longer seems to
have the same effect as it had originally. Without going into the criticism of the
section as it is now framed, I want to state only that if (a) (1) will stand as It is, it
would be best to change part (d), dealing with the members of a partnership
accordingly.

"SE . 209 (a) (1). * * * 'Earned income' also means reasonable compensa-
tion or allowance for personal service where income is derived from combined
personal service and capital in the prosecution by unincorporated persons of
agriculture or other business, but not exceeding 20 per centum of the net profits
of the taxpayer from the business In connection with which his personal services
are rendered.

"SEc. 209 (d). In the case of the members of a partnership the proper part of
each share of the net Income which consists of earned Income shall be determined
under rules and regulations to be prescribed by the commissioner, with the
approval of the Secretary, and shall be separately shown In the return of the
partnership and shall be taxed to the member as provided In section 218."
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There is no reason why an individual being in the same business as a partnership
should be treated differently from the members of that partnership, and vice
versa.

The department contends rightly that it will be very hard to determine what
"reasonable compensation" according to (a) (1) means, but it is not harder than to
determine under rules and regulations the proper part of the earned income of
the members of a partnership. And if a person's earned income is limited to
20 per cent of the net profits, naturally a partner's should be limited too

The original draft in respect to subsection (d) was even worse. By not nar-
rowing the definition of partnership to partnership of professionals it seemed, and
in my belief, gave relief to members of partnerships which it denied to individuals.

SECTIONS 274 (D), 279 (A), 308 (D), AND 812 (A)

"SEC. 274 (d). If the commissioner believes that the assessment or collection
of a deficiency will be jeopardized by delay such deficiency shall be assessed
immediately and notice and demand shall be made by the collector for the
payment thereof. * * *."'SEC. 279 (a). If a deficiency has been assessed under subdivision td) of
section 274, the taxpayer, within ten days after notice and demand from the
collector for the payment thereof, may file with the collector a claim for the
abatement of such deficiency, or any part thereof or of any interest or additional
amounts assessed in connection therewith, or of any part of any such interest
or additional amounts. Such claim shall be accompanied by a bond, in such
amount, not exceeding double the amount of the claim, and with such sureties,
as the collector deems necessary, conditioned upon the payment of so much of
the amount of the claim as is not abated, together with interest thereof as
provided in subdivision (c) of this section. Upon the filing of such claim and
bond, the collection of so much of the amount assessed as is covered by such
claim and bond shall be stayed pending the final disposition of the claim."

Section 274 (d) as it now stands, coupled with section 279 (a), may cause
serious embarrassment and injury to the innocent taxpayer.

According to section 274 (d), either (1) the assessment or (2) the collection,
of a deficiency will be jeopardized by delay. These are two entirely different
matters and should be dealt with in different ways. If the assessment of a defi-
ciency will be jeopardized, we may say that it is on accoynt of a delay of the
Internal Revenue Department; if the collection of the deficiency will be jeop-
ardized, this is the taxpayer's fault. There is no dount but that in both cases a
jeopardy assessment should be permitted. On the other hand, I can not see the
necessity that the claim for abatement filed in both cases should be subject to the
same provisions as it is now under section 279 (a). Why should a claim for
abatement be accompanied by a bond in case only the assessment of the defi-
ciency would be jeopardized? It is not the taxpayer's fault that he was not
assessed prior to that time, and after being assessed, there is no more jeopardy.
It is not on account of the taxpayer being in a bad financial shape or trying to
depart, that there is jeopardy, and so there is no necessity for an extra financial
assurance that if the assessment will stand it will be paid. The only necessity
in this case, is that the assessment can be made.

It is different if the collection of a deficiency will be jeopardized by delay. In
this case, naturally, the giving of a bond is needed.

Section 274 (d) could stand as it is, but there should be a change in 279 (a)
about as follows:

On page 121, lie 16 instead of "Such claim shall be," etc., it should read:
"If the collection of a deficiency is jeopardized the claim for abatement shall be
accompanied," ec.

The above applies to section 308 (d) and section 312 (a) of the proposed act,
which use substantially the same langus-e as sections 274 (d) and 279 (a).
Section 312 (a) should, therefore, be chani +.d accordingly.

sECTION 279 (D)

"So. 279 (d). Except as provided in this section, no claim in abatement shall
be filed in respect of any assessment made after the enactment of this act in
respect of any income, war-profits, or excess-pro-fits tax."

[ think the restriction of claims for abatement in the way proposed injurious
to the taxpayer. There are many instances besides jeopardy assessments where
a claim for abatement is the proper way to secure relief. I mention only the fol-
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lowing cases: If pelties are assessed wrqnully; or if interest Is assessed wrong-
fully. Up to now, in these cases a claim for abatement could be filed. If sec-
tion 279 (d) stands as it ,q, theie would be no other remedy but to pay, and then
file claim for credit or refund, I, myself, had a case where a heavy penalty was
assessed on an amended return because it was not filed in pime. Claim for abate-
ment was filed and the attention of the Treasury Department was called to the
case, but under section. 279 (d) the remedy, as above stated, would be first to
pay and then to claim.

Another instance: If a taxpayer detected that his return, upon which he had
paid one or two installments, was overstated, he could file a claim for abatement
and right his tax return in that way. In the event section 279 (d) stands, there
will be no other remedy but to pay according to. the incorrect tax return and file
claim afterwards.

SECTION g0 (a)

"SEC. 900 (b). The Board and its divisions shall hear and determine appeals
filed under sections 274, 279, 308, and 312."

Appeals can be filed with the Board of Tax Appeals only in cases where the
department establishes a deficiency, but no provision is made that If a claim
for credit or refund is rejected by the department, an appeal may be filed with
the Board of Tax Appeals. I believe there is no reason to deny this right to the
taxpayer. There is no reason why a claim for credit or refund of the taxpayer
should not get exactly the same treatment as a deficiency claim of the department.
Why should the taxpayer be obliged to go to the courts after the department
rejects his claim, and not be able to secure redress in the less expensive manner
by way of the Board of Tax Appeals? I can not believe but that this is an over-
sight in the act.

BRIEF OF THE COMMITTEE ON LEGISLATION, TRUST COMPANY DIVISION OF
THE AMERICAN BANKERs ASSOCIATION, BY THOMAS B. PATON, GENERAL
COUNSEL.

MARCH 22, 1924.
To the SENATE FINANCE COMMITTEE:

Section 219 of H. R. 6715 now before the Committee on Finance contains the
following subdivisions:

"(g)Where the grantor of a trust reserves a power of revocation which, if
exercised, would revest in him title to any part of the corpus of the trust, then
the income of such part of the trust shall be included in computing the net in-
come of the grantor.

"(h) Where any part of the income of a trust may, in the discretion of any
erson, including the grantor of the trust, be distributed to the grantor or be

held or accumulated for future distribution to him, or where any part of the in-
come of a trust is or may be applied to the payment of premiums upon policies
of Insurance on the life of the grantor, whether payable to his estate or otherwise,
such part of the income of the trust shall be Included in computing the net in-
come of the grantor."

The purpose of these provisions as indicated in a statement by A. W. Gregg,
of the Treasury Departmnet Is to prevent the evasion of taxes by means of estates
and trusts. Referring to the provision now contained in subdivision (g) (in the
committee print No. 1 it constituted subdivision (j) and was referred to as such
in the statement) Mr. Gregg states that-

"The creation of a revocable trust constitutes nothing but an assignment of
the right to receive future income. Since such an assignment does not operate
to increase the taxable income of the assignor, the creation of a revocable trpst
should not so operate, but the income of such a trust should be included in the
income of the grantor."

Concerning subdivision (h) which was (k) in the prior draft, Mr. Gregg said:
"This section provides that the Income of a trust, which may be distributed

to the grantor or which may be used for the payment of premiums upon policies
of insurance on his life, shall be included in the gross income of the grantor.
Trusts have been used to dvade taxes by means of provisions allowing the distri-
bution of the income to the grantor or its use for his benefit. The purpose of this
subdivision of the draft Is to stop this evasion."

It is respectfully submitted that these provisions should not be enacted into
law because-

1. Contrary to sound policy and unjust.
2., Unconsttutional.' "
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-. , THE IMPOLICY OF TAXING. VOLUNTARTY TRUSTS

The voluntary or living trust has been developed by the trust companies of the
United Statesto meet a great public need after-years of effort and at great expense.
The establishment of- such trustee results in the protection and conservation of
property for the benefit of those who can not themselves manage and care for the
property; such trusts prevent'the waste and misuse and direct into productive
channels, large amounts of property which would otherwise be dissipated. These
trusts are economically sound; why tax the Income to the grantor, when it goes
to the beneficiary, simply because there is a power of revocation? When, and if
such power is exercised, the. income would then be taxable to the grantor. The
theory of the proposed provision is to prevent evasion of taxes, but it loses sight
of the large amount of beneficial and legitimate trusts, the creation of which it
would destroy. Grantors will be deterred from setting up such trusts if they are
compelled to pay a tax on them and any dependent beneficiaries will be deprived
of the Income they would otherwise enjoy. Such a provision recalls the fable of
the friendly bear who sought to remove a fly from thenose of his sleeping master;
the stroke of his paw killed the fly but it demolished the nose. Granters of
revocable voluntary trusts are not, as a rule, evaders of taxes; instances can be
given of thousands of such trusts which are created for legitimate purposes and
have the most beneficial effect. This form of philanthrophy and thrift should not
be discouraged and killed by unnecessary taxation.

Such legislation should not be based on the theory that all men are dishonest
and are trying to evade taxes.

IlFE INSURANCE TRUSTS

The same reasoning largely applies to the provisions of subdivision (h) of
section 219. A form of business has been built up by trust companies, most
beneficial to the people, whereby a man who has accumulated a certain amount
of wealth may, in view of the uncertainty of life, transfer his securities irre-
vocably to a trust company for the purpose of devoting the income to the pay-
ment of premiums on a life insurance policy and upon his death, when the
insurance is collected, these securities together with the insurance money become
a trust fund for various purposes; sometimes to support dependents, sometimes
to pay inheritance taxes, and sometimes for both these purposes.

The purposes of such a trust are legitimate and praiseworthy. By this form
of investment the securities are removed from the risk of loss and the beneficial
ends sought thereby are secured. The imposition of the proposed taxes will
destroy the creation of trusts of this character and tend toward a dissipation
of money which otherwise might be conserved to useful purposes.

UNCONSTITUTIONALITY

The sixteenth amendment empowers Congress "to lay and collect taxes on
incoines, from whatever source derived, without apportionment among the
several States and without regard to any census or enumeration." But to
constitute income within the meaning of this constitutional grant of power, the
Supreme Court has held (Eisner v. Macomber, 252 U. S. 189) that it must be
"received or drawn by the recipient (the taxpayer) for his separate use, benefit,and disposal."Clearly the tax upon one person, the grantor, upon income received by another,

the beneficiary is not a tax upon income received by the grantor and is not
within the constitutional grant of power.

It is only necessary in this connection to refer to an opinion of Solicitor of
Internal Revenue Manes published in Internal Revenue Bulletin, July-Decem-
ber, 1922, at page 50 et seq. of which the following Is the syllabus:

Where bonds were conveyed to a trustee under a valid and effective trust
the income to be paid to certain beneficiaries, one of whom was the creator of
the trust, and in addition to the power of revocation, the creator of the trust
reserved the eight to change, add to, alter, or cancel the lists of beneficiaries,
which lists were attached to the trust agreement, and to have set over to. him
as many of the bonds as were not needed to produce the payments mentioned
therein, there should not be Included in his gross Income any portion of the
income other than that received by, or accrued to, him as beneficiary."

In this opinion backed by numerous authorities, It was held that the income
of the trust funds established by the grantor for the purpose of providing a
system for the payment of pensions to certain individuals designated by him,
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was not taxable to the grantor for the years in question, except such portion
thereof as he received as a beneficiary. It was pointed out that the courts have
uniformly held ,that a voluntary revocable trust vests-the title of the property
in the 'rusees, subject to be divested, although they have excluded from this
rule trusts set up or conveyances executed for the purpose of evading statutory
requirements, as to the execution of wills or thosenot executed in good faith. Ih
this opinion it is stated: ...... .

"The trust being valid and passing a present right and title to theproperty, it
can not be held, under the facts presented, that the income arising therefrom
belonged during his life to A, other than that amount which went to him as a
beneficiary. Otherwise, the statute would Impose an income tax upon income
which was not received by the taxpayer. It would tax one person upon income
received by another. The tax is imposed upon income 'received or drawn by
the recipient.' (Eisner v. Macomber, 252 U. 8. 189.) The income from thi
trust was not received or drawn by the creator of the trust, except such amounts
as he received as a beneficiary. It was received by the beneficiaries, who were
the only persons entitled to receive it while the trust remained in existence."

Without burdening this memorandum with an extended legal argument, .the
purpose here is simply to point out that subdivisions (g) and (h) of section 219
attempt to tax the grantor upon income which he does not receive, and that
such a tax is beyond the power of Congress to impose under the sixteenth amend-
ment.

In view, therefore, of the impolicy and injustice as well as the lack of power to
tax the grantor of a trust, as provided in subdivisions (g) and (h) of section 219,
it is respectfully submitted that these provisions should be eliminated from the bill.

BRIEF OF T. J. MCCLELLAND, AimMoRE, PA.

To the Honorable Members of the Finance Committee, United States Senate:
It is suggested that the following amendment be made to section 226 of the

revenue act of 1924 remedying an inequality in the administration of the act of
1918, as effecting taxpayers who use a fiscal year basis of accounting and report-
ing and who by reason of the economic reaction following the armistice were
placed at a serious disadvantage with their competitors (in the payment of the
tax) who reported on a calendar year basis.

Reference is here made to the reasons hereinafter set up and In pursuance to
remarks of the undersigned made before the Ways and Means Committee on
January 16, 1924, and this suggested amendment is in response to said committee's
request as therein noted.

Amendment follows:
"A taxpayer having a fiscal year ended during the calendar year 1920 who

suffered a net loss from the operation of any trade or business for the period from
the close of said fiscal year to December 31, 1920, may file an amended return
for that part of the calendar year 1919 from the close of such fiscal year to Decem-
ber 31, 1919, and return thereafter upon a calendar year basis, and any amount
of the tax overpaid as the result of application of this paragraph shall be refunded
or credited in accordance with the provisions of section 252 of this act. Nothing
in this paragraph shall be construed to extend In any way the limitations upon
allowances or refunds or credits provided in section 252."

In support of the foregoing amendment it is pointed out: First, the law of
uniformity Is one of the fundamental limitations placed by the Constitution of
the United States upon the levying of indirect taxes.

Each of the revenue acts of 1913, 1915, 1917, 1918, and 1921 recognize this
fundamental limitation.

Section 212 of the act of 1918 gave permission to change method of accounting
and reporting. The Commissioners of Internal Revenue, under article 26,
regulations 45, abridged this privilege by requiring taxpayers who wished to
change their method of reporting to file a request so to do 30 days prior to the
expiration of the term of the then method of reporting.

The provision of the regulation, while under ordinary circumstances was wise
and justifiable, miscarries, and violates the aforesaid constitutional limitation
of uniformity in the assessment and collection of the tax through Its application
to taxpayers having a fiscal year In 1920 and who by reason of "coming back to
normalcy" following the armistice suffered enormous losses In that portion of.
the calendar year succeeding the close of their fiscal year. And the time wherein
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they may have availed themselves under section 212 of the act had lapsed and
they were denied such privilege by the regulations.

All taxpayers (whether fiscal or calendar) enjoyed the same general circum-
stances of profits and prosperity during the first half of 1920 and approximately
all suffered from the effects of the same general condition and depression that
obtained during the last half of their calendar year; but the calendar year con-
cerns wiped out their period of gain by their losses in the last part of the year,
while on the other hand the fiscal year concerns (their taxable year ending
almost simultaneously with the period of prosperity) were forced to pay tax on
every month of gain at the same time carrying its burden of losses thereafter
immediately succeeding without any compensating or qeualizing provision;
inasmuch as the profits tax in the acts of 1921 had been repealed before any
period of profits had recovered and the commissioner's regulation aforesaid had
estopped such fiscal year concerns from going back and changing its method of
reporting.

This article of the regulation as well as the act was written before any thought
of the economic exigency arising in 1920 could have been known, othersiwe
article 26 of regulation 45, if not the act itself, would have been modified to pro-
vide a method of relief that would reach this condition.

It is estimated that approximately 70 per cent of corporate taxpayers are
calendar-year concerns and 30 per cent are fiscal-year concerns* and it is vigor-
ously maintained that it is not the intent of any of the various acts to discriminate
between taxpayers or allow a construction or the administration of the law to
place a larger burden upon one substantially large group that is not equitably
placed upon taxpayers as a whole. " i

It is conceded that the administrative provision referred to was intended to
stabilize methods of reporting, and this general effect may be still maintained
and the proposed amendment, if adopted, will not nullify this article or its just
purposes, inasmuch as the amendment does not give a general and sweeping privi-
lege to any and all taxpayers for any and all periods but seeks only to reach those
who suffered losses in 190 because of the armistice and limit that adjustment or
remedy in recognizing such losses equal to but not exceeding the profits that it
may have earned in such calendar year, and in so doing places both classes of
taxpayers on an exact equality.

It is therefore pointed out that no one is directly or indirectly discriminated
against by giving the option to such fiscal-year concerns to place their tax liability
upon a parity with its calendar year competitor.

This amendment is asked not because such losses complained of were occa-
sioned by any circumstance attributable to the individual taxpayers business or
transactions, but because it was a condition that was forced upon them as a post-
war exigency in which the nation as a whole was affected.

T. J. MCCLELLAND.

BRIEF OF THE NATIONAL ASSOCIATION OF MUTUAL INSURANCE COMPANIES

EXEMPTION OF FARMERS' AND OTHER MUTUAL INSURANCE COMPANIES

Recent developments arising from a series of complications in the regulations
and rulings of the Treasury Department and from the urgent need at this time
for loans to farmers from their own organizations, make it imperative that para-
graph (10) of section 231 revenue act of 1921, relating to the exemption of
farmers' and other mutual insurance companies, should be amended at the earliest
possible time, preferably before the time for the coming tax returns on March
15, 1924.

This paragraph reads as follows:
"SEc. 231. That the following organizations shall be exempt from taxation

under this title * * *: (10) Farmers' or other mutual hail, cyclone, or fire
insurance companies, mutual ditch or irrigation companies, mutual or coopera-
tive telephone companies, or like organizations of a purely local character, the
income of which consists solely of assessments, dues, and fees collected from
members for .the sole purpose of meeting expenses; * * *"

The omitted subsections, exempt among others, "labor, agricultural, or horti-
cultural organizations," "mutual savings banks," "fraternal * * * socie-
ties," "building and loan associations, ' "business leagues," "civic leagues,"
"clubs," and "farmers' sales organizations," without any restriction whatever
as to the territory throughout which these operate.
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These farmers' and other mutual insurance companies are now threatened
with being deprived of exemption unless they are "of a purely local character."
The Treasury Department held consistently that they were not required to be
of a local character up to 1922. Such was the practical construction prior to
regulations 45, and in three searate editions of regulations 45 (1919), (1920),

nd (1921) it was held that '1The phrase 'of a purely local character' qualified
only 'like organizations.' " In January, 1922, an opinion of the District Court
for the Southern District of Illinois (Coml. Health and Accident Co. v. Pickering,
281 Fed. 539) affecting a company which could be exempted If at all only as a
like organization, in an obiter discussion suggested that the specifically named
"Farmers' and other mutual * * * companies" were required to be of a
purely local character. This decision was published as T. D. 3313, and regula-
tions 62 issued immediately after reversed the previous regulation in the follow,
Ing language: "The phrase 'of a purely local character' qualifies all the organi-
zations enumerated in subdivision (10) of section 231." Article 521, regulations
62 (1922). The Treasury Department now has under consideration a very large
number of cases with an application for a restoration of the earlier regulation.

There are more than 2,200 of these farmers' and other mutual insurance com-
panies, and a very large number of these companies are affected by this question
of exemption. These companies have also been threatened with a refusal of the
deduction allowed to the large mutual companies under section 234 (13), resulting
in very unjust and unreasonable taxes on practically all balances carried over
the end of the taxable year.

An;her unfortunate situation arises from the fact that under the present
exenmItion wording it is held that the receipt by one of these mutual comp i'es
of interest from a farm mortgage or note or rental from a home office building
or other income than payments of members and interest on working balance in
bank-deprives the company of the exemption. This results in these companies
bein Gt compelled to deposit'all funds in banks at a low rate of interest instead of
loaning these funds to their farmer members at the going rates of interest, at the
same time helping these members to loans where they might not otherwise obtain
them.

The deductions allowed to mutual farmers and other mutual companies under
section 234 (13) have been construed to give all the large mutual companies,
which in fact are mutual, deductions which leave no taxable net income. Under
the complications existing in the regulations and rulings it is the small and
medium-sized mutual companies which may have to pay an income tax. This
was never the intention of Congress.

It is therefore most important that the paragraph should be amended to cor-
rect the situation. The following is the au-Lendment which has been agreed upon
by those interested:

"SEC. 231. * * * (10) Farmers' or other mutual hail, cyclone, casualty,
or fire insurance companies. Mutual ditch or irrigation companies, mutual or
cooperation telephone companies, or like organizations, which like organizations
are of a purely local character, and the income of which like organizations consists
solely of assessments dues, and fees collected from members for the sole purpose
of meeting expenses. HARY F. Gacts,

President, Des Moines, Iowa.
HAHRY P. COOPER,

Secretary, Crawfordsville, Ind.
EKERN, MEYERS & JANISCH,

Counsel, Chicago, Ill.

BRIEF OF WILLIAM W. ARMSTRONG, ROCHESTER, N. Y.

I MARcH 5, 1924.
Hon. JAMES W. WADSwORTH, Jr.,

United States Senate, Washington, D. C.
DEAR SENATOR WADSWORTH: Section 281, subsection (d), of the copy of the

pending income tax bill which I have, provides in substance that where the
Supreme Court has held that any income, war profits, or excess profits taxes
have been illegally collected a taxpayer may file a claim for refund thereof within
four years after the decision notwithstanding other periods of limitation for filing
sush claim may have expired.
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There are two features of this amendment which I would like to call to your
attention.
. 1. The provision is now limited to income, war profits, and excess profits,
but there is no reason why It should not extend to any tax illegally collected by
the Government and, in my opinion, should be so amended. :
* 2. Besides decisions of the Supreme Court, there are two other kinds of deci-
sions which are final in such matters:

(a) Decisions of United States district courts hot appealed from.
(b) Decisions of United States circuit courts which are made final, in actions

arising under revenue laws unless a writ 6f certiorari is granted by the Supreme
Court.

I think these clauses embrace more actual determinations than do the decisions
of the Supreme Court., The provisions above referred to should, therefore, in my opinion, be amended
to include the decisions of any court of competent jurisdiction which either by
law or by failure to appeal therefrom become final, as well as the decisions of
the Supreme Court.

Since the law requires a payment of the tax, no matter how illegal the demand
therefor, the taxpayer is already put under disadvantage, although I do not
find fault with this provision of first paying the tax and then suing to recover
it in order to establish the legality of the collection; but these cases usually
involve many collections of the same kind of tax and the action actually brought
is in the nature of a test suit. The litigation is rarely terminated before the
expiration of the ordinary statute of limitations, and so, unless all these taxpayers
promptly file claims for refund and bring separate suits upon the rejection of
such claims, they find themselves unable to recover the tax at the conclusion of
the test suit, not because It was not illegally collected but because they have
failed themselves to bring suit.

This is not just and, assuming that the Government ought not to retain a
tax illegally collected, every taxpayer whose money has been Illegally taken
under these circumstances ought to have an actual opportunity to collect it
after the question of its legality has been determined by the court.

I submit the above to you for your prayerful consideration. If I can find
time to call on you when I am next in Washington about it I will do so, but mean-
while I will be glad to have you advise me what you think of the proposition,
and, if you think well of it, whether you will not interest yourself in suggesting
such an amendment to the Senate Finance Committee.Yours truly, WM. W. ARMSTRONG.

BRIEF or ARNOLD L. GuESMER, Or FEDERAL TAX COMMITTEE, INLAND DAILY

PRESS ASSOCIATION, MINNEAPOLIS, MINN.

PROPOSED AMENDMENTS TO SECTION 281, PROPOSED 1924 REVENUE ACT

The two points covered by the amendment are as follows:
1. The Government is, by exactingwaivers, keeping 1917 and 1918 cases open

after the taxpayer is or will be barred by statute. The amendment enables the
taxpayer to file a waiver which will keep these years open on both sides for the
period of his waiver.

2. The five excessprofits tax years are inextricably interrelated and should be
dealt with together, underpayments for one year being offset against overpayment
for others. Before the statute of limitations had run against the taxpayer as to any
year that was possible. The amendment is necessary to make it possible here-
after.

It is necessary also because the Government has, as to 1920, under the proposed
1924 law, one year more than the taxpayer.

The practical situation is this: The Government demands a large additional
amount for a given year (1921 for instance); the taxpayer must, if he can, prove.
he does not owe it; to do that he must make, at large expense, an audit of his
company from the date it started business; the capital for the year in question
depends on What first came into the corporation and on everything that has
come in and gone out thereafter; to gel at the capital for the year for which the
demand is made all the preceding years must be covered; in establishing the capital
for that year the correct capital and income for the preceding years are auto-
matically established; in checking his showing as to that year the Government
has to go through his showing as to all; it can cover all in the same time that it
covers one.



4PEND X 849

Amend section 281 by adding at the end thereof the following: . -.
"(f) (1) As to any tax (including profits taxes) on income of the. tmble

years 1917 and 1918 (including fiscal years) the taxpayer may, within one year
after the approval of this act, file with the commissioner a waiver of any statutes
of limitations which have run or which may run in, the taxpayer's favor as to
the right to Impose such taxes on the income of said-years.

(2) As to any tax (including profits taxes) on income of the taxable years
1917-1921 (including fiscal years), i the taxpayer shall be notified .that there
is asserted against, or proposed to. be exacted from the taxpayer,. under. the
revenue acts of 1917, 1918, 1921, or any of them, any sum as to one, or more
of said years, additional to or in excess of, the amount or amounts theretoforepaid by or assessed againstthe taxpa er, the1taxpayer may, within six months

after the receipt of such notification, fle with the commissioner a waiver of any
and all statutes of limitations which have run or which may run in the tax-
payer's favor as to the right to impose such taxes on the income of all of said
years.

"(3) Within six months after receipt by the commissioner of any waiver
above provided for (or within such further tune as the commissioner may grant)
the waiving taxpayer shall file amended returns for all said years and appro..
priate claims for abatement, credit, and/or refund. " .

In the disposition of the case all overpayments for any or all of said years
shall, so far as necessary, be applied against any underpayments, and any net
overpayment or overpayments shall be refunded to the taxpayer, and any net
underpayment or underpayments shall be paid by the taxpayer, notwithstand-
ing any statute of limitations.

Any such waiver shall automatically effect a waiver by the Government of
any and all statutes of limitations which may have run or may run against the
taxpayer as to overpayments for said years, or any of them, and such waivers
shall expire, both as to the Government and the taxpayer, one year after the
filing thereof, but notwithstanding such expiration, in all cases wherein the
waiving taxpayer shall have filed said amended returns and claims within the
time In this subdivision (f) provided, the case may proceed to final determina-
tion, and the underpayments may be collected and the overpayments refunded.

It THE PURPORT OF THE AMENDMENT

(1) As to 1917 and 1918:
a) The taxpayer Is given one year after the passage of the act to file a waiver

of the statute of limitations.
(b) Within six months after the filing of such .a waiver (or such further time as

the commissioner may grant), the taxpayer shall file amended returns for all
excess profits tax year (1917-1921), and appropriate claims for abatement, credit,
and refund.

(c) In the disposition of the case overpayments shall be applied against under-
payments, and any net underpayment shall be paid, and any net overpayments
shall be refunded, notwithstanding any statute of limitations.

(d) The waiver automatically effects a reciprocal waiver by the Government.
(e) The waiver expires both as to the Government and the taxpayer one year

after the filing of it but, notwithstanding such expiration, a case, wherein papers
have been filed within the time above specified, may proceed to final determina-
tion.

2) As to 1917-1921:
f any additional assessment is proposeli against the taxpayer by the Govern-

ment as to some year.
(a) The taxpayer is given six months after being notified of any such proposed

additional assessment to file a waiver of all statutes of limitations, as to all the
excess profits tax years, 1917-1921.

(b) Same as (b) above.
(c) Same as () above.
(d) Same as (d) above.
(e) Same as (e) above.

I. SOME BASES FOR THE AMENDMENT

(1) The expirations of times for the filing of claims for refund (under 1921
act) are as follows:

1917 expired in the spring of 1923.
1918 expires in the spring of 1924.'
1919 expires in the spring of 1925.
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1920 expires in the spring of 1926.
1921 expires in the spring of 1927.
These expirations are based upon the provision, that claims for refund can be

filed within five years after the due date of the return. The Government's
time to propose additional assessments also expires at the above times. The
Government, however, does have the power, heretofore exercised, to call on the
taxpayer to file waivers. The Government takes the position that it has not the
power to waive on its side.

(2) Five years was originally considered as probably sufficient for ordinary
Federal taxes. However, In the ease of this tax, new and complicated, the Gov-
ernment Itself, even with Its large force engaged exclusively In dealing with this
law, found the five years Insufficient as to 1917. For 1917 and 1918 its work
has not yet been finished. It bas asked for waivers.

1917 and 1918, being the first excess-profits tax years, were particularlypro-
duotive of difficulty. Naturally there were many errors in the returns for those
years, because everything was in confusion. Since the time will shortly expire
as to 1918, there should be made the special provision proposed in (1). Similar
action was taken in the spring of 1923, as to 1917, in a situation similar to that
now existing as to 1918. Then the time was extended by an act passed before
it expired. In this instance the enactment of the new law may not come before
the 1918 time expires. Hence the authority should be given for one year after
the act becomes law.

(3) The taxpayers, not familiar with the law, and with no force of experts
at their command, naturally find the five-year period still less sufficient than does
the Government.

(4) The law being new and complicated, the Government had to work its
way out, and deal with a multitude of questions. Naturally the Government
officials were in a position to gain an understanding of the law somewhat earlier
than the taxpayers. Time which might be sufficient for the Government would,
therefore, not be sufficient for the taxpayers.

(5) It naturally took several years to bring order out of chaos. The situation
Is not the same as if everything had been on a definite basis at the very beginning.
For some time the taxpayer, due to his lack of understanding of the law and due
to the many unsettled questions was not in a position to act advisedly. The
Government's first volume of rulings came out at the end of 1919.

(6) In some businesses important questions as to capital had not been deter-
mined, until within the last year or two. For instance, in the newspaper business,
the question of capitalizing investments in the circulation structure was not finally
determined until 1923. Some questions in various businesses have had to await
determination by the Supreme Court. Hence, it Is apparent, the situation is
very different from what it would have been if the questions, worked out prin-
cipally during the last five years, had been settled before that timle.

(7) Due to the newness and complicated character of the law, and the necessity
for making returns within a short time after enactment, taxpayers had to make
them as best they could. Naturally there were many serious mistakes, requiring
coriections as to a large percentage of the returns. The matter of getting the
tax onto a correct basis is a difficult one, and requires much time. It frequently
necessitates an expensive audit and investigation, from the commencement of
the corporation, and the taxpayer hesitates to Incur the large task and expense,
unless it becomes absolutely necessary.

(8) Heretofore the experience has been that the taxpayer (after he thought his
taxes out of the way) Would receive a communication from the Government
relating to some not all, of the excess-profits tax years and proposing additional
assessements. *o statute of limitations having run, underpayments of one year
could be applied against overpayments for another. With the statute of limi-
tations running against one or more years that will hereafter be impossible,
unless the proposed amendment is made.

(9) The excess-profits taxes for the various years are obviously interrelated.
Transactions of one year affect the capital of a later year. A holding as to one
year will affect other years. The object, of course, is to get the taxes onto a
correct basis, and the only way this can be done is to make such provision that,
when one excess-profits year is bejng dealt with the other years can be dealt with
at the same time.

(10) It will be noted that the Government can, until the spring of 1927, make
additional assessments for the year 1921. That year has not thus far been dealt
with by the Government, because it has been obliged to concentrate its efforts
on previous years under previous laws. As to 1919 and 1920, the Government



.ab may makeadditional auseusments. those- yeams not WVW e. of.
If the tAxpayerseoema repw. trom th Govermbnt a scomlnuzation
a large additional assessment for some one year (1W|,for Instance), t Msses.
meat beingbaed onthe-questida astoinveite cata, that taxpaye b uld~fnd
it necessary tohave an, audit mkdf99fem the begining 6f the. cporatim -dowjk
in order to get at the capital invested for January 1, l1 'thei eitsl -involved
in the. 1921.tew'- Thee pi t lcJantua w ly, 192I hoeurse,, d~pendeonn.trans-
actions, rtakg phoe: throughout th ' rat/onto dazsefj showing, .apitat itnes
coming in and capital item going o=t,0thpald-a mw en January 1; 19-1,
is similakly dependent on previous transotW' and the iled. surplus on'tha;i
date is the accumulation of items.showing, the net earnings from year to year
from the beginning down. : The audit, wl therefore have to extend through all
of the years including 1917-1020.-, ' • , . . . . . ', I

One and the same audit, one- and the sameinvestigation, one and the isme
expense-will establish qot only the capital for January 1', 1921, but also that of
each of the other excess profits tax years, 1917-1920. It would cost just as much
to cover 1921 alone. * . , • .. ! . - - . -... I

That audit will disclose the underpayments and'overpayments for each of the
years 1917-1921. If there has been a net underpayment, the Government is
entitled to the money, and if there has been an overpayment the taxpayer is
entitled to the refund. - It- would be. an injustice to force the taxpayer to pay a
large extra assessment for 1921- i the audit discloses that he has large overpay.
ments for the previous years Which Will equal or exceed the proposed additional
assessment for 1921.

Moreover, when the, Government by its proposed'additional 'assessment for
1921 (or some other year) puts him to the necessity. of making an extensive
audit, which may cost several thousands of dollars,. he and the Government ought
to have the full benefit of what that atkdit discloses. ; .*
. (12) ,To put the Government In a position wherein it can as to 1921, or some
other late. excess profits tat year,,proceed to put an additional assessment against
the taxpayer without any opportunity'on his part to: make 'use of overpayments
which he had made in an early year or years, would be unjust.' That injustice
was avoidable!as long as no, statute, of limitations had run; it can in the future
avoided by the amendment proposed'.,

(12) The amendment will not result in..putting the Government to any extra
expense. It would have to examine the taxpayers' audit-to get at the capital for
January 1, 1921 (or so9paq.ther year). One and the same examination of that
audit wol disclose the capital fo , esoji of the years 1917-1920. The tax can be
corrected for.aUl yeprs with the same work, and at the same expense, which would
be entailed by' the examination for 1921 alone. The statements are made in
columnar form, one column for each year.

(13) If the number of taxpayers who file waivers should be large, the Govern-
ment ought to supply the necessary force, and incur the necessary expense to
avoid injustice to these taxpayers. If the number be small then the expense to
the Government will be commensurately small. The smaller number of tax-
payers are entitled to the service to avoid injustice to them. The Government
'4ll, until the year 1921 has been disposed of, have a force of people administering
the excess profits tax laws. That force, while engaged in dealing with a taxpayer
as to 1921 (or some other year) may, at one and the same time, make corrections
in his case for the interrelated years, 1917-1920.

(14) In dealing with 1921, after the statute of limitations has run against all
the other excess profits tax years, it way be ruled that certain items belong in
capital, though theretofore the taxpayer has always put them into expense.
Thus the income for 1921 will be enhanced. Treating them as capital invested for
all years might have reduced the tax in other years. However, the statute of
limitations having run, the taxpayer will be debarred of the benefit of that addi-
tional capital for the other years. The ruling will work against him for 1921,
without being permitted to work in his favor for the other excess profits tax years.

18) A f it be said that only those who have a refund coming will file a waiver
it ito be noted: (a) That the Government, before the statute of limitations
ran against it, presumably collected in all underpayments; (b) Those who stated
their capital conservatively and who erred in favor of overpayments should not be
called on to shoulder any deficiency created by underpayments of the others.
The penalty for their fault should not be visited upon those who overpaid.

(16) Underpayments obviously were made by those who had been conservative
in respect to their capital, and did not have a full book showing of their real
capital. The conservative concern should not be deprived of any of its capital.

90201-24---28
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In orderitO be put on a basis somewhere near par with those who were disposed. to
overload their capital records they should, be given every opportunity to have thb
benefit of their actual capital.
* (17) Those who erred on,th. side of paying the Government too much, when
the Government needed the money most,.and who can get back, at beet, only the
principal without interest, so that the Government will, have had the use of their
money for &:number of years, free of,chargeo ame entitled to special consideration.
The Government having had the use of their money, free of. Interest, should not
be quick to foreclose them against getting back the principal.

The Government has benefited by any delay in getting the refund. It, should
be liberal in granting time to get that refund.

(18) If this amendment Is made, the Government will lose nothing; if It is
not made the taxpayers will lose much. To refuse to make the amendment
would be to add injustice to an already heavy tax burden; to make the amend-
ment is promotive of simple justice to those who are especially entitled to con.
sideration.

(19) The Government would not heretofore deal with 1921, so that the tax-
payer was powerless to get all years closed. He should have the right to deal
with all the years when the Government, for the first time, gets to the point
where it will deal with all years.

(20) While it Is important to get the excess profits tax years closed, it is still
more important to get them close dright. Taxpayers, whoes money the Govern-
ment has been using for several years, without interest, should get back the
principal.

(21) Since the proposed amendment was originally drawn it has been learned
that the Bureau is requiring waivers of the statute of limitations as to 1917,
and extensions of waivers for that year heretofore given. That will put the tax-
payer at a disadvantage. He will be fQreclosed but the Government will not.
As to 1917 the statute has already run against him or (if, before April 2, 1923, he
filed a waiver) it will run against him April 1, 1924. Hence the same arguments
apply to 1917 as to 1918, and 1917 should be covered with 1918 in the proposed
amendment.

. In the new form of waiver which the bureau Is asking taxpayers to sign, It is
provided that the waiver "will remain in effect for a period of one year after the
expiration of the statutory period of limitation, or the statutory period of limita-
tion as extended by any waivers already on -file with the bureau.'

ARNOD L. GuEsMER,
Of Federal Tax Committee, Inland Daily Press Association

Minneapolis, kinn.
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WASAINGToN, D. C., Jenuary 8t,,94.
The proposal to reduce the tax on alcohol is and has been sponsored princl-

pally, by manufacturers of so-called patent medicines, certain manufacturers of
toilet articles, and manufacturers of barbers' supplies. .

The member, of the American Drug Manufacturers Association, who mant-
facture 90 por cent of the prescription medicines for use by -physicians and
druggsts, t unequivocally opposed to the reduction of the -tax on alcohol.

TEis association is representative of manufacturer of medicines sold upon
doctors' prescriptions as distinguished from so-called patent mediqines. ., •

Since the enactment of the national prohibition act, manufacturing pharmacy,
of which members of this association are representative has put forth every
effort to keep from Its ranks those who desire to carry on Iootlegging operations
under the guise of manufacturing pharmacists

The constii ution of this association provides that any member who obtains
a wholesale liquor dealers permit forthwith ceases to be a member of the Amer-
ican Drug Manufacturers Association.

For many years manufacturing pharmacists have maintained, at the expense
of mllionsof dollars annually extensive staffs of highly trained chemists, phai-
macists, biologists, and botanists to produce standard products of high quality
and purity for the use of physicians and druggists.

To reduce the tax on alcohol and thus invite the manufacture of such prepara-
tions by promiscuous unskilled firms and persons incapable of maintaining
scientific control of crude material and finished product will result in a flood of
Impure unstandardised medicines, thus menacing the public health. I

The maintenance of the present high standards of purity and quality of
prescription medicines means the difference between life and death in tens 'of
thousands of cases every year.

The present tax on alcohol has proved an almost insurmountable barrier to
obtaining and diverting of tax-paid alcohol to illegitimate purposes. It makes
the cost too high. Reducing the tax will open the gates to bootlegging and greatly
increase this evil.

We are convinced that it is not the tax-paid alcohol that is being diverted to
bootlegging purposes.. In support of this statement, we have only to invite your
attention to the numerous newspaper reports of poisonous liquors which are
being sold by bootleggers which upon analyses by various boards of public
health and other Federal, State, and municipal authorities, show that such
concoctions have been manufactured from specially denatured alcohol from
which the bootlegger has not taken the trouble to remove' the poisonous or
unpotable denaturant.

It must be conceded that at the present time bootleggers use tax-free specially
denatured alcohol, which requires considerable manipulation to make such tsx-
free alcool suitable fog their illegitimate purposes. Reduction of the tax 'will
enable those engaged In bootlegging operations to obtain pre alcohol at about
$2.50 per' $Allon- ah' against the* present price of about $4,80 per ga1on. The
lower cost will make It' utipr6fitable for the bootlegger to buy special y denatured
alcohol and pay the additional cost of manipulate on In order to male it suitable
for his puoses.. '(onsequently, the b~otlegger will -use the less costly pure
alcohol to make hiW jsynthetio whikys and other intoxiating liquors, thus
making It more difficult for those In charge of prohibition enforcement -" shown
by the following excer t rob2 a statementor'press release made on January 18
last by Federal Prohibition Commisoner R. X,'aynes:,

"It Is true that'a patof these-so-called prf.ume.formul.s are recovetd and
converted to Illicit ues In certain sectl6ns of the country where eontrQo is dIn-
cult, but It should be Ipparent to al tl~toontrl s rendered easer when a moon*:. ..,, : : .. ..,en to al ,. . '.. co. .n.t'. o .



shiner is forced to an illicit distillation process to make potable alcohol rather
than the mere addition of water to ure acohol."

The tax on alcohol is indirect, and as we understand it not included in the tax
reduction plan of the Secretary of tie Treasury. The claim is being made that
this tax comes within the classification of nuisance taxes. However it Is our
understanding that the Secretary of the Treasury defined a nuisance iax as one
that "is not a nuisance to pay, b*V1 OWM$Oe to collect," and certainly there is
no difficulty in the collection of the tax on alcohol, regardless of the amount of
the tax.

In this connection we desire to point out that last year the Government received
nearly $122000M00 from this tax without phoh'g any recognizable burden upon
the ultimate consumer.

In,1017 thetax'on Alddholwas inieAhed from $1.10 per proof gallon to $2.20
per, proOfgaloqk The increasect tax has been denominated as a war tax, and' the
Argvuet .been advanced that, being a war tax, it should be repeated." In
1917 prior to the enactment, 6,the atonal, prohibition, act, it was a war tax
oa4ir|dy.., Sinmeh.e ensatment, of the national, ptohibtion, act It has become a
i neges4sy tax which, hasiprved a; sfeguard agalnot the obtaining and' diverting
ofpure l ol t im aito purposes, . to .h

S! te t.onu alcohol will, brain no al saving to the general
public,.. :Ptent: medieiucaselling at $L contain, on the average of no more than
10pea_.centaoohobl,.4ecordinvg;totie testimony of the representatives of the patent
mediciue interest, before., the Ways atid Means Committee. :This means 11

,4%uewe.9f ldQol jinl the, averAgei U; patent, mediLne. The proposed reduction
of the tax amounts to less than 2 centsperounoe of alcohol,' consequently, the
redsetioni would,not reduoe.thbeprice -to the public for the obvious reason' that
theiredjmt" in cost is too small, to warrant i reduction In price.

The same is true of prescription medicines., .The average 4-ounce prescription
*entp4ms.i ,than .,outce of alcohol, a having , f the, tax is reduced of less than
2,cent%., Io We cn.monse~entioudy waintainthe prescriptions would be reduced
• nootferom75 centsto, 78cents. .. : .• . i

The American Drug Manufacturers Association'.p' therefore 'unequivocallyape toreduetion ef tax alcohol: for thb following[ .reasons: ''• . :

~: , ( ),rtl, woutd undo~zbtydte.town the bars prohibition enforcement toan
dxten,thatwould be exceedingly' demoralizing.: ' : . '.

(2) Bootleggers who at present divert tax. free specially denatured alcohol
to illegitimate, purposes would undou dy attempt to operate under the guise

Sharmaceutical manufacturers in order to obtain pure alcohol. '
(3) It would greatly encourage promiscuous manufacturing of- prescription

medicines by the unsilled and would flood the country with low quality, untested,
dangerous medicines which would be a menace to the public health. , - I, •

(4). T tax is indirect, and not included in the tax reduction plan of the Soore-
tary of ttie Treasury.

(5) It is highly improbable that there would be any reduction in the pride of
'prescription medicines or of so-called patent medicines to the ultimate consumer.

(6) The Government would lose one-half of a revenue easily collected, which
ld year amounted to nearly $23,000,000.
1 ..(7) Due to enactment of prohibition act, the tax has now. become a safeguard
against the diversion of pure alcohol to bootleg purposes.

Respeotfully submitted.
AMERICAN DRUa MANUFACTURERS AssoCIATION,

S ' ' . '-By, CASSON- P. FnAJL Y, &eeedary.
Ab, b the M 'rican Drug 1fa ture s Amso tion: Abbott Labora-

tories, Chicago, ILU. A-liae, Wood-wad 4 Co- ima, Il .; Anderson-HUfller Co.
(yc.), New TYork Vty, . It;. Ot' o. Chicago, Ill.; Bauer & Black,C4ij Wl; , IBua'& (o,, tew.York,CAty, YT Citro .Chemi'I Co, Ma"JL CC., 1n.4. WAo 1,Dtroit,

J~;# _-4 Q, 4.tn, ass. . 1ve Per 'enK a "" to; ~olenliaCo a~1i.. M1oh1  ml 4 Bros

, , ~ h a, Co..t~bt. c;~~lb[ihm. 4,, O ~~~ NJM w
DruFt Wow "PI'&C, t ro Mh, o rk

1(0 r. ~sm , ,;IL.8

Drug ~ ~ Ob hiaelphia P;NloBkr &Wo..De44t M Ac. No 6Yr
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QuD ne &. Cbemical Woeksj New York Cty,N. ; NA *h PbaPhh~tii (.,
6rwieh 14. Y; NtovA U Cheiool Neipo w YCtk (ti, f. kKI

DVi.'& CO Detrobi, Mi b, the E. L;. Patch EoBOetowi, MW ss, 1:tfl
&Co., New'tork Oity, N. .'Caa. Puxer & c, ;e York C"' . Y47 WtMA04
Moore Co., !diaels, lad.; Po*U a-Weld Mma-R0 ea n i ,.i,' C
delphis, P4.; Rolr & Haslachet Chemeal' , Co;;' N ..Yprk 'City,'- N Y.;
5sbtuY & Johnsbn, New York Cit#, 'N. Y.; har'A Dbhmel, Balti,6, Md'
E..R. Squibb & Bons, New York City, N. :Y.j Mrek eAakIn &Sto.am A Droit,
Mich.; Tailby-Nason Co., Boston, -Ma,.: *he Tilden Co., New Leba no, ., Y.';
A. M. Todd, & Co., Kalamasoo, Mich.; the U".4oln O. KaltmaW; Mioh.;
Win. R. Warner & Co., New York Cif;y, N. Y.; W lcti LAboratoires; C hII ,:;
Ill.; the Zemmer Co., Pittsburgh, Pa.

Banr or PAx:,, DAVIs & Co, I DETaoiT,. MIU. .

M~a~ca;8,1924,,
Hon. RUED SMOO, ' . :'I :j, . W,.

Seme Offce BadftAd' Washing ,,, L\ -.* : ,
DkAR Sit: We' are' unbquivoeally opposed :to 'the iqdtuetlon ri t e 'txoft

alcohol, because it would undoubtedly let doftn ihe bl ?oprohitt !enfora6c
ment to an extent that would be exceedingly demor ati, '* oB tlefssh wkd gti
pr~ent divet tak free specially denatured iodhot ftb iN (t- efa p odea 'w 6 d
undonbtedly attempt to opert. 'utdr the gu d ) fP & dtk6iFo anufo'a
tqrers in order to obtain puce Alcoh6l. -ThI& wbflM' eenly ,coerge' pom/'
cuous manufacturing -of resription nedloines&:by tlleuhisktlsed,'snd .wblld
undoubtedly -flood the country with low ,qualty; untested, daatitous medilinse
wh1hih would be a menaebto the public health."' ' , . ,

Furthermore, it is highly improbable thatthere would 'be uy '-eduction in ths
price of either prescription medicines or so-called patent mediolnes to the ulti-
mate consumer, because pAtent medicines selling at $1 contain on the average
not movie then 10 per cent alcohol according to the testimony of the representative
of the patent-medicine interests beforaflha-Ways and Means Committee. Con-
sequently the do not contain more than i I ounces of alcohol, the tax on 1 ounce
being about three-tenths cent, and therefore no, reduction in the price of. patent
medfeines to the public can be expected. The same is true of prescriptloh
medicines.

The tax is indirect and affords the Government a revenue easily collected
which last year amounted to nearly $23 000,000. 1 i ..

Due to the enactment of the prohibition act, the tax can not in any sense be
called a war tax,-for the reason that It has now become a safeguard against -he
diversion of pure alcohol to bootleg purposes. I ' I

We trust that upon giving this matter consideration you will conclude tO
oppose any amendment to the revenue bill which has for Its purpose a reduction
of the tax on alcohol. I . ;. :- . ., 1 1

It, will be a preciated if you will advise us of your attitude with respect to a.
reduction of this tax.

Very truly yours,
PAIRKE, DAVIS .& CO.,
HARRY P. MASON,

Assistant to President. ,

Bump OF HANCE Boos. & WHm (INc.), PHARMACEUTICAL CillMIST'v, PmLA-
DELPHTA, PA.

Hon. REED SMoor .. MARCH 7, 1924.

.Senate Finance Committee, United ,tates Senate,
lJ'ashington, D. C.

DEAR Si: We beg to refer to an organized effort that is being made to reduce
the present rate of tax on nonbeverage alcohol, which effort was unsuccessful
before the Ways and Means Committee of the House or Representatives in
connection with the tax 'bill now before you, and respectfully registcr our protest,
against any such reduction at this time for the following reasons:

1. It would cause a shrinkage.in the value of our inventory of such an amount,
as to practically mean financial ruin, in that all manufactured goods which we
have on hand would at once shrink to the extent of the reduction of this tax.



2., I :W. qul4q.ncourgo bootiegge rs. and .persons deirous of., during alcohol,
f9w i.iti.te Iso.tov agag0,& th as.in order t"
surepl.hoh f01 (6 ter0Ao purpse.. At the smv tihmeliwhil thlW wonld,mansw,
faq, r, 4_few god .as . cloak for. their- r p they would qstabliah
a forpi of ,ome.iti0n~th t would heruinous f or litinmt .

*.lrmtqatfou.or r'dltion' of this. t x on alcohol wauldireult In no savbi
to0,ttie gepJ .pubis, for .the .eraon that the %ahqohol,vontent of the. average
rPepedyis so small, fIt there, vould be no comrepoudgpreduction inthe retalU
sale price.of.anyprparationinto .whhh it entered, ', , . :i

4..:At a tiinswhol every .endq vor ls being made.to. enforce, prohbition ,tho
Introduction, of .cheap, ethyl acoh9l, would makesuch enforcement almost hupw
visible. .1 , ,I". -

5. There is no demand of a legitimate nature for tie reduction or elimination
of such tax. At the, present time there are about 50 formulle of nontax alcohol
covering every legitimate use for industrial purposes. At the same time, these
formuiso are so denatured as td make it almost impossible for those who would
convert those formula to illegal purposes, to do so.
6" The only ones who would be benefitted by a reduction of the tax on alcohol

are proprietary manufacturers who offer their products in standard packages,:
the resale retail price of which they, to a certain extefit,.ditte; the articles being
noncompetitive. There would be no. reductiQn in thq. resale retail price of these
proparatioiamithuj ,n ,the whole,. there, would he no bepnfit,.to anyone -but thispieferred li ! of manufacturerm... .,..!... . . .. .. ,.., ...!Thee Is, at, the. l parent -time, mWU~ms of dollars :invested, in -the egtimatoe

manufaoturlogspharmeietieal busines"I all of which investment would bogreatly
imperi1ed by any change at this timge in the tax on ethyl alcohol.
IWe are informed that the amount of ravegue now produced by this tax totals

an amount of between twentyflve ad thirty mUliop, dollars a year. . We there-
fore, feel that the tax on other items, in whiqh the public at large could partici-
pate could,be better reduced than.this alcohol tax..

Very truly yours, , . . s R.& Wur (INc.).

Wu. W, Syass-,,es Manager.

BRIEF or FuR8T-McNEss Co., CHEBAISTS AND MANUPAMTUfiINO PHARMACISTS,
FREEPORT, ILL.

MAncu 8, 1924.
Ion. RE@ED SMOOT, .

Senate Office Building, Washington, D. C.
DzAR SIR: You.have no doubt, received copies of the briefs in favor of the

repeal of the war tax on alcohol, filed by the National Association of Retail
Druggists, the Interstate -Manufacturers' Association, The American Proprie-
tary Association, and other similar associations engaged in the' manufacture and
sale of proprietary remedies, first-aid medicine, and flavoring extract.

We trust you have taken time to read these briefs, for they present a logical
argument in favor of a tax reduction which to our mind is very important. The
lose of revenue to the Government by this reduction would be comparatively
small and the benefit to the consumer from the reduction in prices on these com-
modities would be almost Immediate and very considerable. At the present
time the excise tax on alcohol is $4.18 per wine gallon (equivalent to $2.20 per
proof gallon),'which is about ten times the actual cost of producing the alcohol
and addo an-exorbitant item of cost to all preparations in which it is used.
. The only benefit that we would expect to receive from the reduction of this tax
would be the stimulus to sales that would result from the lowering of prices, and
we believe this is representative of the attitude of all manufacturers in our line.
Our selling prices would be promptly reduced in direct proportion to the saving
in our costs of manufacturing. About 90 per cent of our products are sold direct
to faitmers who would thus be the direct and immediate beneficiaries of the
elimination of this tax.
''If you have read over the briefs referred to above, you are aware that we are

not asking for the complete eliminaton of the excise tax on alcohol, but only the
war tax of $1.10 per proof gallon (equivalent to $2.08 per wine gallon) which
was added in 1917 strictly as a war measure and which has been, particularly
Olnee 1920, a heavy burden on this Industry.



An'yreduotion In' taxes 1s boutid tb be beneficial; not only tO the business
interests bbt 46the ictail consumerss of thi ebuntry3, but n "reduetioh in the
general taxes would,,|nbur opinion, be pased on to the consumer's) promptly
and fully as the elimination bfthiswar tax on'lOhol.

While we realize that you are very busy, and we do not wish to impose dpon
your time, we would greatly appreciatea'wrd from you as to your Views on this
i m p o r t a n t m a t t e r . . . ... .. . I I .. . . , ' .. .. . , ; ! ,

Yours very truly;,
FunsT-McNzss Co..-
F. E. FuakT.

BnrIZ oF JOSEPH TiNER 'Co.:, MA^NUFAVTUJRIN CHEMSTS, CHICAGO, ILL"

M C 7, 1924.
Hon. REMD SMOOT, *MA """ ": 192.

United'Stoaes Senate, Washing)n, D. C.'
HoNoanxjn Sin: We wish to herewith appeal to you to favor the repeal 'o

the war tax conslsting of $1.10 per gallon on Industrial alcohol# for .the following
reasons: . . ,..

That alcohol is the one universal solvent for which there Is no known substi-
tute. Its users are numerous and, we take it for granted, well known to yourself,
and especially in medicinal, pharmaceutical, and chemical industries.

The tax is a war tax, pure and simple, and in view of the fact that war taxes
have been recommended for repeal by both our President and Secretary of the
Treasury, we feel that it is only just that this tax be also repealed.

Those namely interested in the repeal of this tax are thousands of legitimate,
medicinal, chemical, and pharmaceutical manufacturers who represent millions
in invested capital. Those that would benefit, namely, from a repeal of this tax
would be the consuming public who purchase proprietaries which contain alcohol.

Counting upon your support and assuring you of our sincere appreciation,
we beg to remain,

Respectfully yours, Teit Co.,

By Jos. TaINEI, President.

BRIEF OF THE DRUG PRODUCTS Co. (INC.), PHARMACEUTICAL MANUFACTURERS,
LONG ISLAND CITY, N. Y.

MARCH 12, 1924.
Hon. JAMES W. WADSWORTH, Jr.,

United States Senate, Washington, D. C.
My DEAR SENATOR WADSWORTH: We understand that the bill pertaining to

the reduction of taxes on medicinal and industrial alcohol is now before the
Finance Committee of the United States Senate, in which event we would appre-
ciate your courtesy in bringing the following to the attention of that committee,
as well as your own endorsement of our position, should same meet with your
approval:

We are in favor of reduction of tax on ethyl alcohol for medicinal and industrial
purposes to $1.10 per proof gallon, the tax effective prior to the war. The follow-
Ing are a few of our reasons for our position:

1. The additional $1.10 tax per proof gallon was imposed solely as an emergency
war measure, therefore its exaction and the higher cost resulting from it are no
longer justified.

2. It is the announced purpose of Congress to repeal all the special and purely
war taxes, and no sound reason exists for this single exception.

3. The drug industry can not consistently ask Congress to reduce taxes and yet
maintain this tax for alcohol since there is no sufficient reason for its continuation.

4. The reduction suggested will mean a saving in the cost of the manufacture of
alcoholic medicinal preparations which will benefit both the manufacture and the
consuming public.

5. The inventory loss advanced as a reason for continuing the present tax would
be offset by the inventory enhanced value which occurred when the tax was
increased.

The situation is analogous to the reductions which occurred at the close of the
war on drugs and chemicals generally.
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6. This alleged loss oouldbe atnimlsed by-deferring reduction In the whokeale
and retail prices until an opportunity is ffo ded to a ay reduce the presmt
stocks of preparation manufactured from alcohol bought at present tax Price,

7. It Is ilisriminatory and unfair to the siok to impose so high a tax on alcohol,
a commodity so essential In medicine ...

8. We manufacture medicinal prepartlons which are sold to physicians and
druggists and dispensed on physicians' prescriptions, so that the arguments ad.
vaned that the manufacturers of so-called patent proprletory mediinues will be
the greatest benefactors of the tax, can not be applied to us.

9. We suggest that, the repeal should take effect at some future date say,
three to six months hence, which would protect all finished products now on hand,
and would enable the manufacturers and others to reduce their stocks of tax
paid preparations to a low level, or that a refund on floor stocks of alcoholic
preparations held atthe effective date, be Authorized, thus obviating the loss on
inventory.

10. In the final analysis, the opposition to this reduction Is essentially selfish
and does not square with the controlling fundamental principle of. the public
interests.

ThAnking you for your Interest and courtesy, we are, with estem,
Sincerely yours,

TA DNao PRODUCTS CO. (ui OO.HARRY' NooNAN, Preim.



BUmBY O1 CIGAR MAKURS' INTMINATIONAL UNION O1 'AUnAICA, CHIOAGO$ ILLt

MAWcR 6, 1924.
To the SENATE FINANCE CoMIrT=. : ....

GENTLEMEN: In behalf of the Cigar Makers" International Utoho and it
members who are employed in and make i living in'thp r i dustry ! we respect-
fuly petition and urge a lower Internal revenue rate on an cigars.

We are conscious of the fact' that our Government mvst obtain ' sultnt
revenue with which to liquidate its financial obligations. We, however, be) fevt
that the burden of taxation should be s nearly equally distributed c clrcdm-
stances and conditions may warrant. We, as citizens, 'and our mnufactor.ei,
are subject to all taxes that others must pay. In addition to that the lpdustrY
is taxed to an extent that the elements of fairness are wanting. We expect to
carry our share of the burden of taxation but we object to any excess beyond
that which is fair. "

The cigar and tobacco Industry has been taxed beyond practically any other
industry with the possible exception of the tax levied on malt and spiritous
liquors prior to the Volstead Act. Generally speaking any business to function
properly and to capacity should be as free as possible from burdensome, utifaft
taxation and regulation. In countries where excessive taxation has been heapw4
upon the cigar industry it has pfctically killed that industry and employmeil$
therein. England through piling up of excessive taxes on cigars prabtidally
killed the industry in so far as the making of cigars is concerned In that country.
The same general statement applies to France, Belgium, Austria, and many
other countries, with the possible exception of Germany, Which prioe to the war
treated the cigar industry more liberally and fairly, and the cigar industry there-
fore prospered in that country to an extent far in excess of any other country.

In addition to paying a heavy internal revenue tat we must pay a heavy tr.
on tobacco suitable for cigar purposes. Land upon which tobacco can e raised
that will compete with that raised in several foreign countries is limited In our
own country, To keep up the standard of quaity the industry is forced to
import to a great extent wrappers and fillers for the manufacture of the better
grade of cigars.

In recent years there has been a decided falling off in the manufacture and
consumption of cigars. I have taken the liberty to present to you table showing
cigars manufactured and taxes paid thereon for the years ending June 30, 1863
down to 1922. Also for convenient reference I am quoting the population of
the United States from 1860 to 1929, inclusive, in 10-year periods, as follows:

1860 ----------------------------------------------------- 31,443,821
1870 ---------------------------------------------- 88, 58,371
1880 ----------------------------------------------- 51, 7838
1890 ---------------------------------------------- 62, 947, 714
1900 ---------------------------------------------- 75, 994575
1910 ---------------------------------------------- 91, 972, 266
1920 ------------------------------------------------------ 105, 710, 620

The foregoing figures coupled with the table referred to and attached hereto
show that the manufacture and consumption of cigars are steadily fall-
ing off, and that the population is steadily increasing. In 1902 there were
manufactured 8,103,567,265 cigars. At that time the population was approxi-
mately 76,000,000. For the year ending June 30, 1921, there were manu-
factured 6,758,756,368 cigars, at which time the population was approximately
106,000,000 Practicall there was no increase In the number of cigars manu-factured and yet the increase in population was approximately 30,000,000.

In 1913 there were manufactured 7,099,037,543 cigars while for the fiscal year
ending 1922 there were manufactured 6,021,298,886 cigars. The population in1913 was approximately 94,000,000. The population In 1922 was approxi-
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mately 110,000,000. With an increase in the population of 16,000,000 in the
period just cited, 1913 to 1922, there was a decrease in the manufacture of cigars
of 1,077,738 657.
The steady decline in the manufacture and consumption of cigars is due to

several causes, prominent among which is the stead increase in the internal
revenue tax exacted by the Federal, ov rnment. In 1902 the aggregate tax
collection on cigars was $18,311,142;2." n 1922 this tax on the cigar industry
for internal revenue alone had jumped to $41,183,505.34, or an increase of
$22,872,303.09, an increase of about 120 per cent. These figures where compari-
sons are made do not include small olgare or all tobacco cigarettes. If these were
included it would simply accentuate a little more the differences.

In practically all foreign countries, as well as our own, tobacco has always
been looked upon by the law-making forces an prey for the purpose of raising
revenue fqr governmental and other purposes.

A careful survey bf the number of cigar makers; that is, those who actually
make the cigar, not including the strippers, cases, and others, shows that in
1920 there were 111,378 people so employed making cigars and in 1923 the same
method of making, the survey and census shows that there were 94,753 people.
A comparison. shows that there were in 1923, or three years later 16,625 less
people making cigars than in 1920. The loss in the number employed in the
industry is f(ly accounted for in the decreased. number of cigars manufactured
in 1922 as. compared with the number manufactured in 1920. In 1920 there
were 8,304,618,762 cigars manufactured, in 1922 there were 6,621,298,886 cigars
manufactured, showing a falling off of 1,683,319,876. I want you to know,
however, that some of the loss in the man power is due to the increase in the
use of machinery in the manufacture of cigars.

There has been a steady failing off in the number of cigar shops. From the
most reliable statistics obtainable the number of cigar factories has decreased
about 50 per cent, or a loss of about 12,000 factories since 1900. There has
been a steady falling off of the so-called small factories and an increase in the
larger factories located in certain industrial districts. All of which shows that
many small and medium-sized business firms have been crowded out in the
struggle for existence. In hundreds of places that formerly hnd thriving cigar
factories they have been entirely closed out.

If the only reason that we are discriminated against in the payment of tax,
both internal revenue and import duty, is for revenue purposes, then the facts
Would indicate that in so far as the cigar industry is concerned if the policy is
pursued much longer, it will materially reduce revenues from that source. A
smaller sum for internal-revenue tax on cigars would really increase the amount
of revenue. The facts clearly demonstrate that when the internal revenue is
boosted beyond a certain point the production of cigars steadily, decreases and
the Government not only loses a much-needed revenue but, what is of equal
importance, thousands of cigar makers who have spent their lives in and have
grown up in the industry are thrown out of employment and forced into other
avenues of employment which are always overcrowded.. Our petition if granted will work no hardship on the Government in the
iAmount of revenue collected but wU be a positive boon to thousands of men
and women employed in making a living in the cigar industry.

The cigar is no more of a luxury than hundreds of other things that go to
brighten existence and add to the enjoyment of life. Cigar smoking is the
greatest solace that can. be obtained from the use of tobacco. It is a great
comfort and not injurious in any way to the average smoker, and we know of
no reason viewed from any standpoint why it should be subject to excessive
taxation not imposed upon thousands of other things which come clearly within
the so-called luxury class.

Respectfully submitted.
G. W. PERKINs,President Cigar Makers Internaagional Union of America.
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Cigars manufactured and tazes paid for fiscal years 1868 to 1922

Cila , Small cigars (all tobacco elga.
rettes)

Year ending June 30--
A ...... .Number A re ate Number
cogOCTons tax paid collections tax paid

1863 ............................... $476,5W9.29. 199,28,284 ......................
1864 ............. . .. 1,256424.79 492,780,700.
180 ...... : .................. 3,072476.8. '69,20989 $1.99.O1 016,'964
180 ................................ I 3,474 43M 94 1347,443,M84 50a 05 '5,005
187 ................................ '3,661,984.39 4&3,80 ,448 ............... ... .
188 ................................ . A 2,951,675. 20 1 5 ,8 052 .................. .....
1809 .......................... 4,957,079.67 * 991, 5, 4 ................ . ..
1870........................... 5,09,35&87 1.130,470,774 ....... ................1871. ........................... 6,9,5 02 1,31890,91,0 4O............ .......872............................7,6,074.01 1 ,07,014.92........ ........

1873 ......................... ,899,73,98 1, 779,40, ........ ;. ...............
1874 ......... ................. 9,289,898.40 1,857,979,298 ................ ........... ir ....
1875 ............ 1.................... 0,140,384.11 1,92,061,780 ......... ...............
1876 ................................ 10969,787.28 1,82, 807, 86 ... .... .. ..
1877 ................................ 0,799,469.20 , 800,009, 25 ................ ..... ..
1878.......................... 11,430,144.0 , 90, 003,743 .......... ..............
1879 ........................... 2 115,46.29 2,019,246,784 ........ ................
1880 ......................... 14,206,819.49 287,8 .............. . .
181 ............................ 16,09,6,724.78 2, e, A 0797 ....... r ....... .........
1882 ....................... 18,24,85137 3 ,00975,395 ...........................
1888 ......................... 18, 8, 215.16 '3, 9 888.992 ....... .. ..............
1884 ........................... 0, 36805. 7 3,45, 19,017 ........ ...............
1885 ........................ 10.077,287.50 3.358.97.33 ................ ................
1888......................... 10,532,804.05 3,510,8488 ............... .I .
1887 ......................... 11,364, 91.35 3,788,30,443 .......................
1888 ............................... 11,534,179.95 3, 844,72, 0 .............. .... ....
1889........................... 11,80,188.92 3, 87385,0 4 ........... ;.................
1890 .......................... 12, 203, 69.9 4,0 889,3 ............... ................
1891 ............................ 13,424,678.30 4,474.892.7 ............ ................
I8 2............................. 18, 046.3925 4,548 ,799,417 ................ ................
1893"... ..................... 14,442,591.35 4,814,197,117 ................ ................
19............4.............1 2200,75230 4,066,917,433 ............... ................
189b... ....................... 12,491,917.32 4,103,972,440 .......................
1898 ............................ 12,713,267.83 4,237,755,948 ....... ......... .
1897 ................................ 12,189,807.29 4,O03169,097 .. ...... ............
1898 ......................... 13,828,049.71 4,505,260,517 '40,678.88 1405,670,880
1899........";................. 1, 307, 10. 05 4,529,872,304 647,415.52 547,415,520
1o............................. 19,138 534.82 5, 316, M3, 41 846,8 882 6S,8,820
1901 .......................... 20,775,30.73 5,770,934,309 684,560L.05 88450.010
1902 ......................... 18,311,14125 0, 1 ,587, 285 410,903.48 760,832,370
19M3 ........................... . 2,39,014.43 6,786,338,043 M, 80. 39 840,4M8,870
1904 ............................... 20,122,415.5 9 .6,707,471,803 370,298.25 6M 844,907
1905 ............................. 20,582,743.73 6, 80, 914,577 393,348.22 728,2,30
1908 ............................. 21,524,415.67 7,174,803,223 483,708. 41 895,867,426
1907 .............................. 22,470,434.38 7,490,144,794 622,152,06 1,1521, 132;, 850
10 8. ........................ 20,714,315.84 6,904,771,947 645,04916 1, 009, 30,126
1909"............................. 20,267,728.90 6,752,570,300 586,599.33 1,030,739,481
1910 ............................. 21,197,795.95 7,065,931,984 580,748. 18 1,075,459,499
1911 ........................... 21,755,714.06 7,251, 904,686 917,294.25 "1,223,192333
1912 ........................... 21,709,170.91 7,258 390,303 820,29K 60 1,093,728,800
1913 ........................ 23,097,11163 7, 699 037,543 775,333.62 1,083,778,160
1014.; ................. 23,012,498600 7,676 832,230 777,594.75 1,03,793.000
1915 .......................... 21,174,38. 07 7058,122,323 729,197.46 972,203,280
1918............. ........... 22,170,549.51 7,390,183,170 710,65.02 947,537,300
1917 ....................... 24,800,311.78 8,20 770,593 712,697.89 . 9 M0,30,52
1918......................... 30 165,783.07 7,300. 352,192 875,727.20 037,032,944
1919 ........................ 36,08, 247.46 7,110,77,000 925,018.81 788,529,83
1020'................. ..... .. 55,4,017.88 8,804.61.782 992,11&.89 661,409,260
1921 ................................ 51,076, 547. 24 7,822, 3. 818 1,013,510.07 673,607,380
19a .......... ................ 41,183,505.34 6,621.298,886 908,528 71 845,85,M248

Total ........................ 974, 690, 28. 04 200,201,107,94 1,819,632.82 21,28,762,674

'Estimated.
ICigarettes Included with cigars from Aug. 1, 188, to Aug. 20, 1808,
3 Small cigars Included with cigarettes from Aug. 1, 1866, to July 24, 1897.



EXCISE TAXES

AUTOMOBIUE8 PART. AND ACCBSSORMS

BRIEF OF MARTIN-PARRY CORPORATION, MANUFACTURERS OF BODIES FOR
AUTOMOBILE TRUoCKS

To the Finance Committee of the Senate of the United States:
Martin-Parry Corporation, a manufacturer of commercial automobile bodies,

proposes that the tax exemption provided for automobile trucks and wagons
and the chassis thereof, sold for $1000 or less, be extended to include commercial
bodies selling for not more than $0, and in support of its proposal respectfully
submits thi brief:

Subdivision 1 of paragraph 600 of the new revenue bill, H. R. 6715, now reads
as follows:

"(1) Automobile trucks and automobile wagons (including tires, inner tubes,
parts, and accessories therefor, sold on or in connection therewith or with the
sale thereof), 3 per centum: Provided, That this paragraph (1) shall not apply to
automobile trucks or automobile wagons (nor to the chassis thereof f sold
separately), if the selling price of the chassis of such trucks or wagons is not In
excess of $1,000."

The desired change could be accomplished by amending this section so as to
make It read as follows, the added words being indicated by italics:*

"(1) Automobile trucks and automobile wagons (including tires, inner tubes,
parts, and accessories therefor, sold on or in connection therewith or with the
sale thereof) 3 per centum: Provided, That this paragraph (1) shall not aply
to automobile trucks or automobile wagons (nor to the chassis or truck ody
thereof If sold separately) If the selling price of the chassis of such trucks or
wagons is not in excess of $1,000, or if the selling price of the truck body of such
trucks or wagons is not in excess of $2O0.

Although automobile bodies have hitherto been classed as accessories in admin-
istering the excise tax law, they are not accessories In the ordinary meaning of
that term, such as spotlights, windshields, bumpers, etc. An automobile body
is an essential component part of the complete unit and for tax purposes should
be treated on the same plane as the chassis itself. To provide a tax exemption
for trucks or truck chassis selling under $1,000 without extending a like exemp-
tion to the bodies for such truck chassis would ignore the present condition of
the industry. Ninety per cent of the bodies for trucks selling under $1,000 are
made by Independent body manufacturers. The chassis manufacturers do not
supply over 10 per cent of the bodies required on their chassis and depend upon
body manufacturers like ourselves, who are scattered all over the United States,
to build a body with the necessary equipment needed by the farmer and other
users. The dealer purchases the chassis from the chassis manufacturer, the body
from the body manufacturer, and sells the combined unit to the user. If the
chassis manufacturer can save the tax by building his own bodies or having them
built for him and selling the completed unit, the result will be that he will adopt
one of these courses and that the independent body builder will be driven ouf of
business and a large invested capital destroyed. The law as now written makes
an unnecessary, an unfair discrimination between the chassis manufacturer and
the body manufacturer against which we most earnestly protest.

The price of $200 Is suggested as the limit of tax exemption, because nearly
all standard bodies for light truck chassis are sold for less than that amount.

It seems that the discriminatory results of the bill as now drawn have been
due to an oversight or unfamillaritv with the conditions in the trade, as we do
not imagine that there was any thought or wish to discriminate against the inde-
pendent body builders. We therefore respectfully ask your consideration of this
matter and hope for the adoption Of the suggested amendment.Respectfully submitted.

MARTIN-PARRY CORPORATION.

MARCH 19, 1924.
362
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SBatr or AmuenAz -AuTomOmBmI AssOCIAT9oNj: WA8-IIVO, ,D. 0.

-MAXN '20r,1092.
Hoa. DSm ,, REED SMOO

Washing, D.C.,-
DEAR Sin: The' war exie- ta# on the. 15,000,000 kndto r V6f 0the Nqtio

amounted in the fiscal year of 1923 to $144,000 000. 1O t paer c/rs
paid, $94,000,000, motor trucks $10,000,000- and -tltsi ptaA nd'Mkpcirie
$40,000,000. For the calendar year the Oaf tax ofeot was $156 ,0 0,.
The total amount collected rt6m motok'elt kitWee tile adoptiotioft I s 'O a. ns
to$89,000,000. " "
Rele recently ariledd by the House reduced the i ent * kt tire artX,

and aceeaorles to 21 p Cent, with a'cont6mplAted I.ss of reVe. ttef11000,10o(
and exempting from Lhe 8 per cent rate all trucks whoC e hitsii 's for legs ti
$1,000, with an estimated loss of revenue of' approxfnately rX00,00W) -or a
grand total of approximately $24,000,000. - ' -:

It should be recalled that there were fout' wa ekelse tses laid'Up6n motqrista:
(1) A 5 per cent tax on passenger caft; (2) 'a 5 per cent tax 6n tires accesorles
and parts; (3) a 8 per cent tax on motor trucks; and (4) a tax var ng from $16
to $20 on automobiles for hire. Up to this time nbt a single oze of- thbee tates
has been removed. The motorists are asking now that they be not.lttfther
discriminated against by the continuation of all these war exe taxe'six' years
a f t e r t h e w a r . ' 1 ' ' : " . .. ..

Since the House adopted the partial relief oneaccessories arid trudk6, ouratten-
tion has been called to the fact that the relief granted on trucks iteultein'ertain
administrative difficulties with the Bureau of'Internal Revenue, a4i* vell ai dis-
crimination in favor of the manufacturers of light ftucks. We ag*e6 'itl the
truck manufacturers and inclose a proposal which will exempt'froim taxation the
small truck and will grant some measure of relief to all trucks and would timdunt
to an additional loss of revenue of only, about $1,600,000.

The American Automobile Association feels that the Senate should meet the
House In granting the above relief.

We are taking the liberty of sending you each day for two weeks one piece of
printed matter dealing with one.phawe of the .taxatt4o matter.

Your consideration of the position of the American Automobile Association is
respectfully requested.,

Sincerely yours, Taos. P. HENRY, President.

SUGGESTED AMENDMENT TO HOUSE BILL

Change section 900, subdivision 1, to read as follows: "Automobile truck
chassis and automobile wagon chassis (including tires, inner tubes, parts and
accessories therefor, sold on or in connection therewith or with the sale thereof).
3 per centum; Provided, however, That the first $1,000 of the selling price of such
chassis shall be exempt from taxation."

Subdivision 2: Without-change.
Subdivision 3: As modified bv the House.
Subdivision 31: "Bodies for iny of the articles enumerated in subdivision (1)

sold to any person other than the manufacturer or producer ofany of the-articles
taxed under subdivision (1) 2* per centum: Prosed,, however, That the first
$300 of the selling price of such bodies shall be exempt from taxation."-

CAM IRA A" PAB 8.-

Bnrpr Os' Asco PHOTQP.RODUCTs..(Iwa.i),lihoJ l'UATQN, N..Y.,.;

To the Fi,ance CommiU+v,.o/++he fiUs'" ... " , .
•. GNTLEMN O': When -Hous6 bill 'No., 6715i section 600, sections 4,4nt Z, Was
before the Ways and. %ans!Comnkltte, of the!House, aubstantial.reasenvmwre

xe",entod whythetax oneoanerlensesshomld+ be stricken out. i iionerpwrpore
to briefly bring to your attention several very substantial ,reaonB why yeltef
from sections 4 and 5, particularly the former, should be granted to this industry.
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With but a single exception, that of Eastman Kodak Co., the manufacturers
of photographic apparatus, including cameras and lenses, have in the immediate
past-.yaxsustained large losses. There are at the present time only two com-
panies Inthe United States which manufacture both cameras and film-Eaetmah
Kodak Co. and Ansco Photoproducts (Inc.). The latter has just emerged from
a drastic, reorganization involvingpractically a complete loss to its former stock-
holders.. Ansco Photoproducts ( no.) is faced -with many serious problems if it
i to con#1nue and develop as a competitor of Eastman Kodak Co. The burdens
wJh Ansoo can bear must not be judged by those that Eastman can.

Of our two principal products, hand cameras and rpt film, film sales are wholly
dependent upon the sale and use of cameras. The tax on film is bearable, as it
affects qnly itself. The tax on cameras is not only a business retardentbut
diminishes film sales. The records of this company for 1923 disclose the sale of
20 rolls of film for every camera sold. ,

Anso manufactures a good camera that retails for $1.. For every dollar
camera that was sold last year, $5 worth of film was purchased by the public,
and the revenue accruing from the present tax on that film was two and one-
half times the tax on such camera. fly compelling us to pay a tax of 10 per cent
of our selling price on an item retailing for $1 we are denied a margin which
would permit. us to give the standard retail discount on this camera and an
amount ample to properly advertise and market it.

The foregoing are facts and to a modified extent are applicable to all other
low-priced cameras.

As manufacturers of both- cameras and film, we feel justified in asking relief
from both these taxes but if the attitude of the committee is adverse to this
relief we most respectfully submit that a due regard for increased revenue to
the government and the well-being of an important American industry clearly
call for the withdrawal of any tax on cameras.

Respectfully submitted. ANSCO PHOTOPeoDUCTs (INC.).
By HoaAcE W. DAVIS, President.

FIREARMS AND AMMUNITION

CHIcAGo, ILL., February 19, 1924.Hon. REED SMOoT,
Senate Office Building, Washington, D. C.

My DEAR SENATOR SMOOT: I desire to bring to the attention of the Finance
Committee a matter in reference to the Federal excise tax on cartridges, etc
which has been brought to my attention by Mr. J. L. Donielly, secretary of
the Western Cartridge Co., Alton, I1. I am inclosing herewith memorandum
prepared by Mr. Donnelly for the perusal of the committee.

Yours very truly, M• MEnILL McCoRMIcK.

BRIEF OF J. L. DONNELLY, SECRETARY OF TE WESTERN CARTRIDGE Co.,
ALTON, ILL.

SOME OF TE REASONS Wa3 THE FEDERAL EXCISE TAX OF 10 PER CENT UPON
PAPER SHOT SHELLS, METALLIC CARTRIDGES, AND FIREARMS SHOULD BE
ELIMINATE' D.

1. The tax is discriminatory.-Paper shot shells, metallic cartridges, and fire-
arms are the only items of so-called sporting goods upon which the tax remains.
A similar tax, which was formerly levied upon all other items of sporting goods
(including poker chips, playing cards, golf, tennis, and baseball supplies) was
eliminated by Congress In 1922. This Is obviously a flagrant case of discrimi-
nation, particularly since small-arms ammunition, rifles, and shotguns may be
more justly regarded as the poor man's items of sporting goods than can any
other article falling in the general clhasiflcation of sporting goods.2. Penalize, the determination of vermin.-This tax not only places an undue
buren on the sportsmen who shoot for pleasure, but It also penalizes the man
V,4ho ures ammunition to sure food or exterminate animal and bird pests which
are de.troyIn1 his crops.
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3. Thetax j,.unpa aroic.-7The tax Is also unfair from a patrioticatandpoint
in that it adds so materially to the cost of ammunition that the American boy Iscdiscotwred~in eaing hly to hoot, an th0 itienwho i.devekpidgrhis-saks-

manship at his ownexpesein order tlitbe ma be able to, giveequato prO
tectioa to his coWutry is penaised,. Tho result of this condition &mobvtosly a
general lsck of knowledge of the ue.of firearms and ammunition a national
emergency.

4,1cme to the Gotwrnewnt from taz is emai.-On-account-of -the rela~tivelY
small cotsumptQn of. ammunition for domestic purposes as.eompwed-with ithesale of other articles falling in the sporting goods class, and from which the .tax

was eliminated, the revenue to the Government from this source 1 small, and its
elimination would consequently not work a hardship on the Government.

5. Penalizes industries which are of vital importance to the Government in time
of war.-There are relatively few manufacturers of small-arms ammunition and
firearms in the United-Statea. During the late war the facilities of these manu-
facturers were devoted almost exclusively to the manufacture of munitions for
the Government. At the termination of the war, these manufacturers found
themselves with a large investment in the form of equipment and buildings
unserviceable in time of peace, and confronted with a severe tax upon their normal
product for peace time consumption, which has artifically and substantially
aggravated aa already rapidly diminishing demand for ammunition and firearms
for hunting and sporting purposes. Because of the substantial decrease in the
consumption of these products, caused by this tax, the source of livelihood of
these manufacturers in time of peace is seriously impaired, and- consequently the
availability of their facilities and equipment to the Government in time of
war affected.

BRIEF OF THE PETERS CARTRIDGE CO., CINCINNATI, OHIO
MARCH 7, 1924.

Hon. REED SMOOTH

United States Renate, Washington, D. 0.
DEAR SIR: With reference to the new revenue bill which is now being con-

sidered by the Senate, and which we believe has been referred to a committee
of which you are the chairman, beg to advise It would seem to us a bill along
the lines of that proposed in the original Mellon plan, would be more satisfactory
for the best interests of every one and the country at large, than the bill as
passed by the House. We believe that a reduction in taxes is much to be desired
by everyone, and it would seem there should be a considerable reduction with
reference to surtax rates. We are hopeful that you may be in favor of a bill
along the lines of the original one offered in the House, and that the Senate may
be so constituted as to favorably consider same.

NUISANCE TAXES

Under the subject of nuisance tax, we desire to refer particularly to the excise
tax as applying to small arms ammunition. We are very much interested in
the latter because we believe this tax, as it exists to-day, is discriminatory,
unfair, and I might say, unjust. The tax on all sporting goods, I believe, other
than sporting arms and ammunition, has been removed, these other sporting
goods including golf, tennis, baseball supplies, skates, dice, playing cards, billiard
balls, cues, and I think even poker chips. The retention of an excise tax on
sporting arms and ammunition therefore is obviously discriminatory, especially
In as much as hunting, target shooting etc., Is a sport indulged In by the rank
and file, probably to a greater extent than any other character of s1port.

THE TAX IS UNPATRIOTIC'

The effect of imposing a .tax on ammunition and arms results in a materially
increased cost to the American boy or citizen and thus in effect discourages the
art of shooting. This is not to the best interest of the Government, for the citizen
who is developing his markmanship at hs own expense is better prepared to
serve his country in case of an emergency than- would otherwise be the case.
A lack of the knowing of using fire arms and ammunition impairs the efficiency
of the citizen in the case of an emergency.
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NKArUUS I ,NDUSThRIn UOUS8ART TO THE eVERn0UNV 1N TIMA oV A '

It. probably is uaueeeuar t* point out that. mabulaetrera of fire arwp and
AmUknitioto same, devoted praV.ically thefr entirfacilites during the late
way to the manufacture of, Iunit/oz i for the, Government and we believe that
It haa been Said by. the Ordnance Department, that at, io time was there a; lack
of either military arms or military ammunition for same, duo entirely to.t 'e fact
4iht private manufaoturem now making sporting ammuniton, had devl0ped
their plants to. ae high state of effloney In 'h oduotion of military arms
and asmunltion foi same previoua to our country entering, the war. At the
tertmanation of the war, these private manufaetuivrs find themselves with a
largely Increased iAvestment and with a. tax Imposed upon their peace tine
produ6t, with. the result that probably owing to the Increased cost due to the tax,
a ,very largely diminished consumption exists because to a certain extent the
cost of arms and ammunition, Is such .a to make it Impossible for some who
would otherwise continue this sport to do so.

PENALIZE THE EXTERMINATION OF VERMIN

This tax as previously explained, not only places an undue burden on
sportsman for pleasure, but it also adds to the cost when used to secure fobd or
extermination of animal and bird pests.

INCOME TO GOVERNMENT PROM TAX 18 SMALL

The revenue received by the Government from this tax at beat is small. It Is
estimated, I believe, that the total amount received from this source is under
$3,000,000, consequently if the tax is removed no serious hardship would be
worked on the Government.

We have always been in favor of your plan of a sales tax as a means of raising
the necessary revenue rather than the imposition of taxes of various kinds and of
course the excise tax as applying to ammunition is really a sales tax, bub we do
not feel it is quite fair to single out one industry on which to levy such a tax.
The cost of administering under a sales tax plan would be, in our opinion, less
than to administer the present method of taxation. We form this opinion as a
result of observing In our own case how easy it Is to collect a tax on sales. Aside
from out interest In this particular item we ate also much Interested in the
public shooting grounds game refuge bill and also the subject of having the
various postal rates be such as to pay cost of service, for as matters now stand,
With reference to the latter, first-class postage, we understand provides a very
substantial profit while the, rate applied to second-class matter s said to result
to a very great loss.

Hoping In the *consideration of the revenue bill you will give very careful
thought to what we have said relative to the discriminatory nature of the tax as
now unposed upon sporting arms and sporting ammunition, and assuring you of
our appreciation, we beg to remain,very respectfully,cr•re c " TnE PETERS CARTRIDGE Co.,

CW. E. KEPLINGER, President.

WEIGPiNG MACURM

LumR OF 41500i MORGANTHAU, OF TZ 'CQLUMBIA WzIGING MACHINE -Co.,
NEW YORK, N. Y.. MARa 2, 1924.

Mr. JOHN MACFADYEAN,
Care Occidental Hotel, Wahingtoa, D. 0.

DEAR John: Yours of 25th to hand with copy of brief it is proposed to present
to the SenateFinance Committee, with a view toward having the tax on Weighing
machines.revised to conform wilth.the rate imposed ondevices of a similar nature.
.. I note that you; have;had a cbnfereae with Senator Smoot and' while-he does

not defilqte)y prxoise to, give us the relie sought he has not definitely Objected.
"I wilL giv you my, honest opinion.' C Congres:san -not be-expeoted tQ be ocn-

versantwitk everyline ofIndustry, and it. they-were given tl*'benaeflt of :the
knowledge of those in the particular IndmeWr, a great deal of the fnjtisttc s
complained of, including the many controversies with the Government, could be
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avoided. I am going to give you my personal views on the particular part of
the revenue laws appertaining to excise on coin -machines and you are at liberty
to convey them to Senator Smoot, and he can use the information, if he wishes,
and I feel certain he will be making no mistakes.

The intention of the paragraph was to tax all coin-operated devices; the
devices themselves, without having in mind what profits are derived from their
operation; it is the device it was intended to tax., It was meant to apply to
ptanos, scales, turnstiles, pay-toilet locks, and all. Unfortunately the reading
is not correct and many contentions have arisen as to which of the devices is
taxable. The piano people claim their device is not a vending machine and are
arguing with the Government on that contention right now. While it Is true
many other devices are evading the tax under the same argument, no definite
Yuling has as yet been made by the department, I am told. I

The slot device gaming devices, so called, are escaping the tax entirely, due to
their having successfully "p ulled the wool"' over the eyes of some Government
official, some years back, that their coin device was a game, therefore was tax-
able as a "game." The tax on games has since been removed and thus the
coin-device games are escaping. These particular coin-device machines are the
most important in the industry. They are high-priced machines, and their profits
run exceedingly high-300 to 500 to 1,000 per cent per annum.

Now, then, this as what should be done. If the entire paragraph can not be
wiped out well and good. It should then be revised to read, instead of "auto-
matic slot-device vending machines, 5 per centum," "coin-operated devices,
coin-operated machines, and devices and machines operated by any substitute
of a coin, 5 per centum."

Under such a reading all arguments with the Government are thrown out of
the window. And under such a reading the revenues from the paragraph will be
greatly increased; under such a reading no discrimination Is made. Telephones,
turnstiles, and gas mete, now absolved, are the property of rich corporations,
used as labor-saving devices and thus are of great benefit to them, and there is
no reason why they should be absolved where other devices are not.

Under such a reading we certainly do get the reduction from 10 to 5 per cent
but that is only fair. The sugges ion to change as outlined Is made in good
faith it is the right and just way in which the tax should be imposed if it is to
remain at all, and there can be no room for argument with the Government there-
after.

you are at liberty to convey these views to Senator Smoot, and I believe I have
assisted him toward a change that is beneficial and a change on which he can
stand, and under which, without doubt, there will show an increased revenue
without harm to anyone.

Very truly yours,
JESSE MORGI NTHIAV.

BRIEF SUBMITTED BY JOHN MACFADYEAN, NEW YORK CITY, ON BEHALF OF
THE WEIOHINPi MACHINE INDUSTRY

IIEP/AL OR REDUCTION OF SU)SECTION (11) ON SECTION 90 OF THE REVENUE
ACT OF 1921

(1) This tax is a war measure, a nuisance tax, imposed by Congress during
the great war.

(2) It embodies a serious, although entirely unintentional discrimination
against weighing machines as against all other slot device machines, 10 per cent
as against 5 per cent.

(3) In the application of this law, the larger priced slot device machines, such
as: Automatic telephones, coin-operated turnstiles on the subways and elevated
stations in the larger cities, colqroperated gas meters and coin-operated compart-
ments in automat restaurants pay no e;xoise tax whatever; and all other slot
device machines on which the tax is assessed, pay but 5 per cent as against 10
per cent on weighing machines.

(4) The tax is easily.evaded, Mr. Alfred L. Smith, secretary of Music Industries
Chamber' of Commerce when testifying before the Ways and Means Committee
relative to slot device pianos stated: ." Now, .practically in all cases--I guess in
all cases--we separate that slot device from the piano and ship and bill It sepa-
rately, and pay a tax on a $2.50 or $5 slot device and avoid the tax on the piano;

90261-. 24----24 '' :..
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if we ship this piano and the slot device together we pay a tax on the whole
instrument, no matter what it is; it might be a $1,000 or $2,000 instrument."
This same procedure Is followed by the manufacturers of silent salesmen,"
or so-called gambling machines, which up to 1021 were taxed only under the
classification of "Games" which tax was repealed in 1021.. (5) The total tax from all kinds of slot devices last year yielded the Govern-
ment but $136,000 half of which was paid by the weighing-machine people.

Without advancing any special arguments as to why this particular industry
should receive relief it preference to any other, I do venture to submit that this
little insignificant industry is entitled to full justice and fair treatment. Of the
14 items in section 900, 10 items have been changed in H. R. 6715; 100 per cent
relief being granted in some cases, and 50 per cent in others. If you gentlemen
will grant the latter percentage 50 per cent to this industry, you leave us without
grounds for complaint.

I thank you for your consideration. .
JOHN M|ACFADYHAN.

(Representing the Peerless Weighing Machine Co., Detroit, Mich.; the National
Novelty Co., Minneapolis, Minn.; the Watling Manufacturing Co., Chicago,
Ill.; the Columbia Weighing Machine Co., New York City.)

RADIO RECEIVING SETS

BRIEF OF THE RADIO CORPORATION OF AMERICA, NEW YORK, N. Y.

APRIL 7, 1924.
The FINANCE COMMITTEE OF THE UNITED STATES SENATE,

Washington, D. C.
GENTLEMEN: Attention of the Radio Corporatin of America has been called

to the fact that in considering the proposed new revenue act the Finance Com-
mittee has provic" ' for a tax of 10 per cent to apply at the source of manufac-
ture on radio rer.., tng sets selling for $15 or more.

Upon inquiry ( f Jhe secretary of the committee we are advised that there will
be no opportuH.y for a representative of this company to be heard In protest
against the provision for the above tax, but that if submitted, a brief or written
statement in opposition will be considered.

The Radio Corporation respectfully submits that the proposed tax on radio
receiving sets is unwarranted and should not be imposed, among other reasons
for the following, namely:

1. A radio receiving set is not a luxury, but constitutes an. apparatus which
is primarily for instructive, educational, and other useful purposes, being par-
ticularly suitable for use on farms and in remote and isolated sections.

.2. The Radio Corporation is actively engaged through heavy appropriations
for advertising in farming magazines and otherwise, in trying to introduce radio
sets into the homes of farmers, as. providing an easy, economical, and effective
means for the promptest possible receipt of weather, crop and market reports,
as an aid to the successful operation of farms. It is, furthermore, on record as
interested and engaged in trying to popularize and carry use of radio sets into
the homes of the poor, to the end that such homes may have the benefit by radio
of educational and amusement features not otherwise now available to them.

3. Radio receiving sets as now manufactured comprise almost exclusively pat-
ented deviceA and parts. The acquisition of the patents necessary to permit the
manufacture of sets has necessarily been costly. In one set alone 19 different
patents are involved, which cost the producers between seven and eight million
dollars. The manufacturing cost of such sets must naturally, during the infancy
of this industry, include outlays for patents and continued experimental and
development work. It is therefore already relatively high. The imposition of a
tax at this stage would necessarily still further Increase the price to the consumer,
would naturally militate against the marketing of sets, and thereby would deprive
many persons of the beneficial uses of radio.

A. The proposed tax on radio receiving sets would be an unwarranted and
unjust discrimination in that the proposed revenue act does not carry a tax upon
many musical instruments and other articles which are largely competitive with
and analogous to radio receiving sets, in so far as the latter are Used for enter-
tainment and amusement purposes.

5. In general, it is not justifiable to impose in the shape of a luxury tax a levy
upon a6y product of an industry not yet firmly established, which Is still in the



course of development, and the apparatus of' which has not been reduced to 'the
level of a standard manufacturing or cost basis. It is especially unwarranted 1b
tax an instrumentality of such vital use for educational and instructive purposes
to all, of help and entertainment to the pbour, and of such possibilities to the farmer
and those who are isolated as radio sets and appliances. The proposed tax would
inevitably tend to hamper and retard a young and growing industry of great
potentialities to the public. Such an industry should clearly be encouraged and
nourished-not throttled. :

For the reasons stated the Radio Corporation respectfully asks the committee
to rescind its action with respect to the taxon radio receiving sets and that'such
sets be left free from tax under the revenue bill.

Respectfully submitted.
J. G. HARBORD.

WORKS OF ART

BRIEF SUBMITTED BY JOHN QUINN, Naw YoiIK, N. Y., ON BEHALF OF VARIOUS
MuSEUMS, ARTISTS, ART ASSOCIATIONS, AND ART DEALERS

The plea in this brief is joined in by a large number of museums art leagues,
art associations, and other bodies and a group of the leading art dealers of the
United States. Among those are: The American Federation of Arts, which
is composed of 340 chapters, located in almost every State in the Union, and
which includes practically all art museums and important art societies of the
United States; the Council of the National Academy of Design of New York
City; the National Arts Club of New York City; the Fine Arts Federation of
New York; the League of New York Artists (Inc.); and many other like bodies.

The League of New York Artists is an organization for the purpose of imr
proving the material condition of the artists, the correlation of art and the
public, and generally to promote the development of the arts. It has a present
membership of about 1,000, with a prospect of indefinite increase,

The Fine Arts Federation of New York is a federation of practically all the
artistic associations of the city. They are as follows: The National Academy
of design, New York Chapter of the American Institute of Architects, The
American Water Color Society, the Society of American Artists the Architec-
tural League of New York, the. American Fine Arts Society, the Municipal Art
Society of New York, the Society of Beaux Arts Architects, the National Sculp-
ture Society, the National Society of Mural Painters, New York Water Color
Club, Brooklyn Chapter of the American Institute of Architects, Society of
Illustrators, American Group Societe .des Architects Diplomes Par lo Gouverne-
ment, the Art Commission Associates, the New York Chapter American Society
of Landscape Architects. This is the most comprehensive art association in
New York City.

POINT 1.-SALES OF ART SHOULD NOT E TAXED

The present tax of 5 per cent on art sales was imposed by the revenue act of
1921. The following is from the official Government records of the yield of this
art tax since the act of 1921 went Into existence:

Paid by All districts,
Fiscal year New York Includita,

City.* New York

1921 ......................................................................... $819, 2 72 $1,118,837.02
19 .......................................................... 34,020.39 I 82,800.03
1923 ...........................................................628,257.80 837,831.84
1924 (first 5 months ending Nov. 80,192) ................................................ 221,W684

Aside from the fact that New York pays practically two-thirds to three-
fourths of the total of th tax, and the tax Is gradually killing the art business, a
sales tax hurts the entire art business throughout the country.

The present House bill removes the tax upon catidy, Which yielded some
$13 000,000 per annum. No one objects to that.

Under the act of 1921 liveries and livery boots and hats were taxed 10 per
cent. That tax was removed from the present House bill, and no one objects to it.
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Under the act of 1921 hunting and shooting garments and riding habits were
taxed 10 per cent, which Is out of the present House bill.

Under the act of 1921 yachts and motor boats not designed for trade,. fishing,
or national defense and pleasure boats and pleasure.canoes if sold for more than
$100, were taxed 16 per cent. That is out of the present House bill.
.Every argument for removing the tax upon candy and-the tax upon liveries and

livery boots and hats and the tax upon hunting and shooting garments and
riding habits, and the tax upon yachts and motor boats applies in favor of removing
the tax upon art. I
: Under the act of 1921, section 904, subdivision (1), there was imposed a tax

of 5 per cent upon sales of carpets and, rugs. That tax yielded during the last
year $928,609.73. It is removed in the present House bill. Surely, if the sales
tax of 5 per cent on carpets and rugs is removed, the 5 per cent tax on art sales
should likewise be removed.

The present House bill retains the tax of 5 per cent upon jewelry. Jewelry
is an undoubted luxury. No one can deny that.

Art is not a luxury. It 's educational and philanthropic in the broadest sense.
The unfairness and injustice of retaining the tax on art sales and putting art
in the same category with jewelry, which is an undoubted luxury, is apparent to
everyone. Jewelry, which is a luxury, can in no sense be compared to art. A
man forms a collection of works of art and that art ultimately finds its way into
a public gallery. 'A woman buys jewels but they do not go into museums or
galleries. The art purchase is of inestimable benefit to many and an aid to
their culture and refinement. The jewelry purchase is merely a question of
personal vanity and pleasure' and of no benefit to anyone, except the wearer,
and sometimes not even to her.
No one knows what' was in the minds of the House committee when they

retained this 5 per cent tax on art sales, but perha the had the idea that art
Is a luxury. Jewelry is an undoubted luxury. Ar is educational and cultural.
All of the arguments are in favor of the removal of the tax and none against it.
It is a -tax not merely upon education and culture but it is like a tax upon
science and even religion.

Art is not a luxury like jewehy or sporting goods or perfumes and cosmetics,
or musical insthiments or fancy dresses and furs or automobiles and pleasure
yachts, or wines or liquors and cigars.

Art is no more a luxury than education ts a luxury, or than religion is a luxury,
or than science is a luxury. ax
"As educAtion and science ar not taxed, and should not be taxed, for it woul

be monstrous to tax them' so art should not be taxed. To tax art is in effect
to tax institutions engaged in educational work. Art knows no country and Its
eultivatioh should be as free as can possibly be made.

The art of every Age is the fine flowering of all the scientific and all the philo-
sophical thought of its own 'day and time. It quickens vitality and intensifies
love of beauty and the love of country and increases the joy of life.

John Ruskin and William Morris did more perhaps than any men of their
time in England to bring art to the people and to promote art made by the
people and for the people, as a joy to the maker and to the user, and it was
William Morris who said: ,

"I do not want art for a few, any more than education for a few, or freedom
for a few." . - .

Morris regretted the, passing of the days when art was everywhere in life, when
nearly everything that was used and seen was the work of men's hands and was
a joy in the making and a joy to the user. But the steam engine and electricity
and machines and inventions have greatly changed life. To-day it is the artist
and the craftsman who stand between the harshness and the crudeness of
machines and their unlovely, if necessary products, and a fine life. Art is
needed more now than it was needed in the Middle Ages before the steam engine
was invented, when nearly all workmen were artists.

A tax on art as a luxury is based on the assumption that education in the
highest sense Is a luxury that should be penalized.

In all matters of taxation the question should be, not merely how many dollars
are Involved, but the nature of'the occupation, proposed to be taxed.
. Hundreds of millions of dollars a year are expended in this country on educa-
tion and science. It would be a monstrous thing to tax education and science.
It would be a barbarous thing because it would be atax upon science, atax upon
culture, a tax upon civilization., - . , 1 .

So, too, at tax might be imposed, upon 'religion. The amount spent upon
=ligion of all. denominations in this country every year is very large. Much of



APPENDIX

that-money iS contributed by rich men. A. t' upon.thm money* devoted to
religion would yield a large revenue, but it would not be "civilized. It would be
a tax upon religion itself, which, like a tax upon science' and art, would be an
uncivilised tax. Art:ought to be a living vital thing. The tax on art'sale
tends todeprive American art studentd of the vital living contemporary art if'
Europe. : ' '

POINT II.-'FURTHER REASONS FOR THE REPEAL OP T PRESENT TAX OF 5 PEW
CENT UPON ART SALES

Untaxed art aids the growth of public art galleries and art museums.-The'growth'
of our museums since the tariff was removed from art in the act of 1913 has been
tremendous and the daily attendance has grown tenfold.- We now have muse;-:
urns in nearly. all of our large cities and others are being established or founded.
Museums are for the benefit and instruction of the, masses of people who have
not had the opportunity or the means to personally acquire fine works of art.
How do museums acquire their best works? They are the gifts of, public spirited
collectors, who either leave them by will or bequeath funds for their purchase.
Such are the Rogers fund, the Catherine Lorillard Wolfe fund, the George A.'
Hearn fund, the J. Pierpont Morgan' bequest, th I.: D. Fletcher bequest, 'the-
H. C. Frick bequest, the John G. Johnson, of Philadelphia, bequest, and other
notable bequests, which are the nucleus of galleries and museums throughout the.
country.

The effects of the present 6 per cenM tdx on art'sale.-This tax.'hao tended to
stifle the formation of new collections, and the country is the' loser, thereby.
Ancient Greece and Rome live in our Ahnds to-daY' through their philosopherso'
artists, and writers. The great period of 'the renaissance was-the foundatibii of'
modern civilization and culture, and that life flowered in' it; iaintings, its' seulp-'
ture its tapestriese, its carvings, its stained glass, and other forms-of art. 1W ...

Why' do Americans go to Europe today, but toee its art treasures and to like
in an atmospherb which is elevating andinstritotive? Why.do women go to'
Paris to buy dresses? The answer is invariably the same because the Frenth:
dressmakers are more artistic and have more taste.

When one realizes those faotsf one can not think of art; a a luxury; ay.more
than science and education is a luxury.

The act, as it stands, tnds tol Ain the free droulatiow of work ef art,-' Colleeigrs
buy from dealers., Unless those'dealers can get thn -works dehired,'rno business
can be done. No greht colleotiozls' have beeh 'in prose. of forniatlon silce: th
tax has gone into effect. -AK people bav a eadw'0.much:taxation, thdvdesist'
from purchasing what is not absolutely vital at the moment-l"Thlis i',regrbt,
table condition, especially atthis time, -as America 'ty has the, opportu it v
to *acquire important art works from :'Etrope, Just.as, Engla"&dhhd, after th*1.
Napolononie wars,: an ;opportunity of which Engfand then availed 'herself eier-
ously, to, the enriehmept?,of her. collections.,: It Was at thwtpbriod thit-the great-
English public end private collections were largely. formed.- 4taly reallzed those'
facts and put a ban upon. the export of her 'fnd 'worisof art' "ifIanoo 'has put
an export duty on her works, riot !wthth ideei'of raising'revenite, but-to, keep-'
art in France." We, Instead' of encouraging and'helphng-.0t,, and -enicbtragln d'r
citizens to avail themselves of these opportunities, for 'building upvgrewlt,wva
collections,, which ultimately go to the. public, 'by tUting art -sales ,tenol to kill
interest in art and the possible acquisitionofworks of :art.,:.' '',i. "

The reasons, of. policy, which led, totthe eies Laxn art no longer apply.- -,Ais
well know,. the sales tax-wag flrstimpoded.ias-,w-war, meaburwn' the 'Gover'n.;
merit was seeking revenue from.every quartei'from.which it could be,'obtainbl.
The reasons for the original imposition of the tax no longer obtain. --, , , -. ',,..

Since its Imposition theitax. has operated-so-iery injurlously in the sgat' of'drt
objects as to'grbatlyireduee the-amountof business, done. Evideneiwm:.glven:
even two years ago of the ruin it had wrought during the first three moths'ot -
the operation, of the tax, showing that six of thelargest art% houses in thb'tjiiitod
States.had euffereda -loss of three-quarters'bf their.business,, while smaller firms
showed a corresponding decrease.-..c harmfttl hasathe tax been to them thatthe,
Government not only realized but 'a very, small amount.-therefrom ,but actually.
endangered a legitimate industry. Thus from both points of' 1cW--4lst of
decreased revenue accruing to:tle. Governmbutt:and -the,'art, wfate of-; the
Nation-the tax. has been. destructive ix, its, effect.;: i The .Engliahi'and Frenoh
Governments were wiser, for noti only, dutingthe!*m&r, but'eveA afterwhds, they,
encouraged and protected art, and, the -evidence .is that theed Governments -have.,
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considered such a tax hurtful, -impracticable, and not sufficiently productive
of revenue.

Antique dealers in America have at least been responsible for -the introduc-
tion into this country of many famous pictures and notable works of art which
through their efforts have been purchased by American collectors whoso ultimate
intention wva. later to bequeath them to the Nation and even in cases where
buyers have not had such intention, and these objects have later changed hands,
they have in many cases finally entered collections, the owners of which intended
leaving them for the use of thie people. This in itself has greatly enriched the
art life of the country. While the prime reason of the dealers in importing
these valuable objects has naturally been to make money, they have at least
been instrumental in helping to make America an artistic country, as without
their efforts and investment of capital such pictures and works of art would most
likely have remained on the other side. They have nevertheless frequently felt
discouraged by reason of the imposition of the present tax, as 5 per cent upon
some of the sums involved kills the sales.

The public can not escape paying a tax upon necessities. But a tax upon
art very often tips the scale between the generous inclination of a man to pur-
chase a picture and his decision not to do so, postponing the purchase until a
later date when he hopes the tax will not exist.

What then must have been the position of the smaller dealers, who in their
turn have also contributed to the presence here of these wonderful antiques,
but who, by reason of their smaller position in the business, have in many casesbeen prohibited from even thinking of indulging in such transactions.

There is no doubt that the longer the tax remains in force the smaller will
be the volume of business which the dealers are able to indulge in, and Its con-
tinuation is causing an increasing amount of apprehension and dismay. AU con-
cerned feel certain that the repeal of the tax would naturally result i n increased
volume of business, thereby securing for the Government increased revenue.

For this reason alone the repeal of the tax would remove a very considerable
hardship upon a business which from all polt. i of view surely deserves the sup-
port of the Government.

POINT I.-PUBLIC OPINION ONERALLY IS AGAINST A TAX ON ART

All American public opinion, whether it be of educators, artists, or art lovers,
or those Interested in our art museums, is opposed to any tax on sales of art.
The following letter from President Emeritus Charles W. Eliot, Harvard College,
Is typical of the hundreds which could be produced from educators, publicists,
and heads of art museums:

"A tax on works of art is-a tax on the education and development of the sense
of beauty and of the enjoyment of the beautiful.

"The appreciation of the beautiful is a rich source of public happiness, and the
ultimate object of all government is to promote public happiness; therefore a tax
on works of art violates the fundamental principles of a democracy which believes
in universal education, and In all ether means of increasing mental and bodily
efficiency, and the resulting public and dndlvidual enjoyments."

It is the duty off an enlightened government to encourage and not to tax art.i-Art
has a refining influence upon a nation.

Most Governments of Europe have bureaus of fine arts and make liberal
appropriations for art museums and art schools,

The highest development of art can be attained only by freedom and by the
unhampered exchange of ideas between the artists of this and other countries.

Proper regard for education forbids any tax on art, which is a tax on knowledge
and good taste.

The study of drawing and art is essential to education, and the educators of
this country In 1909 were "a unit in their opinion that works of art should be
free of import duty."

At adds to the wealth of the country.-Art adds to the wealth of the country by
benefting and improving many of its industries, in whose production form, design,
or color play an important part, such as silk, cotton, jewelry, carpets, furniture
wallpapers pottery, lace, gla chinaware, architectural works In metal andstone man i nacture. • " .A knowledge of art enters into the design, form, color, or style of mantels
fixtures, arvIngs, wood work, holdings, fittings, the decorations inside and
outside of houses, buildings, bridges, railway and elevated and subway stations
tableware, men's and women's clothing, and even the common and most useful
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kinds of painting and decoration, and all the other industries where some art
education is a necessity. The product of almost every industry in the country
could be improved both from the point of beauty and fitness by a real knowledge
and an appreciation of art.

European countries which have applied art education to Industry have pro-
duced manufactured "articles of superior design."

France by following such a policy for so long has produced artisans whose
artistic taste and skill give greatly increased value to their work.

Germany, before the war, through study and widespread knowledge of eastern
taste and standards, "had secured and held an enormous trade in Japan."

Our artisans and artists should have the advantages which are now found in a
superior measure In countries abroad.

The multiplying of art objects will tend to develop artistic taste among our
people, and that will in turn create a demand for artistic products, which will
give employment at high wages to skilled workmen and artisans, both men and
women.

Art education will create an appreciation and an increased demand for art and
increase the patronage of art.

American artists have always favored untaxed art.
Benefit to museums of untaxed art.-Our art museums will benefit by untaxed

art because:
(1) Untaxed art will contribute to the establishment of new and the growth

of our present museums.
(2) Our museums depend largely for their growth upon gifts, loans, and be-

quests by individuals.
(3) More than one-half of the art in our museums has been acquired by the

gifts or the loans of private collectors.
(4) Our public art collections will be richer if art remains untaxed.

a nation our artistic soil is rather thin. It needs enrichment from the work
of the great artists of the past and from the work of modern and living artists.
It was a great writer and a great American, the late Henry James, who in his
book, The American Scene, said: "It is of extreme interest to be reminded at
many a turn * * * that It takes an endless amount of history to make
even is little tradition, and an endless amount of tradition to make even a little
taste, and an endless amount of taste, by the same token, to make even a little
tranquillity "-and, I may add, to accomplish the miracle of art.

We havehistory. Our soldiers have In these later years made history-glorious
history. We have traditions. But we need more taste. Art develops taste.
Education lays the foundation. A man may be a trained scientist or investigator
or economist, and yet may be wholly lacking in taste and real culture. Art not
only develops taste but it gives joy and a meaning to life.

Untaxed art pay8.-Art in the end would pay for Itself as a necessity. France
used to sell millions of dollars' worth annually not merely of art, but of other
works to the rest of the world, mainly because the artistic instinct and the art
spirit have been fostered In France for generations. The French people have
the artistic instinct and 1the art sense, and their products are finer and better
than those of people without taste and without the art sense and therefore are
bought by other nations. That principle is not limited to pictures that one sees
on t he walls of museums or to sculpture in art galleries. It enters into almost
everything that is worth having in life. Taste and the art sense are important
in everything where form, design, color, modeling, or decoration enter.

If we want to compete with the rest of the world in the finer grades of products,
if we want to raise the standard of our export products so that they can compete
with the works of France England, Italy, and other countries where art is fos-
tered and not taxed, it will be wise for us not to tax sales of works of art.

The effect on the arlists.-A sense of the beautiful and the artistically interesting
is the artist's most valuable possession. The true artist often labors and suffers
over his work. All that he asks is a bare subsistence. It is well known that
most of our artists have only a bare subsistence. But they do not complain.
The world needs art more than art needs life.

The importance of art and of the cultivation of a sense of the beautiful in all
its stages Is enormous. Aman may be a moralist in life or a great economist or
a great statesmen, but that is not enough. The sense of what is fine and thrill-
Ing-that is, the sense of the beautiful-is in France the spring of action, for
which reason France leads the world.

We need the deeper cultivation of the artistic sense in order that to people
generally the beauty of our country, its hills and valleys and lakes, may be
apparent and that it may be felt by thoce who do not now admire it. As a rule
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until artists have opened .their eyes, people go through life seeing little of the
beauty that surrounds them.

I am told that in Denmark every artist who has produced a picture of a certain
merit is at once entitled to a government pension, and gets it. If our Govern-
ment is not willing to go as far as Denmark goes in that respect, surely it should
remove the tax upon art sales.

I have said that to tax art sales would be something like taxing religion. It
would be exactly like taxing education. Art sales should be untaxed because
art has a civilizing Influence and it tends to drive out other things that are per-
nicious with hatred and fanaticism .

I regard artists as constituting almost a priesthood. And so the best of them
do. The road of the artist is often painful, the struggle severe, before he attains
to purity of form and to "the beauty that never wearies and never satiates."
The true artist becomes ever more and more difficult and harder to satisfy with
his work. His life is a constant struggle, as every great artist knows, a struggle
against bad taste, against commercialism, against sentimentalism, against the
demand of the public for work resembling the work of older men, and often
against poverty. The true artist's path is often beset by temptation to follow
in the track of those who have had ephemeral successes. The artist often makes
his fight as a solitary-alone. No great fortune is his lot. High prices do not
come his way.

A tax upon art sales is a tax upon creativeness, a tax upon refinement and taste
and culture.

I have compared true art to science and religion. What the hospital and the
operating room are to the great physician and surgeon, what the laboratory and
the research Institute are to the scientist, the studio of the artist is to the artist.
The studio is the scene of the artist's struggle to create, the place where lie
succeeds when he creates beauty or where he falls; and when he fails he must
try. again and brood and think and dream 'and struggle till the miracle of art be
achieved. Many artists who live poor and die poor, could make better livings
and more money in other professions. But to them art is a religion and they form
a priesthood, as true scientists do.
. No demand for this tax.-There Is no demand for singling out art sales for taxa-
tion. On the contrary, public opinion would approve the act of Congress in
recognizing the relation of art to education a'nd science, if not to religion. Even
in this day when 'we need all the revenue we can raise, we of this country do not
want to go on record as being in such a panic over raising revenue that we feel
compelled to continue the tax- on art sales. The proposal during the war to tax
art in England as a luxury was abandoned by the British Government.

It is quite true that no one need buy pictures. ' Yet pictures are not luxuries.
They constitute one of the most essential' parts of national education. What
makes the right kind of patriotism?. Affection for the fields, lalkes, woods, and
mountains, and the history, and'the people of one's 'country. There is the wrong
kind of patriotism, which is mere vanity and'sw"ggeri and Which has as little to
do with patriotism as a rich woman's pride in her automobile or expensive gowns
had to do with home affection. The true kind of patriotism grows out of affec-
tion-affection for the people and thbir ways and looks'as well as affection for
the woods and lakes and the country and its history. And who is it that poe.-
sesses thisaffection? Is it not the artist who paints the landscape-who makes
pictures of the people?' . . . ...

One is tempted topoipt out that artists are not spoiled children, that behind
every work of art must be feelink,a genuine hpontielty of affection or sympathy
or longing, and.that art is vital for, Americans in order that they may acquire
the habit of brooding over thiAr country and its. landscape and its people atd
watching them and noting all their changes. The point that I insist -on is that
grt is not a luxury but an education' for the people, Artists are true educators
and for that reason w6 must guard against any prejudice against artists. Artists
are diligent men, none more 'diligent, and all the more so- because, like melt of
science and learned students, they love their work. 'Artists give lessons--lesdons
in how to love the country In which they live and-where they were born and
lessons iii pity and affection and sympathy and adziiring respect for our yellow
men. Great poets do this, of'course, and the circumstances are often such that
it Is' possible for them to make money: For painters and sculptors it is exceed-
ingly difficult even to make a, competence, There is no printing press by which
to multiply their pictures. *., ' •
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If America is to become great In the arts as she is in technical skill,,in manu-

facture and in commerce, she must encourage her artists. America can be to her
artists a wise or a foolish mother. She will be wise if she entirely removes the
tax upon art sales.

Because the tax upon art sales is a tax upon civilization and culture, and
because the revenue from it is small and uncertain, I sincerely hope that the
section taxing art sales will be repealed.

POINT IV.-SCIENCE AND ART SHOULD NOT BE SUBJECT TO ANY TAX

The influence of art on the business, industrial, and commercial life of the
country is not always appreciated. Congress has imposed a duty upon foreign
dyes, principally German dyes, for the encouragement of the American dye indus-
try. It is well known now that the great chemical plants of Germany in which
the dye industry has been developed, were not only a source of great revenue to
their owners and to the German Government before the war, but were the chief
agencies and means of Germany for the manufacture of poison gas during the war.
An instructive exhibition has recently been held in the large assembly room of the
House Office Building in Washington by the Chemical Warfare Section of the
Army, which showed how easily dye or chemical plants in Germany were con.
verted within a comparatively short time-a very dangerously short time-into
plants for the manufacture of mustard gas and other deadly poisonous gases.
It was there shown how the addition of a few molecules would turn a perfume
into a deadly gas. It was demonstrated how easily plants for the manufacture
of dyes and perfumes could be turned into plants for the manufacture of deadly
poison gases.

Very vivid illustrations too were given of the different kinds of dyes that have
been developed, and illustrations were also given of the different kinds of colors
made from the dyes, till one end of the room looked almost like an exhibition of
some modern paintings by the great masters of color. Dyes are used for colors
in the applied arts. Painting is largely a matter of selection of color and form,
of placing one color or a group of colors in contrast to others. Color and form
enter into printing, fabrics, furniture, ironwork, architecture and many other
products und commodities. The superiority of the French in many departments
of life is due largely to the cultivation of art in France for many generations. To
retain the sales tax on modern French art tends to exclude the work of the great
experimenters in color and form.

How foolish it would be for Congress in one act to attempt to build up an
American dye industry and in another act to tax modern art with its miracles
of new color forins and combinations.

No one can visit our art museums on Saturday afternoons or Sundays after-
noons or on holidays without becoming convinced that art is to be regarded
truly not as the luxury of the few but as the necessity of the many.

The advantages to the artists and to the people from free art are so great that
the small revenue that could be derived from the tax should not be considered.

The art museums of the country are one in their efforts to give the people of
their sections the best representations of both the work of artists of today and
that of the old masters.

For a civilized people a tax on art sales is as defensible as a tax on thought.
The placing of a tax on sales of works of art is but raising a barrier against

education and culture.
A great work of art is not like a great mechanical invention, or a piece of litera-

ture, the reproduction of which may encroach upon the rights of the author. The
original copy is the sole property in question. There is no protection possible
to anyone through taxing it. Genius has no pedigree, produces no cheap labor
problem, and leaves no posterity.

There should be no tax upon the development of man's moral, esthetic, or
intellectual nature. Art is one of the means of developing every side of his nature
and should be as accessible as the air we breathe, if it be in man's power to make
It so.

Al of the artists and museum directors who have been communicated with are
against any tax on art sales,. I

American art needs the stimulus that the study of foreign art will give it. If
we can not have the best art of the world, we haod muIch better have none at all.
Ali true artists are champions of untaxed art. Our artists have nothing to lose
by untaxed art. Those that have open and elastic m;nds have everything to
gain by it. Better no great endowments, no great art museums or great art
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institutes, better no art schools even, if our artists are to be provincial in outlook
and are to devote themselves exclusively to soulless and spiritless work, devoid of
taste and culture, or to the production of flabby or wooden imitations, showing
merely artistic stagnation, without the spark of vital art, and "without high
purpose, and glimmering all over with the phosphorescence of mental decay."

We have all sorts of art commissions, municipal, State, and National. We have
many kinds of academic art bodies. Art museums, large and small, are springing
up all over the country. We have in abundance the means of making modern
art known. The removal of the present 5 per cent sales tax upon works of art
will do more for the real advancement of American art than any other thing.
To remove the present tax on art sales will encourage foreign artists to send
their work here, and will do more than anything else to spread culture and the
love of true art throughout the country.

CONCLUSION

Because of the educational value of art, because of its practical valuu in the
interest of art museums and art galleries to encourage the building up of private
collections which ultimately come to art galleries and art museums, because the
growth of American art will be stimulated by untaxed art, because of the manifest
advantages of untaxed art to art education both in schools and museums, because
it is generally considered that it would be uncivilized to tax sales of works of art,
because art promotes learning and culture, because to civilized people a tax on
art sales would be as defensible as a tax on thought, the present tax of 5 per cent
on sales of art should be repealed.

Respectfully submitted on behalf of various museums, art leagues, art associa-
tions, and artists, and a group of leading art dealers in th- United States.

JOHN QUINN, Counsel.
•MARCH 31, 1924.

RELIGIOUS ARTICLES

BRIEF OF GUSTAVE A. FucHs & Co., DETROIT, MICH.

FEBRUARY 7, 1924.

Hon. JAMES COUZENS,
Senate Office Building, Washington, D. C.

DEAR SENATOR: We are enclosing herewith copies of several amendments
proposed respectively to sections 702 and 705 of the revenue Act of 1921, and
respectfully request your support of the same.

The amendments are designed to relieve from the operation of the tax articles
which are chiefly used for religious or educational purposes.

This Government has from the very beginning encouraged the free exercise
of.religon and the worship of the Deity, it being considered that "religion,
morality and knowledge are necessary to good government and the happinesp
of mankind."

We feel that the tax now resting on these religious articles should therefore
be removed, as an unwarranted burden on the practice of religion and we will
greatly appreciate your careful and sympathetic consideration of the matter.

Yours respectfully, GUSTAVE A. FUCHS & Co.

AMENDMENT TO SECTION 702, REVENUE ACT OF 1921

"There shall be levied', assessed, collected, and paid upon sculpture, paintings,
statuary, art porcelains, and bronzes, sold by any person other than the artist, a
tax equivalent to 5 per centum of the price for which so sold. This section shall
not apply to the sale of any such article (1) to be an educational or religious
institution or public art museum, or (2) by any dealer in such articles to another
dealer in such articles for sale."
. Argument.-This amendment provides for classifying religious institutions
with educational and public art museums, as all of these Institutions and museums
carry part of the burden of the Government and are instruments for the enlighten-
ment of the people, maintenance of order, and creation of good citizenship; it is
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essential that they be encouraged and as little burden as possible placed upon
them; if the burden of taxation is to be relieved, then they are entitled to prior
consideration. The reason why the words "in lieu of the tax imposed by section
902 of the revenue act of 1921" are omitted is that the inclusion of those words
would not release religious institutions from the tax as it Is the purpose of this
amendment.

AMENDMENT TO SECTION 706, REVENUE ACT OF 1921

"(a) There shall be levied, assessed, collected; and paid (in lieu of the tax
imposed by section 905 of the revenue act of 1921) upon all articles commonly
or commercially known as jewelry, whether real or imitation; pearls, precious
and semiprecious stones, and imitations thereof; articles made of, or ornamented,
mounted, or fitted with, precious metals or imitations thereof or ivory; watches;
clocks; opera glasses; lorgnettes; marine glasses; field glasses; and binoculars;
upon any of the above when sold or leased by or for a dealer or his estate for
consumption or use, a tax equivalent to 5 per centum of the price for which so
sold or leased.

" (b) The tax Imposed by subdivision (a) shall not apply to (1) surgical in-
struments, eyeglasses, spectacles, or silver-plated flat silverware; (2) pencils or
fountain pens sold for an amount not In excess of $1; or (3) clocks or watches
sold for an amount not In excess of $5; nor shall it apply to any articles which Is
chiefly used for religious or educational purposes."

No change In subsections (c) and (d).
Argument.--This amendment is following out the principle that has been

adopted by all of our States and by the United States to encourage rather than
burden religious and educational institutions by the imposition of taxes. This
is a country where belief in the Supreme Being Is part of the common law and it
is a policy to encourage anything that will cause the growth of that belief. The
amount of revenue to the Government is comparatively small, while it discourages
contributions to religion and diverts from religious uses money contributed for
that purpose; as the Government is now in a position to relieve the burden of
taxation, they should continue the policy and relieve the burden here. We are
satisfied that the original imposition of tax on religion was an oversight on the
part of the former Congress.

CARPETS AND RUG8

BRIEF SUBMITTED BY JAMES L. GERRY ON BEHALF OF THE ASSOCIATED CARPET
AND RUG IMPORTERS

Under the existing law a sales tax of 5 per cent is imposed on the value or sale
price of carpets and rugs in excess of $4.50 or $6, respectively, per yard. The
repeal of the law is requested.

POINT I.-Tax on carpets and rugs imposed for the first time in 1921 when
the movement was to reduce taxes.

In the revenue act of 1917 no mention is made of rugs and carpets.
In the act of 1918, the provision of section 904 was:
"Tax on sales by dealers: On and after May 1, 1918, there shall be levied

assessed, collected, and paid a tax equivalent to 10 per cent of so much of
the amount paid for any of the following articles as is in excess of the price
hereinafter specified as to each such article when such article is sold by or for
a dealer or his estate on or after such date for consumption or use--

"(1) Carpets nd rugs, including fiber ext imported and American rugs
mae pr nc a y of otet an e $5 per square yard."

The t 1921 provided, sca t on d04:
"om and afe Jary 1, 192tee shal be levied, assessed, collected,

and paid, In lieu of the tax"e im s by section 904 of the revenue act of 1918,
upon the foliowlng i atices slorleased by the manufacturer, producer, or

Importer, a tax equivalent to 5 per cent of so much of the price for which so sold
or leased as Is in excess of the price hereinafter specified as to eaoh such article.

"1(1) Carpets and rugs, including fiber on the amount In excess of $4.50 per
square yard In the case of carpets, and $6 e square yard In the case of rugs. "

Thus two acts did not carry the tax and the third act Includes the tax by omit.
-ting the exception contained in section 904, act of 1918.

When the great demand for taxes growing out of war exigencies existed, no
.ax was imposed. Subsequently the demand for taxes decreased, and the revenue
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act was consequently reduced in 1921, but a new tax is imposed on carpets not
theretofore taxed.

POINT lI.-Five per cent tax is included in the tariff act of 1922; ,therefore
importers pay double tax.
. When the tariff act of 1922 was written the American manufacturer of carpets

and rugs made his demand for protection in which were represented his costs,
overhead, sales expenses, including the 5 per cent internal-revenue tax of course,
and secured a rate of 55 per cent duty to protect him.

The importer of carpets and rugs therefore pays 55 per cent duty, which was
intended to cover the 5 per cent and the 5 per cent internal-revenue tax on sale in
addition when the article is sold. Hence lie pays actually 55 per cent duty and
the sales tax in addition, or else.what amounts to two 5 per cent assessments, to
wit, double taxation, and a tax on a tax.

POINT III.-Tax fixed at 5 per cent results in a tax of three, four, or more
times this amount against the ultimate consumer.

The tax is payable by the manufacturer, producer, or importer. If the importer
sells to a jobber, he pays on the price to the jobber; if he sells to a retailer he pays
on that price; if he sells to the consumer he pays on the retail price; and if he sells
the rug to the ultimate consumer who import.'it in his own name, no tax is pay-
able at all.

Furthermore, if 'his tax is paid by the manufacturer, producer, or importer who
sells at wholesale, then that tax is increased as the article is passed on to the
obber and from him to the retailer, and thence to the ultimate consumer, which
matter individual actually pays instead of 5 per cent a sum more nearly equal 10,
124, or 15 per cent, dependent upon the number of middlemen.

Every single manufacturer, producer, or importer employs one or more clerks to
keep account of sales in order to escape fines, penalties, and forfeitures; and this
overhead is passed on to the ultimate consumer in a constantly increasing amount.
Not only this but the duty of 55 per cent, which was intended to include the 5
per cent sales tix, is also passed on in this increasing ratio to the consumer. So
that the 5 per cent tax results in the collection from, or imposition on, the ulti-
mate consumer of a tax four or five times the amount of the original 5 per cent tax.

The foregoing does not include all of the expense which is charged against the
ultimate consumer, for the reason that he likewise has to pay his apportionment
of the expense incurred in the administration of this law. Each and every man,
woman, and child in this country pays approximately $68.50 to cover the expenses
of the Federal Government. Attention is directed to the speech made by the
Hon. Oscar W. Underwood, at Akron, Ohio, wherein he set forth that there were
at present 64,959 employees in the District of Columbia and 83,547 additional
employees in the United States at large,,according to figures of the Civil Service
Commission:

"A total of 548,506, all civilians employed by the Government, "said the Sena-
tor, 'and yet it is proposed at every session of Congress to add to the swollen
functions of Government still further activities, to create more bureaus and to
increase the already stupendous array of civilians on the Federal pay rolls.

" It is indeed time to call a halt. Our Federal Government is becoming more
and more centralized; our States are becoming less and less autonomous. Unless
our steps are retraced or brought t0 a standstill, in a few years we will find our-
selves menaced by a danger from within that wll, be more serious to the safety
and:preservation of our institutions than any from without. 

"Bureaucracy is the outgrowth of a continued concentration of administrative
power in the.Government departments and bureaus, resulting inevitably in undue
interference on the part of officials, not only in the details of government but
in matters outside the scope of their functions and which should be beyond their
meddling, if our country is to endure a democracy.".

By reason of the inclusion of the so-called excise tax, more properly designated
as a nuisance tax, it is undoubtedly true that throughout the entire country a
vast number of internal revenue officers are required, whose expense or salaries
are paid by the ultimate consumer,. The abolition of these taxes would result
in the saving of this expense to the taxpayer.

* PoINT IV.-The wealthy man can escape the tax, the poor man is obliged to
pay a . a e I

Recently a wealthy citizen of the United Statei purchased over $600,000 wbrth
of rugs in London and shipped them to himself as consignee-escaping the 5
per cent tax, or approximately $30,000. In this cave the Government lost not
only $30,000 but income taxes which would have accrued If the transaction had
been conaumzmate through a dealer who sold the goods at $600,000, but secured
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a commission or profit from the foreign seller. If he had sold the rugs duty paid
or at $930,000, the 5 per cent tax would have been about $45 000.

Here we have a transaction wherein is included foreign cost of $00,000; duty
$330 000, or $930,000 for one man. How many times is this occurrence dupli-
cated, perhaps not in the same degree, but to an appreciable extent? The total
imports of floor coverings amount to $10,000,000. Here one man escapes the tax
on rugs having an American value of one-tenth the value of total Imports.

POINT V.-The tax is a nuisance tax like the jewelry tax or the sodawater tax,
and in allTeasonable likelihood costs more to collect than it amounts to. - !

The American production amounts to approximately $110,000,000 with
$120,000,000 capital Invested. (See tariff hearings, Point IV, wool and manu-
factures, p. 2665.)

The capital invested is turned over once a year. But with the importer this Is
not true. The imports amount to about $10,000,000, so the duty is more than
fairly protective, and the importer is met at the start with this handicap. His
expenses are heavier, his taxes heavier, and he carries his merchandise longer;
his sales difficulties greater, and his market much more limited.

There are a vast number of manufacturers, producers, and importers; hun-
dreds aid thousands of wholesalers, jobbers, and retailers, many of whose books
have to be checked for even as small a return as the sale of -one rug. The sale
of 12 running yards of carpet, 27 inches wide, valued at $3,60 per yard, would
result as follows: $4.60 per square yard would be $3.371 per linear yard, 27
inches wide. The difference as between this and $3.60 would be 224 cents, or
$2.70 for the 12 yards. The tax at 5 per cent would be 131 cents requiring a
report, a possible visit from the internal revenue office, printing of blanks, post-
age, clerk hire, and various expenses. Is this a nuisance or not?

POINT VI.-Tho tax Is unequal-it is not uniform.
An importer may be the resident agent of a manufacturer in a foreign country

whose merchandise may be sold duty paid or in bond in either event based on
approximately 6 per cent commission of the foreign vaue.
Thus, an English, French, or German Wilton, 9 by 12, value --------- $60. 00
6 per cent commission -------------------------------------------- 3. 60
Brokerage, freight, and insurance -------------------------------- 3. 40

Total ---------------------------------------------------- 67. 00
55 per cent duty ---------------------------------------------- 33. 00

Total ------------------------------------------ ---------- 100.00
Assuming for the purpose of illustration that this rug sells for $115 wholesale

and $140 retail. The 5 per cent tax on the sale here by the foreign agent would
be $1.40, 5 per cent wholesale value would be $2.15, atd the 5 per cent on retail
price would be $3.40.

Here has been furnished an example of an ordinary Wilton rug. If the ex-
ample were worked out with reference to an oriental rug the differences would
be much greater. Take for example a rug having a foreign cost of $81.50.

Importer Jobber Retailer

Foreigncost ..................................................... $51.50..;..... ..........
Duty, freight, Insurance, etc., 60 per cent ................... * ............. 48.90 .. .. ...........

Total cost ............................................ 130.40 $149.96 $179.05
Overhead (15, 2D, and 100 per cent, respectively) ............ 19.50 29.99 179.95
Selling price .............................................................. 149.96 179.95 859.90
Exemption ............................................................... 7 00 72. 00 72.00
Taxable value ........................................................... 78.00 108.00 2B&0
Tax, 6 per cent .......................................................... 90 &40 14.40

This example refers to the payment of the tax itself by the first seller, . But
If the importer or manufacturer'pays the tax and the rug is turned over to the
wholesaler, jobber, and retailer in turn, the ultilnate tax to the consumer is in-
creased by the overhead of the wholesaler, or 15 per cent the overhead of the
Jobber 20 per cent, and the overhead of the retailer, which in many caise is as
much as 100 per cent. I .
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Many examples could be shown but these suffice. The tax is obviously
unequal.

POINT VII-It is a tctx on the household economy just as much as a tax on
meat, coffee, or tea

We might as well tax the breakfast table or the dinner pail as to tax floor
coverings. They are a necessity in household economy. There may be a class
of men so poor that they fail to have a bit of carpet or rug on the floor, but this
is not true witlbrespect to the great middle class. In the effort to tax wealth to
tax the rich man, a great injury has been meted out to a vast number. he
wealthy can go abroad and buy direct and escape the tax, the poor man has to
buy from the retailer here and pays the highest value and the greatest tax.

CONCLUSION

We respectfully submit:
The tax is an unfair discrimination.
It is a heavier burden on the great mass of people than it is on wealth.
It is double taxation.
It is not uniform and does not apply to all alike.
It is contrary to the general trend of legislation.
It's costly to collect, of doubtful value, and a great nuisance.
Therefore these taxes should be repealed. But if in the wisdom of Congress

it is deemed desirable to retain them, then in behalf of the importers who pay this
tax in the import duty provided by the tariff act, we request that the provision
of the act of 1918 be restored, or the present act amended by striking out the
words "or importer" appearing in the first paragraph of section 904 and insert
word "or" after "manufacturer."

JAMES L. GERRY,
Representing the Associated Carpet and Rug Importers.

BRIEF SUBMITTED BY THE AMERICAN CARPET MANUFACTURERS COMMITTEE

During the year 1921 the Sixty-seventh Congress passed an act "to reduce and
equalize taxation, to provide revenue, and for other purposes."

From Title IX--Excise taxes, section 904, we quote as follows:
"That from and after January 1, 1922, there shall be levied, assessed, collected

and paid in lieu of the taxes imposed by section 904 of the revenue act of 1918,
upon the following articles sold or leased by the manufacturer, producer or im-
porter, a tax equivalent to 5 per cent of so much of the price for which so sold or
leased as is in excess of the price hereinafter specified as to each such article-

"(1) Carpets and rugs, including fiber, on the amount In excess of $4.50 per
square yard in the case of carpets and $6 per square yard in the case of rugs."

Believing that this new tax was in the nature of an experiment, we desire to
point out the results as set forth below:

The reports of collections of internal revenue show that the total tax collected
in the first year, 1922, amounted to $619 239 69 and that for the first ten months
of the second year, 1923, the total of $79K,713.66 has been collected, or an average
of $79,871.36 per month.

Assuming the 12 months of this year at this rate, we would have a total tax of
$958,456.38, and as this has been a good year in the floor-covering business of
this country, it would seem probable that the Government could figure that a
million dollars would be about the maximum income that they could expect from
this tax annually..

In the first place, as a different exemption was applied to rugs and carpets, it
became necessary to distinguish between the two. This is almost Impossible in
a great many instances and is a question which has never been settled by the
trade and probably never will be.

In the second place, the rate of exemption on carpets was not evenly divisible
by four and as most carpets are sold by the running yard, 27 inches wide, the
exemption on this became $3.371 per running yard, which made very complicated
figuring in computed the tax.

In the third place, the method-of handling this tax caused a great deal of dis-
pute and uncertainty. Some manufacturers and importers included the tax in
their prices. In other cases they billed it as a separate item. It necessitated a
complete change In the method of bookkeeping ao that these tax items could be
kept absolutely separate and subject to audit by the Government. Where the
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same company manufactures, Imports and merchandises, the items of mer-
chandising required no tax, all of which complicated the records terrifically and
it has cost a great deal of money to keep them accurately. In many instances
the price of carpets is so close to the exemption that the tax collected is absolutely
insignificant. I ' 

Take, for instance, as an illustration, a carpet selling for $3.60 per yard, i. e., a
running yard, three-fourths width, the tax would be on the difference between
$3.3?j and $3.60, viz, 221 cents, which would be per yard 0.01125 cents. To
figure this tax on every yard sold, keep it separate, certainly causes an expense to
the manufacturer which is unwarranted by the return to the Government,

A room which contains a carpet or ru costing a few hundred dollars may be
furnished with elegant furniture, including a piano or victrola, costing several
hundreds; there may hang on the wall a beautiful antique tapestry costing many
thousands; at the windows exquisite lace curtains and curtains and portieres of
other expensive material costing hundreds of dollars- furniture covered with
similarly expensive material or even tapestries or needlework costing hundreds
of dollars; the walls may be covered with costly wall paper or even with sumptuousbrocade and of all these the only items directly or indirectly taxed, presumably
as a luxury, are the floor coverings.

It seems unfair to place a tax of this nature on a necessity. The paragraph
above shows the number of furnishings, many of which are not necessary but are
luxuries, which are free from tax and yet the floor covering can not possibly be
considered a luxury in this country where the climate requires that the floors be
covered. In the warmer sections of the South. fiber rugs are used, but in the
major sections of the country the climatic conditions require the use of wool
floor coverings. The only possible case in which floor coverings might be con-
sidered a luxury would be in the case of the most expensive articles such as antique
oriental rugs.

Wherever the tax is included in the price the 5 per cent has to be paid on
the amount of the tax as well as the amount of the article, and whether included
in the price or billed separately, the retailer includes It in his cost and as virtually
all retail business is done on a percentage the percentage is added to the tax as
well as to the cost of the merchandise thus increasing the cost to the consumer
without benefiting the Government. If this tax were eliminated the consumer
would save not only the actual amount of the tax which in the aggregate, as
pointed out above, runs approximately one million a year, but he would also
save the retailers' profit on the tax which would make the total saving to the
consumer of floor coverings between a million and one-quarter and a million
and one-half a year.

SUMMARY

We claim that this is manifestly unfair and discriminatory and respectfullyrequest thatyou eliminate the tax on floor coverings entirely because-
. It brings to the Treasury only a small return.

2. It is a great nuisance to the manufacturer, importer, and retailer.
3. It is unfair to the floor covering trade to be singled out from all other fur-

nishing trades to be taxed.
4. It taxes unfairly one of the major necessities in the furnishing of a respectable

and comfortable home.
5. Its operation from manufacturer through jobber and retailer to consumer

leads to taxation on taxation, all of which the consumer is obliged to pay, but
the Government receives no benefit therefrom.

6. The elimination of this tax would materially assist in reducing the cost of
living as it relates to the furnishing of homes,Respectfully submitted.

AMERICAN CARPET MANUFACTURERS.

Officers: Chairman George McNeir, Mohawk Carpet Mills (Inc.); vice chair-
man, John Sanford, Stephen Sanford & Sons; secretary, Henry I. Magee, Hard-
wick & Magee Co.; treasurer, Giles Whiting, Persian Rug Manufactory.
Committee: George McNeir, chairman Mohawk Carpet Mills (Inc.)- Nelson S.
Clark, W. & J. Sloane; A. R. Conover, Stephen Sanford & Sons; M. P. Whittall,
M. J. Whittall Associates; M. M. Davidson, Firth Carnet Co.; Archibald Camp-
bell, Hardwick & Magee; A. Karagheuslan, A. & M. Karagheuslan; H. G. Fet-
terolf, H. G. Fetterolf Co.



SPECIAL TAXES

CAPITAL STOCK

BRIEF OF CORNelIUS LYNDE, ATTORNEY FOR ILLINOIS CHAMBER OF COMMERCE

WASHINGTON, D. C., March 12, 1994.Hon. REED SMOOT,
Chairman Senate Finance Committee,

Senate Office Building, Washington, D. C.
DEAR SIR: On behalf of the Illinois Chamber of Combmeree, which is an or-

ganization representing all of the local commercial organizations in the State of
Illinois, and as its attorney, I would like to call to your attention a suggested
amendment to section 701 (a) (1) of the proposed revenue act of 1924. 1 am re-
ferring to the draft published as Committee Print No. 3 under date of February
7 1924. This section has to do with the capital stock tax. Committee Print
Yo. 3 makes a subsection, which reads as follows:

" (1) Every domestic corporation shall pay annually a special excise tax with
respect to carrying on or doing business, equivalent to $1 for each $1,000, for so
much of the fair, average value of its-capital stock for the preceding year ending
June 30 as is in excess of $5,000. In estimating the value of capital stock the
surplus and undivided profits shall be Included; * * *"

We would suggest that istead of basing the tax upon the "fair, average value"
the tax be based upon the average of the book values at the beginning and end of
the year ending Juno 30. The amount of this tax Is not very great and it would
seem more practical and desirable, both from the standpoint of the Government
and of the taxpayer, that an easy and ascertainablo method of figuring the tax
if this can be worked out, should be adopted. The question of fair value oi
capital stock Is, under many circumstances which do not need su gesting, capable
of considerable difficulty of ascertainment. There would be little injustice in
taking the average of the actual book values, provided, of course, surplus and
undivided profits should be included therein. If the amendment were adopted
the changed subsection would read as follows:

" (1) Every domestic corporation shall pay annually a special excise tax with
respect to carrying on or doing business, equivalent to $1 for each $1,000, of so
much of the average of the book value of its capital stock at the beginning and
end of the preceding year ending June 30 as is in excess of $5,000. In estimating
the average book value of capital stock the surplus and undivided profits shall
be included * * *."

I should call your attention to the fact that Mr. Edward E. Gore, representing
the American Institute of Accountants, and also the Illinois Chamber of Com-
merce and the Chicago Association of Commerce, for both of which latter
organizations I am authorized to speak, in the testimony before the House com-
mittee reproduced at pages 455 to 471 of the House hearings, referred to this
suggested amendment, although not exactly in the form specified above. I am
authorized to state however, that Mr. Gore approves the form suggested herein.

I trust that this letter and its suggestions may receive your attention.
Very respectfully yours,

CoRNELIus LYNDE,
Attorney for Illinois Chamber of Commerce,

Chicago Association of Commerce.

BROKERS

BRIEF OF THE NATIONAL FOOD BROKERS' AsSOcIATION

The members of the National Food Brokers' Amociation request and urge
that section 701, paragraph 1, of H. IX 6715, the revenue bill, be amended to
strike-out the words 'produce or merchandise" which appear in line 15 of the
original' resolution as reported to the House of Representatives by the Com-
mittee on Ways and Means.
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isS$e occupational tax of $50 which Is ao..Assessed as to Inclgoethe food broker
Is dscrflmataory, In nthat t singles out tis clase of bueebs *en for lteenelpg
aid taxation as a special cluse,. The Vaetdpeof t4 food lkr, the character
of., hip business are such that he .does n tMeed pieoial iet ltidn, . there.Is
thlrere no baes forlicenoing by the Goverrmeet jn oiderthaa there'kay bee
supervision of the fod'broker. The food brokbr a stock in tihdes his character
his It Ity, his knowledge of his wares and his ability Vo fld thq'so rce of
su3y foir the buyers to whom he selle.. His business is ornduoted'upon a higi
ethlt plane, as it must be to be successful. He believes that it.is unjust that
he required to pay this tax when no similar or parallel tax is assessed against
any other class of professional or business men. .
Theo cupational tax of $50, as assessed against food brokers I e., produceor iiierchandise brokers, hii not been ejaltab y.Aisttered. *Theeare those

wh* have successfully set up tclm wthethb Departmb;t of Internal Revenue
that they are not food brokers but ate manufacturers' agents and as such not
su 'jeot to occupational taxation. Others whose methods of doing business are
identIcal with, those Pf the manufacturers' agents, who function in exactly t_4e
same m ner, and the only difference between the two being the namdrof the
principals represented, have been classified as brokers and have been resulted to

Were wa# no licensing or taxation of food bi.kera as such prior to 1917 when
the words "!produce or mercha~idIse " were written Into, the revenue bill thss pend-"
Ing as a war measure. It was explained to food brokers at that time as a war-
revenue measure, and was not opposed on that basis although it was felt then,
and basalways Since felt'to be, discriminatory and unjust. But since it was wrlt-
ten lb as awar mewure it has no place in the revenue bill of 1924, when the coun-
try, is at peace.

The occupational tax of $50 assessed against food brokers Is productive of an
inconsquential amount'of revenue. Thomas's Grocery Register, published in
New YQrk, accepted -by the trade as accurate, lists the names and addresses of
3,-55 food produce, and merchandise'brokers In the Unitd States. It Is believed
that this list is complete and correct. If each broker so listed paid this tax the
total'lncbme to' the Government from food brokers would be $182,70. The
total income from the tax op fpod brokers does not and can not reach this figure
because, as hAs been shown In thie foregoing, not all food brokers inqlided In.h
list have be-n classified'as such b the Internal Revenue Departreht, aad those
who we re set up tobe manufacturers' ,agents (and whosq names appear in the'
Thomasl's) paid no sch tax,,,

The National. Food Brokers' Assoclation, whose' membership wrprespnte
approximately, the 'We of 80 per' bent of .the produce and merchandise s01d.
thfio'gh food bxgolprs in this country, in Whoe n i s represented prac-
tically eVary State in the Udoh, and who fee this brief rdspetfu4y requeq
andurgo. that reliqf be even from this discriminAtory, unuet, unnecessary, aild
nuisance taxation. " The members of the National Food Brokefs' Aesoclatlon are
more bitterly opposed to this item of $50 for bccupatiovAl taxation than they are
to al1 9ther questions of taxation, because it is discriminatory and un)jst.

Respeotfully submitted.
NATIONAL. FOOD BiQKERi' ASSOCIATION.

Biur OF JoJN 0. KNUTSON Co., MMJOH,&NDI R BRoKRs, ETC., SI6o'x CITY;, ',: IOWA ."'' '"

MAuca 13, 1924.
Hon. Rz.P SMOT,

$enate Finance Committee,
Washington, D. C.

DZAR SiR: For the peat six years merchandise brokers have been subject to
a very unjust tax In the form of a license fee of $50 per year, concerning which
repeated protests have been filed.
we realize the tremendous problem confronting the committee and undeb.

stand-full well that we are not !one in demanding relief from taxation, but this
tax appears partoulary unjust as h disoxmination against our business,, and we
believe that the time has come for relief.

There are.only 8,655 food, produce, and merchandise brokers, the aggregate
amount of this obnoxious license fee being $182,750, and consequentl"yi san
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insignificant amount compared with ttdil tax problem. We know that if
you understood the relations of the merchandise broker to the trade he serves
you would recognize the ulairnee of tfg tax. - The ftod broker is the manu-
factter or producer's representative, ansi if this tax is fair and necessarylt
would be equally fair to compel every traveling sole n.an every s*alm~ a of
whatsoever description to pay the saine license fee. Itis, place ng a burden upon
a small proportion of the taxpayers for In excess of their share, and If you were
in our position we know that you would protest as vigorouslyas we are protest-
ing against this unjust discrininatlon.

"Your kind consideration to this matter will be heartily, appreciated.
Yours truly, , "O N C.' i : ' JOSHN;'O. :kNUTirN CO.,

I By'J. 0. KNtiTSON.

BRsr or b. E. STODDARD C . RRCSAtJD ti EpIROK . A'ND MA'NU)Fir40TKR'
AdJRNTS, SIOn; CITY , IOWA ,

"MARCH1i3, 1924.
Hon. REED SMoOT,

Chairman Senate Finance Committee, * .Washington, .D. 0...

DVAR SIR:j We desire to call your attention to the bill, H. R. 6715, as passed
by the House, and especially.to section .701, paragraph 1, readings follows:

"Brokers shall pay $50. Every person whose business it -is to negotiate
purchases or sales of stocks, bonds, exchange, bullion, coined money, bank.
notes, promissory notes, other securities,, produce, or merchandise for others shall
be regarded as a broker."

The three, words in this paragraph "produce or merchandise." should. be
eliminated from the bill.

Possibly you folks In Washington' are not familiar with the business! of,.&
merchandise broker., This business is conducted along -the same lines as a
salesman for any one manufacturer, except, that we represent: in our localities,
where we operate, more than one manufacturer, and;, are strictly speaking,.
manufacturers' sales agents.-i . , I • , .

We sell food products,: or similar lines, to the jobbing- trade for. account of
manufacturers, canners, etc., who we represent, and we are paidlstrictly -on a,
brokerage or commission basis. In some instances a percentage, in othrs on&
per package basis.
We do not merchandise or sell products for our own account, and our business

is very similar to an -insurance agent, who represents many fire and accident
Insurance agencies, selling for ,theni In the same manner that we sell for our
principals on a commission or brokerage basis. We also are very much like
livestock brokers, many of, whom.we have in our city, who tell livestock purely.
on commission basis.. - '. . . ." .

Our objection to this paragraph In this bill, as passed, is that It is discrimi-
natory. If we should be subject to a $50 tax per year, other businesses of a
similar character should be also subject to the same tax.

This bill was originally passed as a war measure, and we, as brokers did not
make any particulr fight at that time, feeling that whatever we could do for the
benefit of our country in the way of taxation would be satisfactory. However,
this tax as a whole at this time, does not amount to a great deal. There are In
this United States only about 3,500 food, produce, and merchandise brokers and
the maximum revenue which our Government could secure, at $50, would not
exceed $200.

We think you will agree with us, after giving the matter some consideration,
that this tax is hot fair and just, and we will appreciate very much indeed anything

ou can do toward having these three words In the paragraph above eliminated
before this bill is eventually passed and becomes a law.

Yours very truly, D. . STODDARD CO.,

By D. E. STODDARD.
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BOAT& lis OF'

BI; o1BosTo'r YACaT CLUB
MARCHr 14, 1924.'

FKANoZ CoKM*Mrse or ,rt SENATE,Slnftsd tales SenateV , Washingtons D. C.
Szn: The Boston' Yacht Club, In behalf of itself abd other yachting'organiza-

tions and yacht owners, respectfully petitions for abolition or substantial reduc-tion of the so-oa~ed "user'A tax" on the use of boats, motor beats, yachts,.ete
While yachting is classed as a sport and presumably on that theory this tax was
initiated, yet it is the most heavily taxed sport of any, the actual use of a boat
even for a week or month, invoking a tax of $1 a foot ixpwardly on length. And
yet yachting is the one so-called sport which is drectly developing and main-
taining interest, education, knowledge, skill, and experience for men suitable
for our "first line of defense," via, the Navy. Instead of burdening this sport
with an onerous tfx; Congress should favor it. Golf bithbs, which'are lompboed
of wealthy memberslhave no annual tax (in the use of their golf clubs. Automo.
bilists, who-are composed of a wealthier class than the average yachtsman, have
no annual tax on'thb use of autos. And yet these and other sports are capable
of constant use during practically the entire year, while the average yachtsman
has only 90 days in which to make use of a boat. The injustice and undue
burden of this user's tax is believed to warrant its entire abolition, because the
industry and the sport is depressed, practically no substantial number of new
yachts having been built -for 10 years. The Boston Yacht Club formerly had
800 members and 600 yachts, while to-day it has less than 400 members and
300 yachts, and this Is typical of all other yacht clubs. The smaller clubs, par-
ticularly in New Engand, are even more depleted, both in members and boats.

It is realized that those not familiar with yachting, usually think of the very-
expensive yachts;-such as J. P Morgan's Corsair, and others, as being owned by
representative yachtsmen, whereas the vast majority, if not 95 per cent, are
yahtsmen frozi the cls of theaverage and relatively I oor citizen. For exani-
pie, there Isl not one *team yacht like the Corsair enrolled in all the New England
yacht clubs, not one from Boston, whereas there are thousands of smaU boats,
motor boats sAlling yachts, etc. which are owned by people in moderate circum-
stances, and on which the burden of the user's tax falls so heavily that many
owners are, compelled, to leave their boats out of commission. As at present
asministoked'this tax is frequently an alarming amount on the value 'of the
boat, while the'injusticeof its working are Tost glaring. ' Thus, for example, a
boat 49 feet long and worth $2,000 has a tx of $49 per year for a week's or a
month's use, rarely more than three months. 'A boat 51 feet long and worth $500
has a tax of $102, more than 20 per cent of its value. The further f4ct that this
tax yields' but a trivial amount of national income, is continuing ow a serious
depression of interest and in the Navy, and stands as a crushing burden on the one
sport which is of 'national interest, counteracting, all 'the benefit of the Govern-
ment's efforts to stimulate interest in the Navy, naval reserve organizations, and
the like, assuredly merits its correction or the total abolition of the thx.

, i zA~pettully, . . . . ,...
BosToN YAOnT -CLUB,

By JAMuS R. 'HODDER,
Rear, Commodor .

WAULER Bunossi.
gecretary-Treasureri Commi lo.



DOAII) OF TAX APPEALS,

Lswna Fuom LiNcoLN ,G.-rLV & .Co,. .D B=TIVD Puvx, AccOUMTAINTS,
SrA r I x .CITY

FUBDUABY 28, 1924.,
Hon..RuD SMOOT

United States AehenaW, Washington, Di 0.
Mr Dims SxNATOR: The odinrttee on form and admihistriatioh of the Income

tax laws of the American Institute of Accountants, of which I am W nMenibr; his
already* made certain reconimendations to the Waym.and -Means Con mittee in
connWtion 1 jth that provision of the new revenue bill dealing with the bolitd bf
to; appeals.' The'committee is thoroughly in favor of the ricommendatlofA for
tax reduction advocated by SecretAry Mellon; but feels that-better rYblts would
be obtained if the board of tax appeals were appointed by' the Fr dent rather
than by the Secretary of the Treasury. We bei that a thororhl~4e'oipetsht
board of tax appeals, independent -of the Treasury Department;,V'%uld do.aj
'reat, deal toward clering up the present' tax'sttlatlon. If such bard Is
created, the taxpayers would have an opportity'of appehrihg on, equal tbfts
With representatives of the Treasury Depar6ment i the settlement of au quditlobs
at issue, whereproper consideration would be gien to each particular ease,'based
uipon the facts Involved. .

Mr. E. E. Gore, president of the American Inbtltute 'of Accouhtants, Is chair-
man of this committee and both he and Mr. Frank Lows6n, the vice preside t
of the institute would like to have an opportunity of appearingbefoie the Senate
Finance Committee in connection with this section of the revenue bill as intro-
duced i6 the House of Representatives. " ' ' .

Both of these gentlemen stand Very high inthe accounting professln and have
had i very wide experience in tax'matters. Their interest in the matter is solely
toward Improving; if ,possible, the administration of the income tax law, and
believe that the creation of an independent appeal board, appointed by the

SPresident, will assure the taxpayer of a fair and impartial consideration of all
questions at issue under the revenue act.,' , . . .
I I shall not bb able to be In Washington personally for some time to come,

'and have taken the liberty of giving to Mr. Gore and Mr. Lowson letters of intro-
ductfoh which Will bd presented to you by them. ' .. ..

Any recommendations made by'Mr. Gore and Mr. Lowson on behalf of the
American Institut6 of Accountants I can assure you will be made with a vio* of
helping toward more efficient administration of the law, for I know they have the
best interests of the Government at heart, and I want to urge that their recom-
mendations receive your most careful consideration.

With warm personal regards, very sincerely, L. G. KELL..

BRIE? OF AMEmRCAN INSTITUTE OF ACCOUNTANTS

MARCH 10, 1924.
Hon. REED SMoOT,

Chairman Senate Finance Committee,
Washington, D. C.

DEAR Sin: The American Institute of Accountants desires to place before
your committee some suggestions relating to the tax board of appeals as pro-
posed in the House bill and on other matters relating to the revenue bill. As
the institute and its members and the taxpayers are vitally interested in the
administration features of the bill, we shall deal In this communication only
with the tax board of appeals matter, and may supplement this communication
by a later one on other matters.

387
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The president of the institute, Mr. Edward E. Gore, appeared before the
Ways and Means Committee, and his testimony is printed on pages 455 to 471
of the hearings before that committee. The writer also appeared before the
Ways and Means Committee, and his testimony appears on pages 440 to 447
of the printed hearings.

We attach hereto Exhibit 1 showing a cd py of section 900 (board of tax
appeals) of the House Will'aiiaended as suggested by the American Institute
of Accountants.

1. In subsection (a), page 213, increase the salary from $7,500 per annum to
$10,000 per annum.

.2. Strike out entirely the following-words in the House bill: "N6'member of
the board shall be permitted to practice before said board or any official of the
Treasury. Department, or to be connected directly or indirectly with any person
or any firm of lawyers, solicitors, accountants, or agents practicing before said
board or any official of the Treasury Department on behalf of taxpayers for a

.period of two years after his term of office terminates or from the time Such
zhembor resigns or otherwise leaves the service of the government.". f

The main object to be accomplished by the creation of a tax board of appeals
Is to increase the confidence of. the taxpayers in the Treasury Department's
administration of the law relating to Income and profits taxes. estate taxes, and
capital stock taxes:. The confidence of the taxpayers on these matters has been
somewlht shaken by erroneous and inharmonious decisions by the department.
It is therefore to restore tbo confidence of the taxpayers and provide machinery
whichwill be competent in the opinion of the taxpayers to give them an unbiased
judicial decision on their tax matters that the board of tax appeals Is now pro-
posed. To accomplish that end, it Is'necessary to have men well qualified by
ability and experience In law, accounting, economics and business to act on the
board. It is necessary to appoint thereto men of the highest caliber, and to at
least ay these men as reasonable a salary as it is possible for Congress to vote.
It is desirable to appoint on this board some men who have not beenin the service

* of the Treasury Department. Unless sufficient salary Is offered, it will be
impossible to get men properly qualified to accept appointments on this board..

If Congress offers a salary of $7,500 per annum, and adds to that offer a stipula-
tion that all members of the board who sever their connection with It shall be
denied the right for two years thereafter either to practice before the hoard or to
practice their profession as tax counsellore, or to be a member of a firm of lawyers,
solicitors, accountants, orcthers which in essence will practically bar them from
continuing to practice their previous profession, it is useless to expepf that any
available candidate who is now outside of the Treasury Department will consent
to accept appointment under these conditions. It might be possible that some
Qf the preqeut Treasury Department employees would accept promotion to the
board, butthat is not the main object desired by the taxpayersi The stipulation
inserted in the House bill practically deprives the retiring members of the right
to earn a living during the two years after they leave the bogd In a work to
which they may have giveri the best years of their lives. When they leave the
board what are they going to do for a living? 'Are they to take up farming or.
enter'some other pursuit for which they may be totally unfitted? We believe
that tjjp members of the board should be placed in the same position In this
respechs the judges of anly court. If they are to be prevented from doing any-
thing it should be limited to their appearing or giving advice in any case which
was pending before the board during the-terin of their service on the board.

3. We have inserted that the President shall designate the first chairman and
two vice chairmen, and that thereafter the board shall designsito biennially the
chairman and the. vice chairmen.

We believe that when the first board assembles the members will probably
know very little About each other. In order, therefore, to eliminate the possibility
of scrambling for the chairmanship and in order to get the most efficient action
Immediately after the board's appointment, we believe that, if the first chairman
and vice chairmen are designated by the President immediately the work of the
board will be expedited thereby. After two years' experience the members of
the board will know each other, and the board can then make the necessary
appointments.

4. Subsection (b).-we have stricken out this subsection as it appears in the
Hoose bill and substituted an entirely new subsection.

Asitappearsin the House bill the appeals are limited to oases of additional assess-
ments on Income and profits taxes and estate taxes. We suggest that there be
added appeals on capital stock tax questions, and further that there be added
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appeals oni claims tor rftitid or credit on.all of these taxes. One of the principal
obgeietions to the system at'prebent eiistinr d s ht thi taXPaYer can not afford to
take rejected refund climin to'the'couts because bf'the expense and delay con-
'OeOted therwith. Especially is this true 11V the case of small-tar payers. '. In
the case of large-tax playerss;' while they nmiy be able to afford the expense, the
delay incident to the court actions is irksome, to say the least. ' ..

To povide 'the board of tax appeals and to lithit the cases upon which it is to
sit in judgment to proposed addltonal assessments only is tantamount to offering
the taxpayer a'supposed remedy for l4is froublss and then diluting the'remedy to
render it Ineffective in a great many cases. It might'be easy to explain this to
lawyers or tax accoitntants, but it will be very difficult for the ordinary taxpayer
to com p reh en d 'id oh 'a Aif uatl ni , ' " . .. . " ' I

The"House bill read"' The board and its divislohe shall hear' the proOosed
amended section ieads "The board'or any of its divisions shall, hear. If the
subsection (b) ip this respect is to remain as in the House bill, It would mean thbt
both a division and the board 'ad a whole must bear 'and deternilne appeals.
That is not the Inteitifn, as Idicated hI suboiotion, (o) and subsection (e).
Substituting the word "or'"for the word "and," subsection (b) will be made to
harmonize with the purpose expressed in the other subsetions.

5. Subsection' (o).-() On pageD 214 line,4, "A division shall hear and deter-
,mine appeals," we have substituted ihe word "'may" for the word "shall,"
for the reason that the word, "shall" means that only a division could in -the first
Instance hear a case. ' '.

Any ease may be of sufficient importance to demand that the first hearing should
be before more than one division, or even before the whole board. That should be
left to the discretion of the chairman, who should be empowered to designate two
or iore divisions up to the limit of the full membership of the board to sit *on
any particular case.

(2) We have changed the 30-day period after which a decision by the division
becomes the decision of the board to make it a 60-day period after the chairman
has received written notice of the decision by the division.

We believe that 30 days after a decision by a division does not give the chair-
man sufficient time to consider the cases which may have to be reviewed. The
period should be increased to 60 days, and it should start only- after the chair-
man or acting chairman has received notice that the decision has been made by
the division. The chairman's duties will be very heavy, and he will undoubtedly
have a number of appeals from taxpayers to have the division's decision reviewed
by the whole board. He must have ample time in which to give consideration
thereto. 1 •

Furthermore, if any division of the board is sitting in San Francisco and for-
wards its decision to the chairman, it will take seven days at least before it goes
into the chairman's hands. If the chairman desires to communicate with the
division it will take at least another seven days to get a letter back to San Fran-
cisco. lhe chairman could not have time to properly examine the decisions passed
through his hands under such conditions, because he will have other duties to
perform and many people to see. ,We believe that 60 days would be more reason-
able.

We have also added that if the chairman decides to have a review of the
division's decision, that huch review may be before any other division or divisions
designated by the chairman.

(3) We have also provided that if the taxpayer or commissioner is dissatisfied
with the first decision, either party may make application to the chairman for
a review thereof, the chairman's decision on such application for review to be
final.

6. Subsection (d).-In addition to the provisions of the House bill,. we have
inserted provision that the findings of fact shall be prima face evidence where
the matter is brought to the attention of the board on a claim for refund or credit.

This harmonizes subsectiQn (d) with subsection (b) as written by us.
7. Subsection (e).-The House bill provides that opinions shall not be in

writing unless the chairman so orders.
We have substituted a provision that the opinions shall be in writing unless

the chairman orders otherwise. We believe that a written opinion is necessary
in every case. It always has been, and always will be, a protection to the lit-
gants. It gives them a chance to point out the error in the decision. If written
opinions are not required, It may be true that a greater number of cases could
be decided than wil be decided if written opinions are required. If the present
committee on appeals and review is permitted to continue to function In the



* Treasury Department, It Will be ne _efary;to .404t, hote tax board of appeals
only the caos now. decided panst thp taxpayer by, the present committee onreylew. It Is ry because of the rules forcig a quantt production tfrat the
taxpayers are Ing r by erronegiu. fln,g=ed from the department.
W t the. taxpayer now want, from the tax board o appeals Isquality of de-
vision-not quantity.t indn• f t t • f q. . o • i

Finally, inasmuch as the oflnesdf the tax b of appeals arq bound, to be
in many cases finvAde Ipons, the taxpayer is entitled to road puch decision.

8. Subsection (g).-We have rewgitteq subseotion (g) and added a subsection
(I), providing ,a special appropriation by Congress to defray the expenses of the
4joad..i'h 

SceInasmuch is the board is to be outside of the Treasi-y Department, the See-
tory of the Treasury shouldd not have any eRntrol .wboteyer either over the
.boid directly or indirectly, or over the AN unit of money, which the board may
deske exe d.

Sqme~of te C ejection. raised by the Members of 4he House that thebll opens
wide the door for the appointment of & great many employees Will be adnrably
met by makingg a special appropriation. The expenses of the board can not
exceed this special appropriation by Congress.
. 9. Oubsection (h).-lie IiI as passed by the House, allows $7,per day for ex-
penses to members of the board and employees alike.

We have restoxed the original provislop' of the Mellon bill that the expenses of
the members should be allowed not to exceed $10 per day, and we have clarified
the section by putting it beyond question thpt railroad and traveling fares are
not included in either the $10 or $7 per day.. We have also inserted that the
expenses will be paid when any member or employee is outside of Washington
Qn official business. The House bill would oply pay such expenses when the
members or employees are away from their designated stations.

Suppose that a member is appointed to the board; brings his family to Washing-
ton; buys a home, or rents one- snds his children to school--and three months
later the chairman designates Aan Francisco as that:member's stations for six
months. He certainly can not sell his Washingtoq home; he if rents, he may not
bp able to. sublet or get 'the lease canceled. It would pot be AdVisable for him
to move his children from one school in the country to another. every six months,
and for these reasons alone Inasmuch as the board's headquarters are in Washing-
ton, the expenses should be paid when -the member 9r employee ts away from
Washing ton.

We also attach. hereto Exhibit R-,copy of an article on. the "Federal tax
board of appeals" which appeared In the Journal of Accountancy for March,1924, . 192... CONCLUSION

If any of the changes suggested herein are made on the bill, it may be necessary
to change some of the other sections. The changes on the other sections can
easily be made after the wording of section 900 has been determined.

We shall be glad to give you any further information you may desire.
Yours very truly, FRANK LoWsoN,

Chairman of 1 e Committee on Federal Legislation,
American Institute of Accountants.

ExnslB I

Bnc. 900. (a) There is hereby established a board to be known as the board
of tax appeals (Hereinafter referred to as the "board"), to be composed of such
number of members, not less than 7 nor more than 28 as the President from time
to time determines necessry. Each member shall be appointed by the Presi-
dent with the advice and consent of the Senate, without regard to the civil service
laws but solely on the grounds of fitness to perform the duties of the office for
a term of 10 years, except that in the case of original appointments the President,
In order to secure rotation in office, may make appointments for two, four, six,

,or eight years and except that a .member appointed to fill a vacancy shall be
appointed only for the unexpired 'term cf the member whom he succeeds. Any
member of the board may be removed by the President for inefficiency, neglect
of duty; or malfeasance In office but for no other reason. Each member shall
receives' salary at the rate of' 41,0oo per annum. A. majority of the board
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shall constitute a quorum for the transaction of business. A. vacancy shall
not impair the powers nor affect the duties of the board nor of the remaining
members. The President shall designate the first chairman and two vice chair-
men, and thereafter the board shall designate bienftially"i member to act as
chairman and two other members to act as first and second vice chairmen. The
bardmay have a judicial seal, which shall be judicially noticed. t: I .

(b) The board or any of its divisions ma hear and determine 'appeals filed
witli the board by either the taxpayer or the commissioner on any proposed
additional assessment or any; claim for abatement or refund or credit of income
or pofits taxes or estate tax, or'capital-6tock tax, arising udder this act or under
prior. revenue acts with respect to which the statute of limitations has not
run either as to filng claim with the Treasury Department or as to filing suit
against the Government or collector. .

(c)' The chairman may from time to time divide, the board into division and
,assign' the members thereto, and designate a chief thereofU If a division, as a
result of a vacancy or the absence or Inability of a member, assigned thereto to
serve thereon, Is composed of less than three members, the chairman may assign
other members thereto, or he may direct the division to proceed with the trans-
action of business. A division may hear and determine appeals filed with the
board and assigned to such division by the chairman. UPon the expiration of
00 days after the chairman has received written notice of a decision by a division,
such decision, and the findings of fact made in connection therewith, shall become
the final decision and findings of the board, unless within such period of 60 days
the chairman has directed that such decision shall be reviewed by the board or
any other division or divisions of the board. Application for review or recon-
sideration of any decision may be made to the chairman by either the taxpayer
or the commissioner within 30 days after the applicant has received written
notice of the decision. The allowance or rejection of such application shall
rest solely'in the discretionof the chairman.

(d) In any proceeding in court and in any suit or proceeding by a taxpayer to
recover any amounts paid in pursuance of a decision of the board, or of which
the board has refused to permit refund or credit the findings of the board shall
be prima face evidence of the facts therein stated.

(e) Notice and an opportunity to be heard shall be given the taxpayer and the
commissioner and a decision shall be made as quickly as practicable. The pro-
ceedings of the board and of its divisions shall be informal and in accordance
with such roles as the board may prescribe. Opinions shall be in writing unless
the chairman orders otherwise. The findings of fact in each case shall be reported
in writing. The principal office of the board shall be in the District of Columbia,
but the board or any of its divisions may sit at any place within the United States.
The times and places of meeting of the board and of its divisions shall be pre-
scribed by the chairman, with a view to securing reasonable opportunity-to x-
payers to appear before theboard or any'of its divisions, with as little inconven-
ience and expense to taxpayers as is practicable.

(f). Any member of the board may administer oaths, examine witnesses, and
require, by subpoena the attendance and testimony of witnesses and the produc-
tion of all necessary Looks, papers, and documents. The attendance of witnesses
and the production of such documentary evidence may be required from any
place in the United States at any designated place of hearing.

(g) The board shall appoint such assistants, and provide such quarters, sta-
tionery, furniture, office equipment, and other supplies as may be necessary for
the efficient execution of the functions vested in itby this section.

(h) The members and employees assigned to the board, in addition to their
compensation, shall receive their necessary traveling expenses at the actual cost
thereof, plus actual expenses incurred for subsistence while traveling and on duty
away from Washington in an amount not to r'. ceed $10 per day in the case of
members, and $7 per day in the case of employees. The expenditure of the
board, including the expenditures for salaries, exkpnses of transportation and for
maintenance, witness fees, rent (where suitable quarters are not available)
printing and binding, and contingent and miscellaneous expenses shall be allowed
and aid, upon the presentation of itemized vouchers therefor approved by the
board and signed by the chairman.

(I) There Is hereby appropriated the sum of one and a half million dollars to
deay the salaries and expenses of the board for the fiscal year ending - ,
1925.
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IBriet by Frank Lowwan)
The confidence of the taxpayers in the Treasury Department's administration

of the Bureau of Internal Revenue has been shaken by the recent discussions In
the public prints snd by erroneous adverse decisions by the Commissioner of
Internal Revenue, but notwithstanding these# the taxpayer's hope of getting a
square deal has revived with the appearance of the on il, which offers a

.new tax board of appeals. One construction thikt could be placed on that offer
is that It is evident that the Treasury Department andthe commissioner recognize
the need for improvement In the administration of the Inceroe-tax law. ,The
country is fortunate in having as Secretary of the Treasury a man who has the
courage to propose such a new board. .... i: : .

The Mellon bill proposes to have the board appointed by and responsible to the
Secretary of the Treasury, but in no way under the Commissioner of Internal
Revenue, to sit as a semijudiclal board hearing both the taxpayer and the Com
missioner of Internal Revenue and to give an impartial judiclal decision on the
merits of the cases presented to it. On the other hand several public organize.
tions have prop to the Ways and Means Committee of the House that in
order to give more impartial results, the proposed board of tax appeals should be
dlyorced from the Treasury Department and should be appointed by the Presi-
dent with the consent of the Senate. Congress must decide which of these
proposals Is to be enacted into law. I

It is desirable to restore the taxpayers' confidence. To do so it is necessary
to provide such legal machinery as will in the opinion of the taxpayer give him a
fair and Impartial decision based solely on the merits of his tax case-as one
witness before the Ways and Means Committee expressed it, will give him "a
fair run for his money.'

Many taxpayers are dissatisfied with the decisions made against them by the
commissioner. There can be no question that in many cases these decisions are
wrong and that the taxpayer is justified in his dissatisfaction. Even in the cases
where the taxpayers' dissatisfaction is not well founded, an impartial hearing is
necessary to determine that fact. Furthermore, even in the cases where a tax.
payer's dissatisfaction Is unreasonable, It is highly important, still, that a hearing
be afforded him, because the Bureau of Internal Revenue is vitally interested in
maintaining the confidence of taxpayers that will get an impartial hearing.
The Bureau of Internal Revenue is helpless, in spite of its great power, unless
the rank and file of taxpayers have confidence in its fairness. The taxpayer
will forgive the bureau more easily for being wrong, than for refusing to give a
sufficient number of Impartial hearings. That is, the public values fairness
above accuracy. Both are important. If taxpayers arc able to get an, expedi-
tious, impartial hearing from a judicial board, before which the Government

.must be represented just as they are represented-a board which does not com-
bine the functions of judging and advocacy-they will feel bettor satisfied that

.they are getting a "fair run for their money." It is not necessary to create a
new judicial board to pass on cases other than those adversely decided by the
commissioner.

The new bill is unwise in so far as it. provides that opinions shall not be written
unless a special rule is made to that effect. On the contrary, it should provide
that unless the chairman certifies "in the particular case that It is against the
interest of the Government for an opinion to be written, an opinion shall be
written in every case." This is necessary: (1) Because otherwise the board
might be making a seriaws mistake, which the interested party could discover
in a few minutes and call to the attention of the board for immediate correction,
and (2) because it is Impossible to convince a litigant that a case is being fairly
decided if the judge refuses to give the reasons for his decision.

* As to (1) above, it is clear that a taxpayer can not point out a mistake in fact
or theory, no matter how flagrant it is unless he knows the ground on which the
decision is reached, and he can not do that without an opinion. As to (2) above,
there is virtually a presumption In the mind of a taxpayer that a decision that
will not stand publication is probably not correct. To decide a case right a
judge must analyze It thoroughly In his mind. If he does that, it is no trouble
to write an opinion. If a judge finds that the statement of his reasons for a
decision is diffluit, It means that he bas not had sufficient training to qualify
him for his work, or that he does not know the reasons himself.

The proposed Secretary's board, being a part of the Treasury Department,
can not be as unbiased as the proposed President's board, which will more nearly
have the status and independence of a court. Regardless of the length of tenure
of office, any member of the Secretary's board could probably be removed on an



investigation and order of the Secretary,, The members, of the President's board,
confirmed by the Senate, could not be removed by any such procedure.

Other points of difference might be raised, all should be raised now to assist
Congress in deciding what would best meet the country's needs. The discus.
sion should elimifato personalities.' The present ,Seretar of the sury
would undoubtedly appoint the beat men h-6 could fin o. f thresident would 
do liite et enhcud reidn

A study of the tax sImplificetion board report and the 'Mellon'biflsuppl9-
"mented by conversation with at'least four prominent officials of the Treasury
Department, leads me to the conclusion that the Mellon bill dontediplates the
discontinuance of the present committee on appeals and review and that the
proposed board of tax appeals should take over the work of that committee.

It is hoped that that Will not be done-for several reasons:
(1) The period of 30 days allowed by the Mellon bill in which to appeal to

the board from the commissioner's decision may be a sufficient time allowance
to the taxpayer in which to complete such an appeal from a decision previously
rendered by the committee on appeals and review, but it certainly would not
be sufficient time to prepare and complete an appeal from a decision of the in-
come-tax unit to the board of tax appeals.

(2) Conferences or discussions ith the income-tax unit -do not in practice.
develop all the points of objection by the department and In many cases do not
develop the essential points on which the case may ultimately be decided. The
recent order by which the taxpayer receives a copy of the -unit's contentions,
unsupported by argument or references though they may be, gives the taxpayer
an opportunity to prepare further to disprove the unit's supposed facts or argu-
ments or contentions. And later at the committee on appeals and review hear-
ings, further information and briefs have frequently to be filed, either at the
hearings or following thereon to answer the committeeman's questions. Nothing
should be done by the Mellon bill or the department under that bill to inter-
fere with the foregoing process of developing th case and arguments. If that
procedure is cut short or abolished it will be a serious detriment to the taxpayer
first, and to the Government second. This is the opinion of a number of prac-
tical men.

(3) The new board is to be as nearly equivalent to a court as possible. It
should not be burdened with investigation work, such as the present committee
on appeals and review must of necessity do. The new board should only have
to decide the appeals on the cases rejected by the committee on appeals and
review. That would out the board's work 80 per cent and enable it to'much
more expeditiously give leading and authoritative decision on much that is
wrong now. These leading and authoritative decisions must then be accepted
by the commissioner's committee on appeals and review or taken to court. If
accepted, the result will be a clearing of the tracks for the committee on appeals
and review and an increased production therefrom with similar beneficial reflex
action on the income-tax unit.

(4) If the committee on appeals and review is abolished and all its work trans-
ferred to the now board, that board will in a short time find itself relatively in
as bad a position as the committee on appeals and review is now with respect
to volume of cases decided.

(5) The main object to be accomplished by the new board is to restore the
confidence of the taxpayer that lie will get an impartial judicial hearing. That
can best and quickest be done by submitting to the board only the cases decided
adversely to the taxpayer by the committee.

The membership of the new board should be made up of lawyers, account-
ants or economists and practical business men, each class equally in proportion
as nearly as may be.

RESOLUTIONS OF CHAMBERS OF COMMERCE IN FAVOR OF BOARD OF TAX APPEALS.

SALT LAKE CITY ORAMBER OF COMMERCE

FEBRUARY 28, 1924.
Be it resolved by the board of governors of the chamber of commerce, That it

favors the enactment of legislation providing for a board of tax appeals to be
appointed by the President and to be entirely separated from the Treasury
Department, such board to entertain appeals taken by tax payers from the de-
cisfons of the Treasury Department, with respect to all questions arising under
the revenue laws passed and effective since 1915.

Ross BEASON, President.J. H. RAYBUnum, Secretary.
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EL PASO (TAX,) CHAMBERR OP COMMERCE

•C. Cambe of " , 'MAACH 5, 1924,
9MIolv by the 81 Poso'Chambir f C7ommerce#' ThatItJrfavors the ap olntmen/t

of a board of tax apC&Is by the Preshisnt of t Uited States, such board or
tax appeals function entirely outside of the l~easury Department and to be-
in all respects Independent thereof and thatsuch board of tax appeals hold
hearings at such points within the United States a may contribuite to the con-
venlence of taxpayers.

-A' SOHWARTS, President.
D. R. BANDEEN, $ccretary.

ALBANY (N. Yo) CHAMBER OP COMMERCE

FaRVAnY 25, 1924.
Whereas it Is essential to the conduct of business that the determination of'

issues arising between the Federal Treasury Department and the taxpayer shall
be expedited with the greatest efficiency and

Whereas it has been brought to the attention of the Albany Chamber-of Com-
'merce by prominent members that the disposition of disputes between the tax-
-payer and the Treasury Department of the United States Government, arising
in the collection of taxes, has been greatly delayed and hindered; and -Whereas It Is felt necessary and desirable that some authority be constituted
to ps upon Issues between the Federal Treasury Department and the tax-
payer, which should be outisde the Treasury Department: Now, therefore, be It

Resolved by the board of directors of the Albany Chambet of Commrce, That it
favors the adoption of sudh provisions in pending ts legislation as will create
an independent board of tax appeals, entirely separate an apart from the Treas.
ury Department, to serve as an impartial arbiter in settling disputes between the
taxpayer and the Government, such appointment to be made by the President
of the United States; and be It further understood that such appeal board is to
have Its sittings In various sections of the country for the accommodation of tax-
payers and to assist In the Interpretation of such legislation as may be enacted
and of regulations Issued by the Treasury Department pursuant thereto.

I hereby certify that the above Is a true copy and that this resolution waa
unanimously adopted at a meeting of the board of directors of the Albany
Chamber of Commerce held on February 25, 1924.

Roy S. SMIrT, Executive Manager.

KNOXVILLE (TENN.) BOARD OF COMMERCE

Resolved, by the Knoxville (Tenn.) Chamber of Commerce, That It favors the
appointment of a board of tax appeals by the President of the United States,
such board of tax appeals to function entirely outside of the Treasury Depart-
ment and to be in al respects independent thereof and that such board or tax
appeals hold hearings at such points within the United States as may contribute
to the convenience of taxpayers. E. N. FARRIN, Manaer.

JACKSON (TENN.) CHAMBER OF COMMEIRCB

Whereas the disposition of Issues between the taicrayer and the Treasury
Department has boon greatly delayed and hindered; and

Whereas it is necessary that some authority be constituted to pass upon Issues
between the Treasury Department and the taxpayer; now therefore, be it
' Resolved by the Jackson (Tenn.) Chamber of (jemmerce, That it favors the enact-

ment of legislation providing for the appointment of a board of tax appeals such
appointment to be made by the Presdent of the United States, and such board
of tax appeals to function entirely outside and apart from the Treasury Depart-
ment and to have its sitting in various sections of the country for the accommo-
dation of the taxpayer. • . E. D. WILDERn, Secretary.



CKtALtOI (8. C.) VHUMDUR OF COMM SCM

FMn2uany 22, 1924.
Resolved, That the'Charleston Chamber of Commerce favors the enactment

-of legislation providing for a board of tax appeals, to be appointed by the Pre.
dent and to be entirely separated from the Treasury De1artment, such board
to ebtertain appeals taken by taxpayers from the decisions of' the Treasury
Department with respect to all questions arising under the revenue' laws pased
and o tive since 1915.

S. P. PIz .bR, Manaong Director.

MADISON (WiS.) ASSOCIATION O coMmunes

FEBRUARY 13, 1924..
Be it reolved by the Madison Aesociation of Commerbe, through its board of,

directors, That Congress be respeetfuly urged in pending tax legislation to
adopt such provisions as will create an independent board of tax appeals entirely
separate and ap art from the Treasury Dop rtment, which may serve as an im-
partial and unbiased arbiter In settling disputes between the taxpayer and the
Government, arising in the collection of taxes; and also to assist in the just
and lawful interpretation of such legislation as may be enacted and of any regu-
lations Issued by the Treasur Do -e nt.pursuant thereto; ap be it further

Resoled That nthe opinion of the M acson Association of Commerce the
draft of bl! submitted by the Secretary of the Treasury fails to provide the
essential feature of such plan, In that the board of tax appeals therein defined
is to be appointed by the Secretary of the Treasury, and necessarily therefore
a part of the Treasury Departmert; and be It further

Resolved, That a copy Of this resolution be sent to all Senators and Congress-
men from the State of Wi coin.

DoN E. Moway, General Seeetary.'

PHOENIX (ARIZ.) CHAMDERn' or COMMERCE
FEBRUARY 25, 1924.

Resolved by the Phoenix (Ariz.) Chamber of Commerce, That it favors the appoint-
ment of a board of tax appeals by the President of the United States, such board
of tax appeals to function entirely outside of thq Treasury Department and to
be in all respects inependent thereof and that such board of tax appeals hold
hearings at such points within the United States as may contribute to the con-
venience of taxpayers.

H. R. WATKINS, .retary.

OREOON R&AIL MERCHANTS' ASSOCIATION

Whereas the disposition of Issues between taxpayers and the Treasury Depart-
ment has been greatly delayed, hindered, and In many instances defeated; and

Whereas it iS necessary that some authority be constituted to pass upon issues
between the Treasury Department and the taxpayers, Now, therefore, be it

Resolved by the Oregon Retail Merchants' Association in State convention assem-
bled, That it favors the enactment of legislation providing for the appointment
of a board of tax appeals such appointment to be made by the President of the
Unt ed States and euoh board of tax appeals to function entirely independent
from the Treasury Departipent and with power to have its sittings in various
sections of, the country for the accommodation of taxpayers; be it further

Resolved, That a copy of this resolution -be spread upon the minutes of this
meeting, and that acertifle4 copy thereof he sent to each Oregon Senator and
each Representative, . * I w. d .

C W.: Guu t C .., Chairman Resolutions Committee."
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BIRMINGHAM (ALA.) CHAMBER OF COMMZROX

Be it resolved by the Birmingham Chamber of Commerce That Congress be
respectfully. urged in pending tax legislation to adopt, such. provisions as will
create an independent.board of tax appeals entirely separate sad apart from the
Treasury Department, which may.serve as an impartial and unbiased arbiter
in settling disputes between the taxpayer and the Government arising Jn the
collection of taxes; and also to assist in the just and lawful interpretation of such
legislation as may be enacted and of any regulations Issued by the Treasury
Department pursuant thereto; and be it further

Resolved, That in the opinion of the Birmingham Chamber of Commerce the
draft of bill submitted by the Secretary. of- the Treasury fails to provide the
essential feature of such plan, in that the board of tax appeals therein defined is
to be appointed by the Secretary of the Treasury and necesarily therefore a part
of the Treasury Departmept; and be it further

Resolved, That a copy of this resolution be sent to all Senators and Congress-
men from the State of Alabama,

NORFOLK-PORTSMOUTH CHAMBRZ OF COMMERCE

FBRUARY 19, 1924.
Whereas'the dispositoin of issues between taxpayers and the Treasury Depart-

ment has been greatly delayed and hindered; and
Whereas it is necessary that some authority be constituted to pass upon issues

between the. Treasury Department and the taxpayer; now, therefore, be it
Resolved by the Norfolk-Portsmouth Chamber of Commerce,' That it favors the

enactment of legislAtion providing for the appointment of a board of tax appeals,
such appointment to be made by the President of the United States, and such
board of tax appeals to function entirely outside and apart from the Treasury
Department and to have its sittings in various sections of the country for the
accommodation of taxpayers. W. A. Cox,

Executitve Secretary.

LYNCHBURG (VA.) CHAMBER OF COMMERCE

FEBRUARY 21, 1924.
Our business nen, firms, and corporations are being put to great inconvenience

and annoyance and subjected at the same time to increasing expense through the
present indefinite method of assessing Federal taxes, and we believe immediate
and definite steps should be taken by Congress to relieve this condition; There-
fore be it

Resolved, That the Lynchburg Chamber of Commerce having considered the
plan proposed by the American Institute of Accountants and the Chamber of
Commerce of the United States, heartily agree with and indorse their plan for a
board of appeals and review. to be appointed by the President and not by the
Treasury or Revenue Department. uch a board as now proposed would put
the taxpayer on an equal footing with the Treasury Department in hearings
which vitally affect his well-being and'sometimes his very existence.

J. G. NowLiN, Secretary.

ELMIRA (N. Y.) CHAMBER OF COMMERCE

FzBRUARY 21, 1924.
Be it resolved by the Elmira Chamber of Commerce, That it favors the enactment

of legislation providing for a board of tax appeals to be appointed by the President
and to be entirely separated from the Tresury Department such board to enter-
tain appeals taken by taxpayers from the decisions of the Treasury Department
with respect to all questions arising under the revenue laws passed and effectivesince 1915."ce .•MALCOLM J. WILSON,

Secretary.
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CHATrANOOGA (mNN.) CHAMZR OF COMMUECE

FEBRUARY 20, 1924.
Be it resolved by the Chattanooga Chamber of Commerce, That it favors the enact-

ment of legialatio 9 provldng, for a board of tax appIst9 be appoInted by the
President and to beenlly spiaraed frem 'the T iiyD _artment, such
board to entertain appeals taken by taxpayers from the decisions of the Treasury
Department with respect to all questions arising under the revenue laws passed
andeffective since 1915.

, Seretar-Mdnager.

ATLANTA (GA.) CHAMBER OF COMMERCE

FRBRUARY 13, 1924.
Be it resolved by the Atlanta Chamberof Commerce, through4te board of directors,

That Congress be respectfully urged in pending tax legislation to adopt such
provisions as will create an independent .board of tax appeals entirely separate
and apart from the Treasury Department, which may serve as an Impartial and
unbiased arbiter in settling disputes between the taxpayerand the Government
arising In the collection of taxes, and'also to assist in the just anld lawful interpre-
tation of such legislation'as may be enacted thereto; and be It further

Resolved, That In the o pion o( the Atlanta Chamhor of Commerce the draft
of bill submitted by the Secretary of the Treasury falls to provide the essential
feature of such plan, in that the board of tax appeals therein defined is to be
appointed by the Secretary of the Treasury and necessarily therefore a part of
the Treasury Department;. and. be it further

Resolved, Thats copy of this resolution be sent to both Senators and Congress-
men from the State of Georgia.

I hereby certify thatthe above is a true and'coirect cdpy of a keollation passed,
by the directors of the Chamber of Commerce at their regular monthly meeting,
held on February 13, 1924. , . . . .. ..

B.* S. BAR , Seretary.'

NEW ORLEANS (LA.) ASSOCIATION 'O, COMMERCE ,

MARCH 10; 1924.
Board of tax appeals: Moved by Mr. Dunbar seconded by Mr. Keiffer, Iand

carried, that we approve the recommendation of the committee on 16lsatton and
taxation to urge upon our representatives in Congress the necessty for the
creation of a board of tax appeals entirely outside of.the Treasury Department.

WArIER PARKER,
. .tewal Manager.



CONSTITUTIONAL TAX EXEMPTION.

THE POWER OF CONGRESS TO TAX INCOME FROM STATE AND
MUNICIPAL BONDS.

By EDWARD S. Cowiw,

McOormtick Profeesor of Jtrlsprudetce, PrLncetoa Unt ey.

"Aristocracy," wrote Chateaubriand, "has three stages: lirat,
the 'te of force, from which it degenerates into the age of chivalry,
and is finally extinguished in the age of vanity.". The fact that
there are between thirty and forty billions of privately'held public
securities in this country which are either partially or totally tax
exempt I suggests that American aristocracy is rapidly achieving
the second stage of its predestined cycle without, perhaps, having
altogether left the first stage behind. Some ingenuity has been
expended in certain quarters in an effort to show that the immunity
of a considerable fraction of the wealth of the country from tax
action makes no particular difference to anybody, an argument which,
if valid, ought to hold, even though. the fraction were increased
indefinitely. Certainly, when we learn that the late Mr. William
Rockefeller's estate of sixty-seven millions comprised some forty
millions of tax-exempt bonds, we conclude that there was a reason;
and we also recall the maxim ex nihilo vihil. If investors in tax-
exempt securities derive a benefit from this type of investment
somebody else pays--the question is who"

The actual operation of tax exemption in this country. would seem
to be somewhat as follows: The national government adopts a
system of income taxation by which incomes are taxed at progres-
sively higher rates. In order to escape the upper reaches of the
tax, men of large income invest in tax-exempt securities, especially
municipal and state bonds, the exemption of which is most nearly
absolute. This in turn enables the states and municipalities to float
securities on advantageous terms in compArison with private con-
cerns. A saving is th-us effected momentarily to the local taxpayer,
but at his expense both as taxpayer to the national government and
as consumer. For it is apparent that if the national government
can not raise adequate revenue by progressive income taxation it
must have recourse to other methods Which bear more heavily on

%This amount includes nearly twenty.tbree billions of liberty bonds of the five Issues,
of which the first, of two billions so far as it has not been converted, remains totally
exempt from national taxation. Itapitai holdings 9f the succeeding issues, except the
Victory Notes, have been exempt from the norn incom" tax In varying amoun ts, but
not from the surtax; and since the exeration of the two.year period from the ratio action
of the treaty with Germany even tis tim erect Immunlty has largely lapsed. Such
holdings Towover, still remain beyond the reach of the taxlng power of the states forthe most part, but whether this fact merits consideration n this connection would
depend on factors which differ with each state.
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the average citizen; and, it ,is equally eyioeot that if private pro-
ducers have to pay higher rates of interest in order to obtai' ade-
quate capital, it is the consumer who ultimately foots thebill. Nor
does the advantage of the local taxpayer continue indefiniteysince
the easy terms 1pon which they find capital procurable Qffers an
obvious temptation to borrowing on a large scale, on the part of
states and imtunicipalities. Thus, whereas state and local bonds
afloat in 1913 totalled less than four billions,, they now total four-
teen billions, some of which, it is permissible to hold, represent
expenditures, which, if, they should hve hNv made at al, should
have been made from current funds. So by. one. and the, sa'me sys-
em of tax evasion .governmental extcravngaTqe. is promoted, prof-

itable business expansions is put, at a dis&dvatage, the theory of
progressive income. taxation is utnderianed, Iano_ a tax-exempt
aristocracy is created out of the wealtliept,. par .of the community.,

Not all tax, exemption rests primarily oi constitutional grounds.'
When national securities are exempt from national taxation it is,
only because congress has so decreed, although once given its
promise may possibly constitute a bining contract which may not
be repudiated consistently, with "dup process of law." And the
same is the case in a general way with, the exemption of state and
municipal securities from local taxation.. Such exemption rests in
the first instance on the will of the local legislature, but once it is
accorded it becomes a contract whose obligation may not be in-
paired." Exemptions which thus originate solely in legislative
policy need not be further treated of in this article, our purpose
being to investigate those doctrines of constitutional law which have
been interpreted to require that exemption from taxation accom-
pany the issuance of public securities. Thus it is held that national
securities are from the moment of their ipsuance exempt for the
most part from state taxation and thatt statq and municipal securi-.
ties are likewise exempt from national taxation. The two cases,
however, are not, it would appear, in all respects parallel. On the
one hand, the exemption reqts in both cases on judicial retasoning
rather than on any specific clause of the'constitution' but, on the
other hand, an important difference appeas between tie considera-
tions which judges have treated as.contrqlling in the two instances.
For logical as well as chronological' reasons the exemption of
national securities front local taxation will be dealt with first.

The judicial doctrine of tax exeniptioh entered ouir constitutional
jurisprudence through the famous' decision in Ak[iudlooh v. Mary-
lavd,' in which in 1819 the supreme court set aside a tax by the state

'The market price of t.x-exempt scurlties Is sbch to'-Al as'to tempt people of com.
ratiely low incomes--from twenty to fifty thoui dollars per aunum, This si-
es, of course, that the very rich get their bonds cheily, m much so, Indeed, that wile

the income tax law pretends to levy surtaxes ilidint high as 54 per cent, the sur-
above 31 per cent Is virtually Inoperativ¢l ,voe ,1rpflsor It. X. 181pe 's article In

riN orth Amerloat Review rt ast April. PfesorIng Also makes the point thatth Ineomes thus benontej are what GIatouc cale '" lazy" incolue, which thus PeqU
safe investments, while the risk of developing new enterprises Is thrust upon earned
Incomes., The teat thought has always urged bat eal'ied incoteCs Phould N len
heavily taxed thaq unearned. ,

$Articlo , sec 10, par. 1.
44 Wheat. 310.
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of Maryland on certain operati6os of a local branch of the Bank of
the United States. The opinion of the court by Chief Justice
Marshall brings forward at least four distinct, even 'though not
clearly distinguished, grounds for the decision. In a phrase often
quoted since, the Chief JUstice defines the power to tax as involv-
in "the power to destroy." I
$he inference is that thie mere attempt to tax the bank represented

a claim on Maryland's part to control or, even to wipe out an
instrumentality of a government which is supreme within its'as-
signed sphere. But more than that, the opinion continues, while "the
sovereignty of a state extends to everything which exists by its own
authority or is introduced by its permission," the, bank did not fall
within this description. So, regardless of the supremacy of the na-
tional government, there was 'on just theory" a "total failure" of
power in the state to reacl the bank through taxation. Nevertheless,
at the very end of his opinion, Marshall concedes Maryland the right
to tax the bank on its "real property . . . in common with other
real property within the state," and also "the interest which the citi-
zens of -Maryland" held in the institution "in common with other
property of the same description throughout the state"; and mean-
time he has answered an argument drawn by the state's'attorneys
from the Federalist with this observation: "lThe objections to the
constitution which are noticed in these numbers were to the unde-
fined power of the government to tax, not to the inidental pr ivlege
of exempting iti own measures from, state taraton." 6 In other
words, the exemption. of the bank is thought of at this point as rest-
in.g on the implied will of congress and therefore to be justified con-
stitutionally as a measure "necessary and proper" for maintaining
the full efficiency' of the bank as an instrumentality of admitted
national powers. In short, while the exemption of the bank from
state taxation on its operations was clear, the precise reason for ex-
emption was far from clear., This may have been due to the inherent
scope of the taxing power, considered in relation to the supremacy
of the national government within its proper field; or it may have
been due to the inherent limits of the state's own sovereignty; or it
may have been due to the discriminatory nature of the tax at-
tempted in this instance or finally, to the implied will of congress.

The question arises whether there is a necessary contradiction as
between any two of these grounds of decision, or whether they may
be considered as together constituting a harmonious whole. The
strongest appearance.of contradiction emerges from a comparison
of the first and thirdgrounds; for if the equal application of a tax
to a species of property is guarantee against its abuse, why the propo-
sition that "the power to tax involves the power to &estroy" ? And
why should not any generally imposed tax be valid as to all prop-
ertv within the liniits of a state? The answer seems to be that Mar-
shriill was trying to draw the line between the bona fide taxation by
a state of property within its limits and an attempt by it to tax an
eaerdse of national power within those limits-the 'former being
allowable, the latter not. Yet why not? And here our attention is
drawn to the juxtaposition of the first and fourth grounds of de-
cision. Taken together the two grounds spell out the proposition

G The italics do not occur In the original.
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that congress may always exempt instrumentalities of the nations
government from local taxation when it is "necessary and proper"
for it to do so in order to assure the efficient operation of such in-
strumentalities. What then of the converse proposition', that where
an exemption of national agency from state taxation exists, sqch
exemption is to be deemed as resting in the first instance merely
on the will of congress, express or implied, and not on constitutional
considerations beyond the reach of congress? The fact is that Uo'
clear answer to this question can be gleaned from Mirs hall's de-
cisions. In Osbo.n v. the Bank, he treats the exemption as resting
on the will of congress;O in Weton v. Vhareston, as implied in th
constitution;' and subsequent decisions of the court. disclose the same
uncertainty.8  Indeed, even when the will of congress is made the
basis of exemption, there is still uncertainty as to whether taxation
may be permitted in the silence of congress, or the implication of
silence should be construed unfavorably to the state's claims.' It is
submitted, however, that there is no sound reason why these uncer-
tainties should be permitted to continue. With the remedy for ank:
abuse by a state of its power over instrunentalities of the national
government securely lodged in congress, there is not the least benefit
to be anticipated from the supreme court's troubling itself with the
extent ofcongress's concessions to the states in respect of the txax-
tion of national instrumentalities. Such instrumentalities ought al-,
ways to be subject to local taxation when they take the form of pri-
vate property, while any effort of the local taxing .power to single
them out for special burdens would be void on the face of it. Both'
of which propositions are fairly implied in MeCvuilooh v. Mary and.'

II.

We now turn to that branch of the constitutional doctrine of tax
exemption which restrains the national taxing power in relation to
"means and instruments" of the states. At the outset we note an
important difference in the operation of the doctrine in the two
fields The principal local taxing'power which is caught in the crils

a9 Whent 788. 3Marshal's language here Is as follows: "The court adheres to Its
decision it iha case of MoV.llaol v. the State of Marylanad and Is of opinion that the
act of the state of Ohio, which is certainly much more oboetilonahle than that of the
state of .Mary lnd, Is replgnatit to lo of the nlsitcd Statcs inade it pursuanve o
the conetitutio, and, therefore rtod." (The Italies do not appear In the original.)

' 2 Pot. 449.
*See $'an Alleti v. Assessors. 3 Wall. 1173. In which was sustained tite Act of June 3,

1804 (now VS11 of the Revised Statatev), whereby certain powers of taxilion with
reference to nntloutal .hnks were accorded the states: Thomson v. .'noi Pacijte R. 0o.,
ii Wall. 570: U/nio P rl, It. (Yo. v. Pecision, 18 Wall. 51; Otcenaboro .' national lloBik v.
C(te of Owtenboro 173 11 8. 664; lomo parings ank v. Des Molnes, 205 U. 8. IS03.
In the last case .. Moody. spening for the court remarks: "It may well be doubted
whether congress has the power to confer upon the state the right to tax obligations
of the United States. However this may he. congress bas never yet attempted to con-
fer such n right." So the I! Int has never been decided. In Chaplti v,. om,'r. 12 Coin.
1, NZ 376 (Australia, 1911) the commonwealth ws hetld to have the power to au.
thorire state tox~ttion of ?ederai salris, alth siuch taxation had beet pro.
Viouslv hehil InvalId withoiut such autiorizalion, Hall, Case nit nConstitutional Late,
p. 128R If. Heo also note 13 tnfra, If a citizen of one state owns honds or another
state. tis own state may levy t tax thereon, as on other iwrsonstl property the situs
of which follows the owner. liO' jmnblldrI )..lepl Tocuri eurt, 104 U. S. 1192. In other
words, tIM between states, privately held ptblic securities of state origin are treated si
priv to property solely.Sntes O and 8, subra.

"pee also the recently decided case of ilirt xatifsal Dank o. San Jose v. Cvalf
decided ,iune 4, last, and cases there cited, to show that the "dealingst of natiMnni
banks are subject to the operation of genornl and undiscriminating slate inws which
do not conflict with the letter or general object or purpose of congressional legilsa-
tion affecting such banks."
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of this doctrine is the power of taxing property directly-in other
wodd,, the general property tlix which is thereby disabled in the
presence of private property which is viewable from another angle
a still discharging a 'governmental function.

'lThe national government on the other hand is, practically speak-
ing,'denied the pover of directly taxing property by the unworkable
rule of ortionment which the constitution lays down for such
taxes.10." Tie only kind of national taxation which is affected by the
constitutional doctrine under review is consequently income taxation
which, 'whether it be "direct" or " indirect" in the constitutional
sense is to-day relieved by the sixteenth amendment from the rule of
apportionment; and the principal operation of the doctrine of tax
exemption within the national field -has been accordingly to relieve
certain categories of income from national taxation, namely, those
derived frbm state and municipal, bonds and state official salaries.
By the same token the extension of the doctrine of tax exemption
into the field of national taxation incurs difficulties which it does not
encounter in the other field. Both on the basis of what has just been
said and for other reasons which will be manifest, these may be set

* down as follows: In the first place, in the case of the average prop.
erty holder or income taker the burden represented by the general
property tax is far greater than the burden of any probable income
tax. 1o illustrate: A tax on income derived from a bond bearing
interest at four per cent would have to be twenty-five per cent in
order to equal in burden a one per cent property tax on the bond
itself: but while the latter is a burden which any citizen may be
called upon -by the state to meet, the former is one exacted bi, the
national government only of the wealthiest classes and is therefore
one evasion of which is rendered possible and profitable only to the
wealthy through the operation of the doctrine. In the second place,
while it is not so unreasonable to regard a government bond even
in the lnds of the private purchaser as still an instrumentality of
government, since it represents a continuing relationship between the
government and the purchaser, to extend the same line of reasoning
to income from the bond, the payment and receipt Of which is a
transaction over and done with once for all, involves a step by no
means easy to follow." In the third place, the difference between
the national government as the government of all and any particular
state as the government of only a section of the people should be taken
into account in this connection. As Chief Justice Marshall pointed
out in Mlo6'loch v. M(rn/land: "'rie people of all the states and
the states themselves ai'e represented in congress," which, therefore,
when it taxes a state institution is still taxing only its own constitu-
ents, whereas,"' when a state taxes the operations "of the government
of the United States, it acts upon institutions created" by people not
remresented in the state legislative chambers. Finally, whereas. the
principle of national supremacy, to which, as we 'have seen,' the

30Artielo I, see. 2, par. 8; see. 9, par. 4.
" A similar dlsllnotion Is develoe.by arshnll In Weston v. Oharlestot, supra. be-

tween state tOxation of United Htates bonds qaid lands sold b~y tiw United States: " When
lands are sold, 3,o connetion remains between the putveaser and the government. The
lands purchased bweome a part of the mass of popert, In the country with no Implied
exemption from common burdens. . . . Lanis sold are in the comlltlon or money
borrowed and repaid. Its linbility to taxation in any form It may then assume Is not
questioned. Thp connection between the borrower and the lender is dissolved."
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APPENDIX ps3
exemption of national means and instruiments.from state taation
was principally referred br Marshall, is 'a'rinciple definitely em-
bodied in the written constituton, 12 the theory upon which t,, doc-
trine of tax exemption wA's projectd- into the national Weid, rest
entirely upon principles external to the written constitution, and',
indeed, is logically contradictory of the 'piinciple o' nitionaf 4
premacy.

The doctrine of tax exemption was first applied in restrlcti(n of
the national power in 1871 in the as of Gollector v. Day, in'which
the sole question was whetler-a genQral income tax levied uniformly
throughout the country could be exacted of a state judge om hi
official salary. Justice Nelson, speaking for the majority of the
court, answered this question in the negative on the following line
of reasoning: (1) That a judiciary was at requisite of that 9.repub-
lican form of government" which the United States was pledged
by the constitution to maintain in every state; that" the power to tax
involved the power to destroy"; (3) that the tax invaded the field
reserved to the states by the tenth amendment. Rendered as it was
near the close of the Reconstruction Period, during Which congress
had ridden rough shod over the most sacred pretensions of " State
Sovereignty," the decision is easily explicable, especially when w
bear in mind the constant solicitation to which the supreme court is
always exposed to adopt the role of "savior of society "; but these
are circumstances which can hardly justify the decision as a. rule of
law. Would it ever occur to "most people not lawyers" 14 that
the republican form of government connotes thIe elevation of an
official class above the common burdens of citizenship? Nor does th
maxim that "the power to tax involves the power to destroy " seem
particularly applicable to a situation in which its realization would
carry with it the destruction of everybody's income. But not only
was the court's invocation of the guaranty of it republican form of
government extravagantly irrelevant to the actual facts before it; It
was also technically unallowable; for the court has said repeatedly
that it is not for itself but for congress to say what are the requisites
of such a government, that this is " a political question."' 5 *

Justice Nelson's chief reliance, however, is upon "the reserved
rights" of the states, recognized in the tenth amendment; but it does
not seem on the whole to be better placed than on the other arguments
just reviewed. He contends, in brief, that the right to establish and
maintain a judicial department is an "original," "inherent," "re-
served" power of a state, "never parted with, and as to which the
supremacy" of the national government "does not exist," that "in
respect to the reserved powers, the state is as sovereign and independ-
ent as tile general government." Virginia had made the same argu.
mnent half a. century earlier, and with much better reason, in (oen8
v. Virgi nia, and had been answered, that as to the purposes of the
Union the states are not sovereign but subordinate. Moreover, if the

uArthlee Vi ,&ar. 2.
,a 11 Wall. iid. The pvi'esion witm pIrei-'id by that In Dobtiulat'. (Cotnll'rq, 10 Pet. 435,

In which the cotirt held the salrhes of 'nltel States offlini to he tion-taxable by the
sates, on the ground thait the Immunity was Iipied by the act of 'ongrceas fling Such

14 The expression is J. ilolmip's. See 21$2 1'. S. 220.
"5 Luther v. lorden. 7 flow. I; IP0flo lgtotee T. and '. Co. v. Oregon, 223 Ty. 8. 118.200 Wheat, 204. See also Justice Storey's opinion In Martiln v. Ilunfte-' Lessee, I

wheat, :104.



supremacy of the national government does not exist as to the re-
served powers of the states, as to what powers does it exist? Modern
constitutional law certainly lends Justice Nelson's logic small sup-
port., For if the reserved power of a state to establish courts can
prevent the incidental operation of an otherwise constitutional tax
of the national government, what is to be said of a tax levied ipon a
privilege granted by the state in the exercise also of powers indu-
bitably reserved to it;" or of a direct invasion of the reserved power
of a state in the regulation of local transportation? 18 Yet both these
assertions of national power havo been sustained within recent years.
Furthermore, oven though it be conceded that the power to maintain
it judiciary is a reserved power of so peculiarly sacrosanct a character
as to set limits to the operation of otlierwise constitutional acts of the
national government, yet it would remain to be shown that this re-
served power comprised the further power of rendering immune from
national taxation the salaries paid the state's judges and already in
their pockets. Recent decisions do not tend to support such fat-
fetched theories of the incidence of taxation 19-far-fetched and, as
Dr. Johnson would have added, "not worth the fetching." For all
which reasons the doctrine of 6'ollertoi v. Day must to-day be re-
garded as obsolete; and the same, of course, must also be sail of the
extension of that doctrine in PolloAk v. The Farmew-9' Loan and Thust
Vcwnpany 90 to incomes from state and municipal bonls. A special
tax on such incomes would fail for vicious classification 21-lperhaps
as not it tax at all;22 but an otherwise constitutional tax cannot in
logic or common sense be denied operation upon such incomes; and
this would be so even if the sixteenth amendment had never become
a part of the constitution.

III.

The sixteenth amendnient reads as follows:
The congress iiall have power to lay umtid collect taxem on Ineomes front

whittever sourv'ce derived, wittil i tpl)prtionment aliolig the u(etel'a] States,
aitiI without regard to any census or enumeration.

It -is understood that the purpose of this amendment was
to overcome in whole or in part the effect of the supreme court's
decision in Polloelc v. The Fapmers' Loan and 7'ruet 6,'.,2

3 but
whether in whole or in part only is disputed. In this case the
supreme court ruled, first, that incomes derived from property
wore directt taxes" and leviable only by the method of apportion-

If 11lt v. itoll a'rarp (;o., 220 IT. H. 107. MUtstaiiillig a tx uineisuri4! by net profits on
the privilegee of doing business as a corporation.

i'he Sbreveport Cease, 234 U. 1. 1142; Rallroad (omn v. Chicago, II. A Q. R. Co., 257
M. 5. 513.

311A tux on lIcome. two.thirds of which was deriv441 from export trade, Is vail(l, not-
withsindling, the constiltutlonul prohlbltlon of a tax on I articles exported front any state
(Article 1, see. 1), ppr. I). Peck and Co. v. hiowe, 247 11. M. 1l5: also, a t x by a state

'on the pIrotiti of a coinpuy, though tiie/m were derived in large part front intertate
Comnlorve. lt'hltd states a Ie Co. v. Oak Creek, 1bd 321 : alno, state sand innhleinal
;bonds hel by a .leemient aly he validly included i the net vaihi' of tin eate upon the
tratisfer' of which tlii emlate .lx Inlmiil by the Act of Sept. M., 1910.1 nIassesed, Ordau'r
v. Leiellyn,. 258 U. 0. :1I. Finally, by New Vork v. Law, decided Apr. :o, lust, a tax on
the Inconie from a nortg Ige i not a tax on the mortgage itself within the sense of a law
twemptlny the mortuail ros taxation,

90 157 i'. N, 420 19 1. 41)1.
In 14% the diita In JIrushaber v. U0 I'aoltlo U. e.. 240 U. U. 1 : Bell'. (aap R. O.

v. Penu a., 184 II. S. 282; C'onnolly v. 1/nim Hewer Pipe C'o., 184 U. 0. 1140; and other

a tiley v. lre.rel Furniltare Vo., 259 It. S. 20: 11111 v. t'allace, thid, 44.
s.Hke note 2., supra.
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ment; and, secondly, as we have just noted, that incomes derived
from state and municipal bonds were not subject to national taxa-
tion at all. The question with which we are concerned, therefore
is this: Does the sixteenth amendment overthrow both branches oi
this decision or only the first? Or, to put the issue a little more
definitely: What is the force and effect of the phrase "from what-
ever source derived" in this context? Does it permit congress to
tax all kinds of income without resort to apportionment, or does
it merely permit congress to tax without, resort to apportionment
such incomes as were previously subject to national taxation?

Anterior to /vans v. Gore,2' 'hich was decided four years ago, and
which receives special consideration farther along in this paper,
the court, or justices speaking for it, had, uttered a number of dicta
which have been assumed to sustain the narrower view of the amend-
ment. Thus in Brwsluber v. Union Pacflo R?. R Co.," which was
decided shortly after the amendment was added to the constitu-
tion, we find Chief Justice White declaring that "the whole purpose
of the amendment was to relieve all income taxes when imposed
from apportionment from a consideration of the source whence the
income was derived "-a view of the matter which he asserts shortly
afterward to have been "settled" by the previous utterance.2 And
to the same effect is the language of Justice Pitney in the Stock
Dividend Case.2 1 "As repeatedly held, this [the sixteenth amend-
ment] did not extend the taxing lower to new subjects but merely re-
moved the necessity which otherwise might exist for an apportion-
ment among the states of taxes laid on income." This was the five-to-
four decision, but meantime, in Pece/ & ('0. v. Lowe,28 Justice Van
Devantor, speaking for a unanimous court, had reiterated the same
proposition. A

But now just what is this proposition? The present writer sub-
mits that it is neither more or less than the statement, evident on the
face of it, that the sixteenth amendment does not authorize congress
to tax without apportionment anything except incomes. Tet it be
considered what were the precise questions before the court in the
two more important of these cases. In the Brushaber Case it was
whether an income which had accrued since March 1, 1913, could be
reached retroactively by a tax enacted the subsequent August. it
being contended that the income had now become capital; while
in the Stock Dividend Case the question was whether such a divi-
dend was to be regarded as income in the hands of stockholders or
merely as evidence of capital-holding. The former question was
answered adversely to the taxpayer concerned, the latter favorably;
but in both instances it was obviously proper for the court to
clarify its position by stating the self-evident proposition offered
above.' 1

On the other hand, interpret the statements above quoted as
signifying that the amendment still leaves outstanding certain limi-
tations on congress's power of income taxation, and what results?

"253 U. S. 245;
He note 21. eunra.

"The ROMilo Miig CTo. v. Mtanton, 240 U. 5. 108.
"inor v. Macamber, 252 U. H. 18b.
weited I note 10, eupra.
"The Pock & 0o. V. Lowe ind Baltio Mining 0o. v. Stanton, as In theDrunbabe

(0111, t|I' (W ' inI of ti4, t l taxing Imtwer qut!tlonelI wi Htotettll Iln(Iependeltly
-of the sixteenth amendment.
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This at least: That the supreme 'court is chargeable with having
"settled" by the mere process of heaping obiter diceum upon obite
dietum a most important question of constitutional power, which
was not remotely involved in the bases before it, on which, so far
as the published briefs of attorneys show,there was no argument
worthy of mention, and in justification of its determination of which
it condescended to utter not one word of proof, whether of law or
of fact. That the supreme court has no authority "to pass abstract
opinions upon the constitutionality of acts of congress" has been re-
peatedly stated by the court itself; 30 that it has no right to anticipate
action by congress by affixing to the constitution a reading thereof
not required in the determination of any question before it would
seem to be even clearer. Respect for the court, if nothing else, for-
bids our attributing to it the intention of prejudging the interpre-
tation of the sixteenth amendment unnecessarily. Instead, wO
should recall the maxim stated.by Chief Justice M'irshall and re-
iterated many times since:" It. is a maxim not to be disregarded
that general expressions-inevery opinion are to be taken in connec-
tion with the case in which those expressions are used. If they go
beyond the case they may be respected, but ought not to control the
judgment in a subsequent suit when the very point is presented
for decision." 81 ,

But it is insisted that in Evans v. Go?'e,s  which followed the cases
just reviewed, "the very point" here under consideration was pre-
sented and decided; is this so? The principal holding of that case
was that a United States judge could not, consistently with the pro-
vision in article III of the constitution, that judges of the United
States shall at stated times receive for their services a compensation
"which shall not be diminished during their continuance in office,"
be subjected to a national income tax in respect of his official salary.
Confronted with the argument that the sixteenth amendment must
be dqemed to have authorized such taxation notwithstanding the
language of article III, the majority speaking through Justice Van
Devanter said:

Tie purpose of the rmueudnient wits to eliminate all occasion for such an
apportionment because of the source from which the income came,-a change
In no wise affecting the power' to tax, but only the mode of exercising it.
Tihe message of the president recommending the adoption by congress of a
joint resolution proposing the amendment, tile debates on the resolution by
which It was proposed, and the public appeals,---corresponding to those in tile
Pederalist,-made to secure its ratification, leave no doubt on this point.. ,

True, Governor Hughes of New York, in a message laying the amendment be.
fore the legislature of that state for ratification or rejection, expressed sonic
apprehension lest it might be construed as extending the taxing power to in-
come not taxable, before; but his message promptly brought forth from states.
men who participated in proposing the amendment such convincing expositions
of its purpose, As here stated, that the apprehension was effectively dispelled
and ratification followed.

Thus the genesis and words of the amendment unite in showing that it
does not extend tile taxing power to new or excepted subjects, but merely
removes all occasion otherwise existing for an apportionment among tile
states of taxes laid on Income, whether derived from one source or another.

See J. Sutheriand's opiloln In MuasgchpecttH v. MAllvu, decided Juno 4 last, and
cases there cited.lu Oohns v. Va., cited note 16, mupra.

OCited In note 24, eupra.
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That these words would have .beeih regarded by the 'court when it
uttered them as conbluding the question -under discussion in this
paper may well be believed. Also, it must be said in fairness to the
court that. the conclusions stated -by JYustice Van Devanter rest ,to
some extent on a consideration of the question of the scope of the
amendment in the light both of fact and 'of argument.' Neverthe-
less, I venture to challenge the conclusivenes of the facts broenht
forward by the court and also of the assumption:, which I un' will-
ing to attribite to it, that the question before it involved the broader
question of the status, in relation to the amendment; of incomes from
state and municipal bonds and of the salaries of state officials,.asnd
let us first take up the question of fact.

'V..

As its citations go to prove, the court's chief reliance is upon
arguments which were made by Senators Root and Borah after the.
amendment'had been proposed by congress but. before its ratifica-
tion. On the other side, the court admits the contrary opinion of
Mr. Hughes, then governor of New York, whose utterance, howev',
was but one of several of like tenor, as the following quotations
show:

It is to be borne In llahd that this is not a mere statute to be construed
in the light of constitntioinal restrictions, express or implied, but a proposed
amendment to the constitution itelf which, if ratified, will be i effect a grant
to the Federal Government of the power which it defines. Thue cwprelili r
sire words " from wilove\'r source derived," If taken in their natural sense,
would Include not only Incomem from real and personal property, but also
Incomes derived from state and municipal securities.--Gov. 'Hughes of New
York. 1 . , . .,,

Congress could, therefore, tax iuconie.4 from state and mnitielpal lgnd4, uiad
could exempt incomes so derived. Senators and congressmen being necesr
sarily residents of the states and generally of tite municlpalities would '6t
pass a law which would destroy throu h taxation the credit of their o\h
state and their own rnunlcpnality.-Gov. Gilchrist of Florida. I .

The objection urged by Governor Hughes does not impress me as belipg
a very substantial or effective one. If it Is advisable upon broad grounds
of public policy for the national government to subject incomes to taxation,
It Impresses me as a narrowor technical objection to. oppose this amend-
ment for the reason that it does not provide for an exemption of that portion
of one' income derived from interest upon state and municipal bonds.---Oov.
ladley of Missouri.

The income tax amendment to the constitution is broad enough to include
a tax on incomes derived from the ownership of state and municipal bonds.
-Gov., Burke of North Dakota.
The language of the amendment Is very broad, and injustice might eunsily

occur unless congress should he careful in the exercise of the authority con-
ferred upon congress by this arnendment.--Go. Haskell of Oklahonma.

Indeed it seems to me that if the words "from whatever source derived"
would leave tihe amendment ambiguous as to its power to tax incomes from
official salaries and from bonds of states and munlcpalities, the amendment
ought to be opposed by whoever adheres to the democratic maxim of equality
of laws, equality of privileges, and equality of burdens. . . . It is Im-
possible to conceive of any proposition more unfair and more antagonistic to
the American idea of equality and the democratic principle of opposition to
privilege, than tin income tax so levied that it would divide the people of the
United States Into two elasses.-Gov. Dix of New York, in his message to
the Speaker urging. him to press the. amendment.

Here, in short, are six gubernatorial utterances made, some in
protest against the amendment, some in its favor. but all to the



same effect, that the amendment would vest congress with tile power
to tax incomes from state and. municipal bonds; while I have en-
countered but a single utterance from a like source which is clearly
to the contrary effect. Yet despite these warnings, following these
commendations, the amendment was rAtified. And in this .coj~nec-
tion it should be noted that ratification by the pivotal state of New
York followed upon the Dix message, not upon tie attempted refuta-
tion of Governor Hughes.8 I .

But let us consider the evidence which Justice Van Devanter ad-
duces as to the intention of congress itself in proposing the amend-
ment." He first refers to President Taft's message of June 10,
1909, urging an amendment to the constitution which should confer
"the power to levy an income tax without. apportionment among
the states in proportion to population." This clearly shows that
the object which was foremost in the president's mind was to get
rid of the rule of apportionment in income taxation; but clearly, too.,
it throws no light on the question of the proper construction of the
very differently worded proposal which was finally adopted. In con-
greSS the ball was started rolling by Senator Brown of Nebraska,
the day following the message. In its original form his proposal
.gave congress power to lay and collect direct taxes on incomes with-
out apportionmentt; but whlen it emerged from the senate finance
comimitee eleven days later, it had assumed the shape of the present
amendment. Why the change? It would, perhaps, be difficult to
say: but the burden of explaining the change is certainly not on
those who contend that it must have had some significance. Nor
does the trend of the discussion leading up to the passage of the
amendment, in either the senate or the house, strengthen the case for
tax exemption. For the most part this dealt with political and
historical matter which has no bearing on the present question;
but it was interlarded with repeated references to the desirability
of clothing the national government with the power to tax incomes
effectively, both from the point of view of providing for possible
emergencies and also from that of equitable taxation.

The resolution of proposal having been passed by the senate by
a vote of 77 to 0, then went to the house, where it was voted by an
overwhelming majority on July 28, and thereupon went to the states,
vith the result that congress now lost all control over it. Notwith-
standing this, when nearly six months later Governor Hughes sent
his message to the New York assembly criticizing the proposal,
Senator Borah introduced a resolution asking the senate committee
on the judiciary to report on the soundness of the Governor's views;

33 Of the foregoing quotations, the first five are taken from the N. Y. Tine* and N. -Y.
World of Jau. 7. 1010. The Inst is from the Dix Papers (1011), p. 53:3-541. The
single hostile utterance referred to was that of Governor Noel of Mississi, Times, Jan.
6. Governor itarmon of Ohio was content to leave the question to conga ress, whose mon.
bore would never 11 pass i law that would cripple or destroy their states ' ibid. governorr
Weeks bf Connecticut who was opposed to thei amendment, congratulated Governor lughes

upon the tone of fits message.' i'mns. Jan. 8. Governor Vonsev of South Dakota
is1 put down as agreeing with flovernor Iiughes iu the LItcirary lMuc~t of ,Tan. 15 p..88.
'Senator Pirown, author of tliii anien(litnonlt, declared on the floor of the senate tihat
11 Albnmn. Ohio, Virgini. New Jersey. nnd otliet, state have governors who not only
favor conferrlng the power, teat favot the proposed ameudi net, with, It adopted, coH-
ters the power. Coauressioa,! Record, vol. 45,p. 224. For many of these data I am
Indehted to Mr. Rohert A. Mackay, Proctor Fellow In Politics, Princeton Yiniversity.

84 The evidence will he found in the following pagem of the (7onpreasionao Record: vol.
44.pp. 1508-1570, 3334-33411 (President Taft'. message), 3377, .00, 4067. 4105-4121,
480-4441 - vol. 45.pp. 104-14199 (Mr. Horhli's speech) 224&-2247 (Senator Browns
,views), 2l3611-264.(.eanator cot's letter to Mr. Davemport of the New York senate).
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and meantime proceeded to develop his own theory. In brief his
argument was this: It could not be the purpose of the clause "irom
whatever source derived" to vest congress with additional powers
of taxation, since that power was already plenary. The argument
is self-contradictory; for if its power of taxation was really plenary,
what additional power of the kind was there with which to vest
congress? But as an assertion of fact, the statement is merely pre-
posterous, being "so far from the truth "--to borrow an expression
of Mr. Chesteron's-" as to be exactly the opposite to it." How,
then, is such an absurd statement in the mouth of & reputable public
man to be explained? One explanation is to be found in Mr. Borah's
quotation of a number of judicial dicta, also asserting the plenitude
of congress's power in respect of taxation. It does not seem to have
occurred to him to notice that these dicta take their rise from a
period long antecedent to Colleotor v. Day and Pollock v.: The
Farmers'" Loan and Trwt Company the decisions lit which they
thus directly impugnsB Nor is his invocation of certain principles
of "constitutional construction" pertinent unless he means to imply
that these are beyond the reach of constitutional amendment, Aince
unlike the original grant of power to congress "to lay and collect
taxes," the sixteenth amendment does not eni-ploy general terms, but
words which are most nicely adjusted to the legal problem to be
met-& point which will become clear in a moment.

First and last, of the more than four hundred Members of Congresq
who voted to propose the sixteenth ifmendment, I have had brought
to my notice utterances of just eight dealing with Governor Hughes's
message. Senators Borah, Bailey, and Root dissented from the mes-
sage principally on the argument just examined. Senator Brown
of ebraska, the reputed author of the amendment, "ared" with
Mr. Borah, but was "willing to assume the contrary.' Pointing
out that no proposals had come to congress from any state calling
for a modified proposal in consequence of Governor 'Hughes's mes-
sae, Ie said: "It does not follow that the amendment should be
rejected; on the contrary, it follows that it should be ratified. Be-
cause tinder that interpretation all the incomes would be treated
alike." That "the man whose income arises from investments in
state and municipal bonds should be exempt from the income tax,"
he continued, was "on the face of it" a proposition which did not
commend'itself. "It does not square with the doctrine of equal
rights. It is hateful to every sense of justice. It cannot be defended
in principle, nor can it be used successfully, in my judgment, to defeat
the amendmlent." In short, Governor lighes view ought to be the
correct one, whether' it was or not, and was calculated furthermore t
promote the ratification of the amendment. The house members re-
ferred to are on record only in press interviews. They are Mi'. Payne
of New York, who, as chairman of the ways and means committee, in-
troduced the amendment into the house; Mr. Underwood of Alabama.
leading Democratic member of the same committee, Mr. Walter Smith

I 'The originate source of tho doctrine of the plenitude of congress's power of taxation
Is IllPton v. U. 8. : Dall. 171 (1700). See also Pao. Iris, 00. v. Houle, 7 Wall. 433.
The ritertlon of the name doctrine In the 'ollock C e, which Is obviously to be taken
In the Pickwlck an sense, Is to he accounted for by the anxiety of the court to demon.
strate that It was not depriving congress of the power of Income taxation by Its loldlug
that a tax on Incomes from property was direct." See Mr. Hlubbard's telling crit
eim In his article on "The Sixteenth Amendment," in the Harvard Lato Rertew, vol.
3:, pp. 704-812.

469APPENDIX



of Iowa, and Mr. Sherley of Kentucky. All of them were inclined to
think Mr. Hughes's interpretation the correct one and that it iwas
probably a good thing theit such was the case. boes Justice Van
Devanter really think that this evidence supports his conclusions as
to the interpretation of the sixteenth amendment?' 0

V.

However, the question is not one of fact alone, but of mixed law
and fact so to say. Thus, it is a maxim which has been frequently
applied hy the court, that the constitution does not contain useless
language.87 But unless the phrase fromm whatever source derived"1
has the operation which Mr. Hughes claimed for it, what operation
does it haveI Mr. Root sought -to meet, this difficulty by urgin
that the phrase in question was " introduced" in order to make it
clear that incomes from property as well as those from personal
service were meant to be covered by the amendment. The answer
is obvious: the decision in the Pollock Case admits congress's right
to tax the latter kind of incomes without apportionment; so Mr.
Root's contention boils down to the proposition that notwithstanding
its historical relation to the Pollock Case the amendment might have
had no effect at all-might have been a. work of supererogation-had
not the phrase "from whatever source derived" been written into it I

A second suggested purpose of the clause may be disposed of just
as summarily. This is to be found in Chief Justice White's opinion
in the Brushaber Case and consists in the theory that it was the pur-
pose of the amendment to classify all taxes on incomes as "indirect"
by forbidding consideration of the source from which the incomes are
derived. Unquestionably the amendment does forbid the considera-
tion of th source of incomes in connection with their taxation; in-
deed, as we shall note in a moment, this is a fact of first importance
in determining the amendment's true operation. But the notion
that the amendment classifies all income taxes as "indirect" in the
constitutional sense must to-day, in the light of what 'was said in
Enisnr v. Maoomber, be abandoned; for it is there clearly implied
that taxes on incomes derived from property are still to be con-
sidered as "direct," although the necessity for their apportionment
is now at an end. 8

The single application of the phrase that remains is,' then, its
literal 'pplicatioii-the sixteenth amendment says that congress may
tax incomes "from whatever source derived," and it means it! Thle
phrase, moreover, was admirably chosen to strike at the very roots
of the entire theory of tax exemption, which is that because of tlehe
source certaih incomes ought to be considered not as private prop-
erty but as instrumentalities of government. Henceforward such

16The N. Y. iWorld Jan. 7, 10l0.
97 See the onstilution of the U. / Annotated, Georgo Gordon Pay ne, Editor:

Gov't PrInting 'Office, 1028; at pages 45-40, and in cases there cited. The rule
Is directly applied in ('alder v. Bull, 8 Dali. 880; and In a number of cages In which
the term "due process of law" of.the fifth amendment Is compared with the same
clause of the fourteenth amendment. Beg Datldaon v. N. 0., 96 U. 0. 97; lurtado
v. Calif., 110 U. S. 5165; etc.

U1$Chief Justice While offers no proof of hi singular theory of the urpose of the
clause, and his argument for his position Involvs the admission that the decision In
the Polock Case was usurpation of power by the court.
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APPENDIX

theories are to be discarded, and congress' power of Income taxation
is to be defined- without regard to the source from which incomes
are drawn. In this sense, indeed, the amendment does not extend
congress's power of income taxation; it restores it to its original di.
mensions, and not by direct reirant but by levelling to its founda,
tions the whole judicially fabricated structure of taX exemption.

But the case for this reading of the sixteenth amendment Is still
stronger when it is brought into touch with another acknowledged
canon of constitutional interpretation. This is the one wherewith
Chief Justice Marshall answered the argument in the °Dartmouth
College Case 89 that the word "contracts as used in Article I, sec-
tion 10 of the constitution was not intended to embrace the charters
of private eleemosynary institutions: "It is not enough to say that
this particular case was not in the minds of the convention when the
article was framed, nor of the American people when it was adopted.
It is necessary to go farther and to say that, had this particular
case been suggested, the language would have been so varied as to
exclude it, or it would have been made a special exception. The
case, being within the words of the rule, must be within its literal
operation likewise, unless there be something so obviously absurd,
or mischievous, or repugnant to the general spirit of the instrumentas to justify those who expound the constitution in making it an
exception." This maxim has been repeatedly sanctioned by the
court, twice in recent cases.40 Can it be said that there is any such
absurdity or repugnancy to the literal rendering of the sixteenth
amendment as to exclude it from the rule just stated? It has already
been shown on how frail a foundation the doctrine of tax exemption
rest especially as applied to income taxation, and also how this
doctrine operates to defeat what is universally acknowledged to have
been a controlling purpose of the sixteenth amendment, to wit, a
more equitable distribution of the burden of taxation.

Yet all this is on the assumption that the intention of those who
framed and ratifild the sixteenth amendment is a consideration
which is material to its interpretation. There is, however, a third
maxim.of constitutional interpretation which renders this assump-
tion extremely doubtful. The point is that the words "from what-
ever source derived" are so clear in themselves when not approached
with preconceptions drawn from the outside that, in the words of
Chief Justice Marshall in a similar case, they "neither require nor
admit of elucidation. 41  The court has repeatedly said that "tho
construction and application of a provision are not restricted by
and to the purpose of its adoption ".2 that "it can not be inferred
from extrinsic circumstances that a case for which the words pro-
vide shall be exempted from its operation ";41 that-with spe'ific
reference to the "commerce" clause--" the reasons which may have
caused the framers of the constitution to repose this power * * *
in congress do not * * * affect or limit the extent of the power
itself.'" In short, the rule would seem to be that when the literal

4 Wheat. 518.
4O zaca V. United States, 200 U. S. 178; Utgted Statce v. Bhagat Singh TAind, decided

Feb. 11), last.

" oeiuis of Mea United States A#*wtaWe. (See note 87, supni), p. 42, antd
cases there cited.

"Op. cit, p. 45, and cases there cited.
"Addvetonw P a d Steel Co, v. United Stete , 175 U. 8. 211. See aim Gibbons

V. Ogden, 9 Wheat. 1, and 0hisholm Y. Georgia, 2 Dal1. 419.



weanimg of a constitutional provision is clear, it is not. the speculative
intention of -the authors of the provision but the,. text itself which
governs; anid it is submitted that this rule is applicable in the present
instance. No more precise wording could have been chosen to con-
vey the power contended for in this paper,, while contrariwise it
is in the interest of a re8riotive application of. the words of the
amendment on* that the problem of their interpretation has been
created, as it were,,Qut of whole cloth. It is truly a case where the
interpretative process is resorted to not to remove an obscurity, but,
to import one.,, 44

VI.

We now return to the second point raised above with respect
to the decision in Evam v. Gore, 4 namely, whether it involves the
broader question of the status, in relation to the sixteenth amend,
ment, of incomes from state and municipal bonds and the salaries
of state officials., The point of view, however, from which this
quey i t should be made clear. There is no anxiety to preserve
therdecisn in Evats v. Gore, which fully as much as (ol otor v.
Day illustrates what curious results the judicial mind can some-
times achieve when it chooses to let itself go. , The proposition for
which Evane v. Gore stands is that a certain category of national
judges should, not be required to pay on their salaries the same
taxes to the National Government as other people would on a like
income, although they. receive the same protection from the Gov-
ernment; that while as to ordinary incomes -a payment of taxes is
a use thereof, as to certain judicial salaries it is a forced surrender,
a'confiscation. But if to collect a general income tax on the salary
of a judge in office when the tax was enacted is to diminish such
salary in the sense forbidden by article III, then to repeal, or even
to reduce an income tax reaching the salary of a president in
office wouid be to increase such 1slary contrary to article II, and
furthermore, to repeal or to reduce the tax as to any part of the
income of the president in such a case would be another "emolu-
ment from the United States," also forbidden by article IT. In
other words, as to everybody else in the country an income tax can
be repealed or reduced at any time, but a. to A president taking
office under the act it must be collected to the end of his term, and
not only on his salary but on all his income, and at the same rate!
Furthermore, in failing to note any distinction, between a dis-

" ,Juatice Sutherland, in Ruhnell.Motor car (o. v. U. .,..decided April 9 last. The
opinion cites several cases forbld~ing resort by a court 'to legislative debates for
extrinsic aid In interpreting a statute: Lapfit v. Williams, 282 U. 8. 78, 90* Omaha
& O. B. Street R. C'.. v. I. 0. Com''e 230 U. 8. 824, 383: Mfteif OI (ft. v.
U. H. 221 U 8 1 g0; United States v Tr4s.Mo AR. ASo. 166 U. S. 290, 818. The
objectons to invoking a supposed sinteition' of. the legimslators as interpretative of
the law are admirably stated'by Malber, gontributlo .4 a 27teo.le aOe.6.I. de M'rat
(1920), 1, sec. 287. "In order that the will of the legislator become law, it must
take form In an official text adopted in solemk form. * * -That procedure
which consists in Imputing intentions to the legislator by taking account of the state
of mind, the customs, the circumstances which prevailed at the verlod of the making
of the law can furnish. interpretation only very vague data. The text aone
ha the authoritative validity of the law," Ibid. The objections against resort to
extrinsic aids are, of course, vastly multiplied in the case of an amendment to the
constitution of the United States, which becomes law only after propowl by, two.thirds
of each house of congress I.d t*e favoralf vote of three-fourths of' the state legis-
latures. To rely upon the views or not more than four mei. as Justice van Devanit.
doe, as expressive of the ." Intentions" of this farfun legiltive organ would of itself
bh ridIulous, ewe if their. utterances were not more than offset by contrary evidence,
which, however is clearly ,the case.04e note 2"ou, e. +

ciOtedlnol. - ~ l .. + imi+ Z6' it ,-+ u. + m'• • ,
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criminatory' and 'nondiscriminsitory Jitaxation 'of -judicial salaries,'
the decision actually exposes 'the salaries of future.judioiali ioum.
bents to special Axadtions.%, .For while the " judicial independence"
of jud& ;_in office-, at 'any particular time Is bulwarked behind this.
decision that of' judge to.be is still, left to the mercy', of, congress
and their own. fortitude. :' ',

But while this decision 'forthe: reasons stated, can hardly cldim
our applause, it is, nevertheless, until it is 'set aside by the courts, a;
fact, to be reckoned with, and 'so the question of its scope' becomes,
one of importance. The precise inquiry is,,therefore: whether the.
question' decided in Evans v.. Gore can .be' distinguished logically,
from the question which would be raised by' the application 'of, a
national income tax to incomes from state and municipal bonds-and
to state official salaries I -I submit that it can be, for two reasons:t
In the first' place; while'the decision in Ewans v. -Gore ,is-based on' a'
clause of the written constitution, no such clause can be invoked
in behalf of' the 'incomes 'just mentioned. Be it noted, that the.
court does not claim that -national, judicial' salaries' are inherently
exempt from national taxation; arid indeed, as we have seen, suoh'
salaries are subject'to an income tax it the tax is in' existence when,
the incumbent takes office. Thus,, notwithstanding the importance*
of 'the principle of the separation of powers in our systemy-ads
well as of the principle of judicial independence, yet neither 'of'these principles, nor both to' ether, were regardedd by the -framers,
of the constitution as sufficient to secure the exemption enforced' in'
Evan8 v. Gore, but that exemption had on the contrary to be'
stipulated for in the written instrument itself. The exemption of
incomes from state and municipal bonds-and of state official salaries,.
from national income' taxation is, on 'the other hand, merely .a,
deduction, aid a -far-fetched one at that from theories external ito,
the constitution. 'The question is surely prompted, why, if' imp;
plication' Was insufficient in the' one case, should it be supposed, to:
suffice in the other? I " ...

The second difference between the case decided and, the one sug-
gested is even more cogent, though less obvious. 'It can 'be put -in
this way:' That whereas the exemption which judicial salaries re-
ceive from the constitution has no reference to the source of the
salary but, on the contrary, is extended .to the recipient thereof, the
exemption which is claimed' for incomes from state and municipal
bonds-and I should say the same thing of state official salaries-
is claimed solely on a consideration of the source of such incomes,
and totally without regard to the deserts or necessities 'of 'the
!'eopient8s. Or to put it slightly differently, whereas certain'judicial,
salaries are protected as suck'by article III of the constitution, in-
come derived from state and municipal bonds is sought to be pro-
tected despite , ts being income by considering its source. But if
the contention of the present writer be'accepted, as it must be at
this point at least for the purpose of argument, consideration of'
source is precisely what the sixteentht amendment forbids in the
determination of the qcope of congress's power in taxing incomes.
So, conceding the point decided in -E'&a v. Gore to'have .been c6p-
rectly deeid , namey, that the tai there involved was a dimixv-,
tion. of judicial salaries in the sense of article HII, the' sixteenth
amendment had absolutelyy n6bearing on the case; not, however"
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because the ameadmentdoes not purport to enlarge congress' ]VQwwr
of; taxing inconie 4 but because the Mc~terion, wkh had)ps.vtte
t eto this power. aid 'which is',zto "rpeaked q.b the ameidmewit,
does twt a. ppear in articlee III. .It follows %of necessity.,, that what
was; said in &va -s v. Gore about.the sixteenth. W endment was .pure.
obiter dictum and without any legal weight whatsoever.,-, iTo summarize:. (1), Congress haswthe.power to permit state taxa-
tion-, of, national, securities by nondisiriminatory taxes,, "( )- On
correct theory, it has alwasye had the power to: tax. incomes from
state and municipal securities by a. general income, tax.. ,(3), The.
sixteenth amendment 'restores. that, power by striking .down . the
judicial theory wheteby' such incomes .came to be, exempted.: Con-,
gres may! tax incomes from whatever source derive&,, The words
of the amendment are perfectly explicit and the -sense of them could
not bd made clearer by, a.dbzen constitutional; amendments What
is needed,, therefore, is, not further- tinkering,; with the constitu-
tion but. an act of congress assertive of its preient; powers. Nor
is there any. judicial dechion intepretative of the sixteenth, amend-
ment which stands in the way of. such .an assertion. of power. ,, Yet
even if it were otherwise, that should not deter congress from, tak-
ing the, proper steps to secure. a reconsideration of so important
a question. In the words -of the -historian of the constitution:
"It is the constitution .which -is the law and not even the past
decisions of the court upon it ... To dhe decision of an under-
lyiing question of constitutional law no . .. finality attaches.
To endure it must be rieht."" .,,
!;It only.. remains to indicate briefly, the form that congress's action

shouldtake. This action would be based on the fundamental premise
that public securities in the hands of private persons are private
property and that the income from such securitiesiis private income.
On the one hand, therefore; congress should subject all future issues
of national securities, as well as the incomes therefrom, to the unim-
peded operation of the general nondiscriminatory, tax laws of the
states, and, on;the other hand, claim a like operation for the national
income tax .upon the incomes from all future state and, municipal
issues. That is to: say, the act should be, reciprocal as between the
national government and the -states, and it should. .respect existing
vested. rights and moral obligations. . To be sure, it imay be argued
that expectations rowing out of an attempt to evade taxation, are
not entitled to much respect, yet the answer is plain: the evasion was
one. which the law itsel-al owed, and indeed. promoted;. wherefore it
w6uld be most imprtident to ask the court to disappoint such expecta-
tions, '.And,: anyway there is no' need: to cry over spilt milk if only
we can make sure that no more milk -will be spilt. • •

"T Bancroft, Worke IV, 549, as qrote4 by F. J. Stimson, the Amerioams const f tion, ete.,p. 29. See also to he same efet Bancroft's Hitory (Author's last revison), V1, 50.
See further, tc. the same effect George Ticenor Cur , Conatitufto,. Histoy of she
Unite Atles (N. Y,, 1 1,I 69-70 ; also Chief Justice Taney's words in The Genessee

ft.ef, 12 lion. 448, overrullhg Nohe tfhowwe Jeffreofsl 10 Wheat. 448: '* We ate convinced.tbt if. we follow it we filow aa, errneous dctsion, and the great Importance of the
question could not have been foresebu." I P
.An addtioaal difficulty In the' way 0 t.-motanint.g olloolor v. Dip toay should bayeb ouee n U 8 U 2. 28 raeit clear thattr may toay barrow money-to, gi hos tml4taited e~tA4t ot- aft, *11 Whei*tad lt 1789.' YbyB erW,.U'. , .~h fo ,r , ere

,%w e Y~ejt b OG6 v.'. U.' a.,7= l P & I- , 4, F.47 1~ t ke% ifit a? acaion,44b the 61wa 0% k" fd o 0 .-• ' r-s n ' aud muol e.t boUdrto itw exempt 4s to

such -.ori. from t~ie natotl -o e a. s tot question ble, i3 r em.
Vald aeth Carolin V. U. a. Indefinitely.
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STHEIPROBLEM OF TAX-EX,9MI1 ...

A"soc.ctg P.ofea or o pf4otlcii r9eci;; .s, of. M wsota.

THE DOMTBINEOF T E Mi .:

Prior to the adoption of the income tax amendment in, 191i
Congress was forbidden to tax municipal securities either dirlctlyl or
indirectly under the guise of an, income tax" The decisions which
led up. to -this conclusion of, the courts, are among, the most impor-
tant to be found in the reports Whether they are right; or wrong,
these decisions follow such an undeviating course that the conclusion
which they reach must be;accepted as settledlaw unless it has been
overruled by the sixteenth amendment.

They; .begin 'with, the Case of ?# _idlooh. v.' MarylndJ,$: decided
over. a century ago, and, continue dowi through the i income. tax
decisions of 1896 even -into our own day. .- In the .k7ulA Cate it
was decided, among other things, that. a state may not tax a bank
chartered. as, an instrumentality of the, Federal' Government. This
decision which has been reaffirmed in other similar: cases, was
followed by others in which it was held that the stite governments
and their municipal subdivisions may not tax ,the securities of the
United States, or the property or revenue of the United States, or
the emoluments of federal offiderme' These decisions and numerous
dicta simply carry out the general theory. that the state govern-
ments are totally lacking in the power to control federal instru-
mentalities, andi that the only way in which such control can be
prevented is by the complete denial of the state's power to tax or
otherwise interfere with such instrumentalities.., . ,
1"The sovereignty of a state extends," says, Marshall," to every-
thing which- exists by its own authority, or is' introduced by its
permission; but does it extend to those means which are employed
by Congress, to carry into execution powers conferred on that body
by the people of the United Statest We think it demonstrable that
it does not,"'

At a later date, when the danger was no longer that the states
would destroy the union, but rather that the states themselves
would be totally submerged and wiped out-of existence by the tor-
rential flow of federal'power, the court was compelled to develop

I0 Munceial eeurlt/ee." will be understood to, nelude all securities .wethber In the
form of honde, certificate of Indebtedness, or some other form, Issued by the State
governments or their municipal subdivisions.

'(1819) 4 Wheat. (. S '810 4", 'Ed, 579. . .

Oeb4rn v. Bank of the United Stateq 11824. 9 Wheat. (U. S.) 738; 6 L, Ed. 204:
Weston v. Charleetou (1829). 2 Pet. (U. S.) 449 7 L. ,Ed. 481 : Peoewe e rel. Bank
at Commerce v. City and Oountv of New York 142) 2 Black (I 5.) 620, i7 F. Ed-
451 Vas Brocklin v. State of .e'bevse0 1886). 11 U. S. 151; 29 L. Ed. 845. 6
S. . 670: Lobbins v. commrnsioncra of Erie County (1824), 10, Pet. (U. S.) 485.
10 L. Ed. 1022.

McCulloch v. Maryland (1819), 4 Wheat. (U. S.) 316, 429, 4 L. Ed. 579.
9= 1-44--7, . ' 4151



the converse of this proposition, namely, that the federal govern-
ment is without the power to tax the governmental instrumentalities
of the states. It was necessary, indeed, for the court to call atten-
tion once more to the separate and independent powers of the states.

"Not 'nty," said the court in a dictum, "can there be'no loss
of separate and independent autonomy to the states, through their
union under the constitution, but it may, bo not unreqsohably said
that the preservation of the states, and the maintenance of their
governments, are as much within the design and care of the consti-
tution as the presqvation of -the union aid the maintenance of the
national government. The constitution, in all its provisions, looks
to an indestructible union, composed of indestructible states." -

Iii 1the case of The Collector v. Day 6it, was held that Con es
has no power to tax the salary paid; by a state to one ofrits
officers. Following this case it was held that' the federal govern-
ment has no power to levy a tax even indirectly upon the property
and revenues of a municipal corporation which is acting as an
agent of the State and is carrying out public, purposes.!, Finally
in the Pollook Case,8 the famous income tax case of 1895, although
the judges disagreed most sharply upon the other points invoked,
they were unanimous in holding that Congress is without power
to levy a tax upon the income derived from municipal bonds. The
basis of the latter decision was simply this, that such a levy "is a
tax on the, power of the states and their instrumentalities to borrow
money, and consequently repugnant to the constitution."

Because of the obvious fact that the states and municipalities
sometimes go into busine.% of a private nature. there has developed
one exception to the rule of non-taxabilityof state instrumentalitieS.
The exception, which is justified on the ground that-it prevents the
states from seriously impairing the sources of federal rbyenue, but
which at the same time really adds strength and precision to the
exemption from federal taxation enjoyed by the states, is illustrated
by the South Carolina case involving public liquor dispensaries.9
'the state government, having monopolized in order to control the
traffic in intoxicating liquors, objected to paying the federal internal
revenue taxes, This objection- was overruled by the Supreme Court
on the. ground that it is only truly governmental instrumentalities
which are entitled to the exemption. Otherwise a state might by
monopolizing all lines of private business within the state, exclude
the federal taxing power entirely.

The unanimous decision of the judges in the income tax case that
the federal government may not tax the income of municipal bonds
brought to completion the development of a principle which had
beenlin the making since the days of Marshall. The principle is, in
brief, that the states may not tax federal instrumentalities as such,
and that the federal government may not tax the proper govern-

&Texas v. Wh~te (1869), 7 Wall. (U. S.) 700 19 U Ed. 227. See also the remarks
in People ex Wi. Bank or Commerce v. City an4 County of Nuv York (1862). 2 Black
'U. g! 620, 635. 17 L ad. 451 17 1& Ed. 459; and in Lae (tounty.v. Oregon 11869),

7 Wa6L (U. . 71 S.) 118, 20 L. Ed. 122.
OStates v. atad C.omln (20 8) 122)17 Wall. (U. S.) 322. 21 L. Ed. 597.

sPollock v. Farmers' Loan an Trust Co. (1895), 157 U. S. 429, 39 L. Ed. 759, 15
5. .It. 673.

South Carolina v. United States (190), 199 U. S. 487, 50 L. Ed. 261. 26 S. C. R.
in continuing to uphold both the rule In this (.e and that In TAe Colleto,' v. Day.
Corwin, Constitutional tax exemption, suppl. 18"Nat. Mun. Rev. 67. note.
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mental instrumentalities of the'states mnd their municipalities. The
priiiple is- nowherestated in'the eonatitutiowitin so mahy'words;,but
in the worlds of Marshall the first part of it "so, entirely pervades
the constitution, is so iritermixed with the materials which compose
it, so interwoven with its web, so blended- with its texture, as to be
incapable of' being separated from, it, without rending it into
shreds,'11 whereas the second part of it has been developed by the
judges since the Civil War, as a necessary corollary of the first. The
whole rule has, in fact, become an established maxim of American
constitutional law.

THU INCOMR..TAX DECISIONS OF 1895. .

The principle which we have just been discussing has never given
rise .to any, important controversy until very recent years. The
public at large have thought little of it, and no political party has
demanded its modification. It has-beei accepted almost universally
and without serious question that the state and federal governments
should not tax 'each other'. Entirely different was the receptioit
accorded to the income-tax decision of 1895 as to the taxation of
incomes generally. '" ' ',

During the Civil War And for some year thereafter the gov-
ernment levied 'an -income taxand derived a considerable revenue
therefrom. No one questioned the power of the government to levy
such a tax, but a number of years after the war question was raised
whether an income tax is not a direct tax which, under the constitu-
tion, must be apportioned among the states according to population."
The constitution provides that 'representatives and direct taxes shall
be apportioned. among the'several states . . ., according to their
respective numbers" as' determined by the census;, tht "no capitation
or other direct tax shall be laid, unless'in proportion to the census
or enumeration hereinbefore directed to'be taken;" and that "all
'duties, imposts, and excises shall be tniform throughout the United
States.'" Since. the ihcorne tax at that time- was being levied uni-
formly, the litigant hoped to 'prove the act invalid by demonstrating
that it .was a direct' tal which should: hive been apportioned. , The
Supreme Cotirt refused to tAke this-view. It helif that there were
only two types of direct taxes, namely capithtion taxes and taxes on
realestate., An income tax was held to be an excise or duty which it
wasproper to levy uniformlyr throughout the United States.
After the country had gone 'some years without an income tax,

Congre..: 'in 1894 again Oassed an act for the imposition of such a
tax, and again by the'rule of uniformity. This act was immediately
attacked by most able counsel on behalf 9f a loan and trust com-
pany." The chief Contention of the plaintiff- was that the tax upon
the income from real and personal property was a direct tax just as
much as if the tax had been laid upon the real estate or personal
property directly. While it was agreed among' the judges that a
tax upon salaries and business profits would be. an indirect tax,

IOMof7 loch v. Marylad (1819). 4 Wheat. (U. 8.) 810, 424,4 L. Ed. 579..
Ssprnger v. united States (1881) 102 U. S. 586. 20 ,. Ed. k53.

'wcoastltutlon, art. I, sec. 2, par. h;.tec. 9, par. n; ad see. s,4par. 1.
l'PoiocJ. v. Fsrmera' Loan and 'rt"(7o. (159 157 U. S. 429, 80 L. Rd. 759, 1

8, . La73, 18 U. S. 601, 89 L. Ed. 119, 15 S.C. R. 912. 8
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subject to the rule of uniformity, it was finally held upon the second
hearing of the case, five judges concurring against four dissenting,
that a tax upon income from pro rty is a direct tax, which must
be apportioned according to popuaton, This decision, which was
a reversal of the earlier ruling of the court, invalidated certain
essential portions of the income-tax law and made the whole act inop-
erative. One consequence of this reversal of position was the arous-
ing of a great deal of adverse criticism of the, court throughout the
'country,

It should be noted here that the court did not declare that Congress
had no power whatever to levy an income tax. On the contrary the
possession of this power by Congress was asserted. What the court
did say was that a tax upon the income from property, if levied
at all, must be apportioned among the States according to popula-
tion. The court, in other words, traced the income. to its source,
and held that if a tax upon the source would constitute a direct
tax, so also would a tax upbn the income from that source.
,practically speaking, however, the decision of 1895 made a federal

income tax unworkable. In the first place a tax upon the income,
"gains or profits from business, privileges, or enmployments," would
have to be levied uniformly, while a tax upon the income derived
from property, would have to be apportioned according to popula-
tion. In the second place, to have apportioned the latter tax apong
the States would have been to reduce it to an absurdity and to have
made its administration almost impossible. To apportion a tax Con-
gress must first: decide how much revenue it desires from the tax.
Suppose that it decides to raise $500,000,000 in a population of ap-
proximately 100,000,000 people. This:would amountto five dollars
per capita., New York state, with ten million inhabitants, would pay
$50,000,000. Minnesota, with two and a third million, would pay
about $11,5W0,000, and soon through the states. Because of differ-
ences in total income and in the distribution of incomes according
to size, there would have to be a different income tax rate schedule
for each one of the forty-eight states. The rate would be relatively
high in Minnesota and very low in New York. Under a uniform
income tax the people of New York state paid income and profits
taxes in 1921-22 of over $525,000,000. The people of Minnesota
U aid a little over $30,000,000,. or about one seventeenth as much.

nder an apportioned tax New Yorkers would have paid only four
times as much total as the citzens of Minnesota instead of seventeen
times as much. The result of such a law, aside from its gross in-
equalities, would probably be to make residence in New York more
than ever attractive to the wealthy people of the country.

THE SIXTEENTH AMENDMENT.

In the popular discussion which followed upon the decision in
the income tax cae, almost the entire emphasis was placed upon
the rule of apportionment for direct taxes. The other phase of the
decision, relative to the taxation of the income of municipal bonds,
was then relatively unimportant and seems to have been generally
ignored. The Democratic party became the chief exponent of an
income tax. Its platforms and its speakers dwelt upon the need of
such a tax as' a means of making the wealthy pay their proportionate
share of the national taxation, but at first little progress was made.
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In 1907 a business pinic" was followed bY depression. With -the
diminution of business, the tariff revenues declined. When President
Taft took office in 1909 the treasury faced a deficit of approximately
one hundred *illion dollars. The president therefoi -called Con-
gress in Special session in March to revise the tariff and o provide
revenue to cove the deficit. In his first address he recommended the
imposition of an inheritance tax as a -source of additionall' revenue;'
Democratic and insurgent Republican members of Congress were
not content with these measures. They proceeded to add to the tariff
bill an amendment to provide for a umform income tax., It was their
expectation that the measure would be attacked as unconstitutional,
b uA with the changed membeiihip; of the supreme court they hoped
for' a reversal of the'decisiort of 1895.

Under these circumstances the president delivered a special mes-
sage to Congress.15 :For immediate revenue purposes he bow urged
the imposition of an -excise tax oncorporations;, As to, the income
tax he'said:,.. .,.

Although I 'have not 'coistdefed' ' 'cinstltutibrial atnelfmient as necessary
to the exercise of eertaitn phases of thls-power, a mature Oonsideration has
satisfied me that an amendment is the onlyproier coursefor Its establishment
to Its full exetot. I therefore recommend to. the .Congress that both houses,
by a two-thirds Vote, shall propose an amendment to the constitution con-
ferring the power to levy an Income tat upon the national government.without
apportionment among the states 'in propbrtion to population....

He urged Congress not to renact. the income tax law previously
declared unconstitutional.

For the Congress to assume that the court will reverse itself, and to. enact
legislation on such ai assumptloh, will not strengthen popular confidence in
thd stability of Judicial construction of the constitution. I . "

Previous to President Taft's special message, Senator Brown of
Nebraska had offered a resolution for a constitutional amendment
to the effect that "The Congress shall have power to lay and collect
taxes on incomes and inheritances." U on being informed in de-
bate that Congrs already had both of the powers in question, and
that is was only the rule of apportionment which stood in the way of
federal income taxation, he offered, 'a few days later, a second resoj
lution which read that "The Congress shall have power td lay and
collect direct taxes on inconies without apportionment 'among the
several states according to population."" Not long afterwards
there emerged from the Senate committee on finance, of which
Senator Aldrich of Rhode Island was chairman, a resolution for a
constitutional amendment, reading: 1

'

The Congress shall have power to lay end collect taxes on Incomes, from
whatever source derived, without apportionment among the several states,
and without regard to any census or enumeration.

,In this form the amendment passed both houses and was sub4
mitted to the states.' The action of Congress upon it was indeed a

444 Cong. Bee., a ....., 1 q0in•q
2844 Cong. Ree., une 10 1909, 1 44.
"6 44 Cong. aec., pp. 154 , 3377.
1 44 Coot, tee., p. 3000.
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curious proeeedin. 1P. iUere ivas a propoed constitutional amend-
mnent, destined us it proved to be' the AIrst one'adopted in over forty

yeTre. chief proponents of the measure were men who had
never espoused the cause of income' taxation. The resolution was
disussed on only one day in the Senate and one in the House. There
was no critical analysis of the wording of the amendment, no at-
tempt made to explain its meaning in detail. One member said:

The resolution is simple in construction 'and covers but one subject and
one purpose. It is formulated In clear and unambiguous terms, leaving no
possibility for doubtful. construction.

Another averred that it, was "very defectively drawn," but neg-
lected to point out the defects. One thing only is clear, and that is
that the members who discussed it expected it to overrule the de-
cision of 1895 as to the apportionment of income taxes among the
states. There was no wor of discussion of the problem of tax-
exempt securities, or of the, taxation of incomes derived from state
and municipal salaries. The printed debates discover no intention
whatever upon the part of the members of Congress to enlarge the
power of taxation already possessed by the federal governneiit, or
of bringing the income from municipal securities under federal
income taxation. Since the evidence of the debates upon this point is
entirely negative, however, it is, of course, not correct to say upon
the basis of this evidence alone that Congress had no intention of
the sort.

No sooner had the proposed amendment been submitted to the
states than questions began to be raised as to its meaning. (*over-
nor Hughes" message to the New York* legislature early in 1910
raised serious doubts as to what effect the amendment would have
if adopted. 1 ' He said:

The comprehensive words "from whatever, source derived," if taken in their
natural sense, would include not only incomes from real and personal property,
but also incomes derived from state and municipal securities.

Several other governors expressed similar misgivings. 20 It would
be far more to the purpose to have the opinions of the Members of
the state legislatures which adopted the amendnient, but such evi-
dencde is now impossible to obtain.

Senator Borah found early opportunity to address the Senate in
reply to, Governor Hughes. e  He came to the conclusion that
the proposed amendment added nothing to the taxing power of
Congress, which was "complete, unfettered, plenary before ;" that
it dealt, and purported to deal, only with the manner of exercising
the power; and. that 1 .
to construe the proposed amendment so as to enable us to tax the instru-
mentalities of the state would do violence to the rules laid down by the su-
preme court for a hundred years. wrench the whole constitution from its
harmonious proportions and destroy the object and purpose for which the
whole instrument was framed.

But the most cogent reply to Governor Hughes was contained in a
letter written by Mr. Root to Mr. F. M. Davenport of the New. York

1844 Con. Roe., pp. 1568-70. 4067-08. 4105-21, 4864, 4390, 4441, 4493, 4495, 4629, Ap.
pendix pp. 70-71 75-79, 103-114, 117-128 131-182.Message of :dan. 5, 1910; Evans v. (ore (1020), 253 U.S. 245, 281 64 L.Ed. 837, 40,
SC.. 550; quoted in Corwin, Constitutional Tax gcertaon, supply. 18 at. Mun. Rev. 80.

"Corwin Constitutlonal Tax Exemption, suppl. 18 Nat. Mun. Rev. 60.
NO Cong. Rec,, Feb. 10, 1910, pp. 1694-99. See also remarks of Senator Brown, pp.

2245-47.
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state legislature." It was his conclusion that the amendment .woul4
not "in aOy degree whatever * * * enlarge the taxing'powe of
the national government" or "l1ave any effect except to relieve te
exercise 'of that taxing power from the requirement that the tax
shall be apportioned among 'the several state.. The effect &f the
amendment will be, in my view, the same. as it it said, 'The United
States may ievy a,tax on incomes without apportiong the tax, and
this shallhe applicable whatever the source of the income subjected
to the tax,', leaving the question 'What incomes are subject to na-
tional taxation' to be determined by the same principles and rules
which are now applicable to the determination of that question."
No one arose in either house to dispute this view, although Mr.
Borah spoke at length in the Senate, and the letter written by Mr.
Root was spread at large upon the Record, When we couple this
fact with the negative testimony of the debates t the t ime. of the
proposal of the amendment, we have not c9gmplete proof of the inten-
tion of Congress in proposing the amendment, but at least very good
grounds for a controlling presumption.,

VIEWS 6F THE BROAD CONSTRUc&IONISTS.

In the interpretation of the sixteenth amendment there are two
outstanding difficulties. One is that ihe amendment takes the form
of a substantive grant of power to Congress. The second is erla.
bodied in the words "from whatever source derived." -The amend,
ment seems, in other words, to grant to Congress a power not previ-
ously possessed, to tax incomes; and to tax them" from':whaitver
source they may be derived. This plausible view is rendered the
more natural when we recall that the income tax case of 1895 raised
both the question of apportionment of the tax and the question of
the power of Congress to tax the income from municipal bonds. It
may be reasoned, therefore, that the amendment was designed to
surmount at one stride both the supposed obstacles to income taxa-
tion discussed in that case.
'The latter view is ably presented in an article by Professor Henry

Rottschaefer in the Minnesota Law Review. 8  The bases upoh which
his argument rests are as follows: Firt. -Prior to 1913 there was
a double defect in the federal power to levy income taxes. On the
one hand Congress had no power to tax the income of municipal
bonds, and on the other hand it was required to follow the rule of
apportionment instead of the rule of uniformity in taxing the in-'
come derived from property. Second; Unlike other federa amend-
ments, the income tax provision takes the form of a grant of power
to Congress. Third. Literally construed the amendment grants
Congress the power to levy taxes upon incomes from whatever source
derived, and to levy them without apportionment among the states
according to population. It serves thus to overcome' both of the
previous defects in the power of Congress to tax incomes. Fourth.
Where the literal meaning is so obvious, and wheie the language
serves so well to remedy a prefxisting evil, it is unnecessary and im-
proper to study other evidences as to the motives and intent of the

-45 Cong. Ree., March 1, 1910, pp. 2539-40.
= 8 Minnesota Law Review 112128.



framers of the amriepdment. Fift&. In any' ciise the Intnt of the
members o Coi 6e is of little moment, since it was the stete legisla-
tubres which ' acvually " adopted t4 amendment.' The conclusion
regIbed ii that th6' 'aikiedneit may properly be construed to' au-
thri federal' taxatid 6f the'income of municipal -ohodi.Iii his two articles on the subject, Professor E. S. Corwin pursues
a somewhat different 'co;u'rse'of reasoning, 'but comes t4'substantially
the same c clusion." "'"AV-proaChed Withoit preconceptions,"' he ays,' "the, sixteenth
amendment ci aily giv es the power to tax incomes from municipalarid sate: bon'i, as well as the salariess o* stateinitax.'" "'b. ' iA sma"'n in" . fi. ' by .'-eral

Th6'X n~edment n le taen is mneaiiifi What it literally says
or seems to say. "OA correct theory" Congress "has always had the
power to t'x' incomes fbin' state an4 municipal secdlrities by a gen-
eraliinn( me'tax." This'p0we'r Wa effSectually tikien away by -the
decision 'in the P'*loek- Oase, 'Bu' "the' i.teknt6 " aiendment restores
that power by striking dowuii ' & judicialthory"&'vhereby such'in-
comes came to be..exemtqd..Cngres.mas , tax ' comes from what-
ever source dervea.' Trie words fthe 'Waiendiment are perfectly
explicit and the sense.of, them could not be made .clearer by A dozen
constitutional.amendments.,". But it is impossible hereto show wit4
what & wealth of information, and dialectic power this author pro--
ceeds.to demonstrate his, views..

.In a dissenting. opinion in the ,case of Evans v. Gore, 2 Justice
]jolmeo has suggested bWt has not fully expounded. an interpretation
which comes to the same conclusion.: He also looks upon the amend-
ment as a grant of power to.Congress to tax incomes " from whatever
source derived."- It is true, he says, that the amendmentgoes on to
provide for the .levy of such taxes "without apportionment among
the several states, and without regard to any census or enumeration,
and this, he says, "1 shows the particular difficulty that led to it. But
the only cause of that difficulty was an attempt to trace incomeq to
its source* and -it seems -to mo that the amendment *as intended' to
put, an end to the cause and not merely to obviate. a single result. I
do not see how judges can claim an ,abatement of their income tax
on the groun& that an item in their gross income is salary,' when
the power i given expressly, to tax incomes from whatever source
derived." ' Whlethe case here under discussion involved the taxation
of *the salary of a federal judge, the reasoning is broad enough to
cover the case of. municipal bond interest. What Justice Holmes
asserts is that the amendment rules out and makes inadmissible all
discussion of -the source from which income is derived. No one, he
thinks, may now be heard to claim exemption from income taxes
on the ground that his income is derived from this or that supposedly
exempt source,.,

The writer has found only one other line of argument put forward
to justify federal taxation of the income of municipal bonds. During
the debates upon the War Revenue Act, in the Senate in 1917-18
Senator, Knox argued that the war -power was broad enough to

2&Tax-exempt Securities, 88 New Republlc,. 243-45; Constitational Tax Exemption,
suPwl. 18 Nat. Mun. Rev. 49-67.N(1920) 253 U. 5. 245, 28M-67. 64 ,d. 887, 40 H. C. R. 550.



authorize the tax.' 6 He argued fro q somb &'&nug'fouhd in thM
case of The Coleotor v Day that the exkmttioln of state ititrsnmei-i
talities from federal, taxation was founded upoh -the principle of
self-preservation. 'When the life of the nation was in dager, when
lives*aind wealth were being coxniwApted ,t0 'protet tOhe ' nire p&e pl
lie thought the'doct'rine of selfpreservatii required that the der4
government should have the power to tax the incomes of all the people,
Since this line .of argument has nothipg tQ doq, with the sixteenth
amendment it will be unnecessary to refer to it agaMi '.

THE OFFICIAL VIEW.

Giving all due consideration to 'the emineni authorities' wii. asse
the present power of Congress to tax the income of municipal bonds,
it muist be said that. the weight of opinion is against them. Congiess
itself has from the first seemed to assume that' its power 'does' nt
extend so far.1 Even -during the war when, if 'ever, the'nati6hal
government stood in dire need of a copious revenue, and when one
revenue act, was actually drawn to subject such incomes to taxatiofli
so g t was the doubt upon this point that'this' provision: was/]nny
omitted. The misgiv igs as to: the possession of thispowerilhave
been expressed both in debate, and in committee reports, and more
recently by the propoL, 'which pssed one house of Congress in 1923
and is now again before that b y,'of a resolution for a Constituti6ifol
amendment to authorize the tauation" in question.' President
Harding also held the view that: a new amendment is headed, and
President Coolidge holds' the same position:.80 ' It "is uiuiecesaary
perhaps, to call attention to the attitude of the treasury depirtmeait.sf
This practical 'construction of' the constitution may not be ignoredi"
It began with the first Congress and the first administration
which took office after the adoption of the amendment and has conk
tinued without change'down to the present time.,

Because Congress, doubting'its own power, has failed to 'enact
a law to make municipal-bond interest taxable as income, it has
been impossible for the Supreme Court to pass directly upon the
question. We are not, howeVer, without clues as to the; probable
attitude of the judges. In a number 'of decisions where: it has
been called upon to interpret 'and to apply the income tax amend-
ment, the Supreme Court has asserted -in dicta that it was not
the, intention of the amendment to enlarge the scope of the fed-
eral taxing power or to extend that power to subjects formerly
exempt from taxation, but that its purpose was merely to change

, 0, 1918 pp. 1038-41.• 8 8 at lb., lOb.168 (19181 ; 89 St~t. at"14, pP. 78"0 (1016). 40 stat. at ,.I,
pp. 3290 14917) ; ibid. pp. 1065-66 (1918) ; 42 tat. t , (1921) the

acts of 1918 pad 1021, no .rese roylion is -made .or ezemptlng the salaries of
state and municipal office na empoyes, but it' haso b3e "ruled' that the exempton
still exists on constitutionul grounds ' ' ' ' ' " oi. . '"

e Muse Report No. 767. 195_thC( ,o,.* nd ess.Ig.9;, Simate t No. ,_61 th
Cl .rd Sew, p. 6; 6 Cong . Rec., pp.1i0988-41, 0428-33'; 11181-;. 0 Star. at'iU, p.

* House Report No. 969, 67th Cong., 2nd Se ; H. J. Res. 814, 67th Cong., 2n*
Best The proposed am ndnentito given in note 48, infa..

"Me/sage. PVresident Harding, Dec. 6 1921 ; 62 Cong. ep. 89 ; Ibid., Dee. 8, 1922.
64 Cong, Ret p. 21 ; message of Pres!e Coell 'Dec. 6, 88 , 6th Cong. R6e%', 98.1j pe h .. 21me eially under-datae of--Jan._ 0 Ln 1%, 1924. ,'._

"Ontemporeteous or pracal construtidn -of an az~blg~ous provision, of ,a
eonstitutloD by the leislative or exeeutiy dVarmemnts of th VerMt ial# way
important, an is frequetitly 'of 'coztroling I2 uein :deterninn itsean. 1
C.J. 712, (Coast. Law 165) and cues thare cited.
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the law as to thl apportionment of income taxes. In the leading
case upon the amendment Chief Justice White said:

It is clear on the face of its text that it does not purport to confer power
to levy income taxes in a generic sense-an authority already possessed and
never questioned--or to limit and distinguish between one kind of income
taxes and another, but that the whole purpose of the amendment was to re-
lieve all income taxes when imposed from apportionment from a considera-
tion of the source whence the income was derived."

In another decision handed down at the same term of court the
Chief Justice said that:
by the previous ruling [quoted above] It was settled that the provisions of
the sixteenth amendment conferred no new power of taxation, but simply
prohibited the previous complete and plenary power of income taxation
possessed by Congress from the beginning from 'being taken out of the cate-
gory of Indirect taxation to which It inherently belonged, and being placed
in the category of direct taxation subject to apportionment by a considera-
tion of the sources from which the Income was derived."

There are similar dicta in other cases, particularly in that of
Evas v. Gore," which involved the power of Con 3 to tax
the income derived by a federal judge -from his official salary.
This case involved a question not unlike that which is discussed
in this paper.. The decision , which the writer does not attempt to
justify, simply was that the income-tax amendment does not change
or overrule that provision in article 3, section 1, of the constitution,
which provides that the compensation of federal judges "shill not
be diminished during their continuance in office." The court re-
fused to tolerate a miminution even in the form of an income tax:
In this decision the history of the sixteenth amendment was care-
fully reviewed in the light of the information then available in
order to ascertain its purpose. The conclusion was stated as follows:

Thus the genesls and words of the amendment unite in showing that It
does not extend the taxing power to new or excepted subjects, but merely
removes all occasion otherwise existing for an apportionment among the
states of taxes laid on Income. whether derived from one source or another.

THE CASE FOR STRICT CONSTRUCTION.

Inconstruing the words of the amendment the most important
question is whether they are to be. construed as a grant of power.
To the author it would seem that they do not constitute % grant of
power in a substantive sense, but only in an adjecti.!e sense.
Congress has always had the substance, namely, the power to tax
incomes. This power was conferred by the original constitution,
article 1, section 8.

The Congress shall have power: 1. To lay and collect taxes, duties, imposts,
and exqises, to pay the debts and provide for the common defence and general
welfare of the United StatesL

This provision is still in effect. It has been supported by numer-
ous judicial decisions and by the most far-reaching judicial dicta
as to the extent of the taxing power." The power to tax incomes

" Bruwbaber v. Union Pacllto Raflro Co. (1916), 240 U. S. 1, 36 S. C. R. 286, 60 L.
E d . 4 9 8 . ...

8800#006 V. -OU O Mialsg 0. (1916) 240 U. Si 108, 86 S. C. I. 278 60 L Rd 546.
"z(1920 258 U. 245 64 L. d. 85 40 S. 0. R. 550. See also Aeo ad Vo. v.
oe (191). 241 U S. 165 62 L. 1049 88 5. C. ft. 482 Eisner v. Macomber (19 0)

252 5. 1Z9. 64 1. Ed. 521 40 S. b. I, 189 ".11w" M Ta. 0a8se (186f, 5 Wall. (U. S.) 462 18 L. Ed. 497; Veaule Bank v.
S87 . ( .. 1 R.d. 482; Knolto . Moo (1900), 17

11. 5 144 L. Ed. 969. 20 S. C.i 4.
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is traceable to this. source qnd not to the sixteenth amendment. The
two must be read together, the one as conferring the power and the
other as determining the manner in which the power may be exer-

cised. But the substantive powe- to tax incomes as,.well is the
power to tax other subjects as for many years ,by an unbroken
line of decisions been held to be subject to the l.itation that the
federal Government may not tax the instrumntalities of the state.
A tax upon the income derived from government bonds has bWif
held with unimpeachable logic to be equivalent to a tax upon ,the
government diretly."

What the income tax amendment does, and does very effectively,
as all agree who have studied the question, is to abolish the require-
ment created by the decision, in the Pollock Va8e of apportioning the
tax upon income derived from property among the states accoradg
to population. The gist of the amendment is this:

The Congress shall have power to I,,, and collect taxes on incomes
without apportionment among the several e0ates, and without regard to any
census or enumeration.

The form of the amendment clearly indicates that this is the* es-
sence of the whole proposition..

But the question still remains, Does not the amendment do more
than this I -This brings us to the second difficulty, namely the mean-
ing of the elliptical clause, "from whatever source 'derived," which
is inserted parenthetically in the middle of the sentence. It should
be noted that the sentence is entirely complete Without it. Indeed,
as originally drafted the amendment contained no such phraseology.
The words in question were inserted, as ,explained by -one who had
reason to know to make assurance doubly sure that ail legal income
taxes might be levied by the rule of uniformity.!' After te'Pollock
C78e decision the law seemed to require that taxes upon the income
from salaries, business profits, and other income not arising. from
property, should be levied uniformly, whereas taxes upon the in-
come from property would have to be levied according to the rule of
apportionment. To the writer it would seem. that .the words in ques-
tion might well have been omitted, that they are a mere work of
superogation. Or, if it was deemed necessary to put them in, it mighL
have been better to have said, "from whateverlegaily taxable source
derived," for'this, according to Mr. Root, was the intention. In other
words, the term " whatever" has reference only to those sources of
income which were formerly taxable by the federal government.

It is our purpose, however, not to show how the .amendment might
have been more clearly drafted, but to try *find its meaning asit is,
Do the four words, "from whatever source derived," .empower Con-
grew to tax the income of municipal'bonds? TIe exemption Of fed'
eral instrumentalities from state taxation, and Qf state istrumentali-

07 Weton v. Oharleeto (1829), 2 Pet. (U. S.) 449, 7 1. Ed. 481. "The right to tax
the contract to any extent, when made, must operate upon the' power to borrow, before
It is exercised, and have a sensible influence on the contract. The extent of this 1*
flue dends on the wil of a distinct government; to any extent, however Inconsider-
able, It is a burden on the oporitIons '-o government. It may be carried to an extent
which shall arrest them entirely." p. 468. See ao Pexpe er re. Bank o Commercev. tTffv 4,14 OounstU of New York (1812), 2 Black (U. 5.) 620, 17 1.. 1Ed. 451:; Farmers aria

Meo a B#VOQ Bas. v. Sate of Mt . . (1914), 282 U..5. 516, 58_ 1.Ed. 7o.f84 S. C2. Ri 854. In the arguments for abolsh!g t exemptionn it IS admitted that
es~te and loeal governments will have, to pay a higher rate of tpterest if the exemption
i abolis r . t

"See Senator Root's letter in 45 C2ong. Dec., March 1, 1910, pp..2539-40.
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ties from "federal-taxato *i, is a rule which lies' at the very founda-
tion of our" federal syhtei Perhapt we should"hive had an equally
good sstem of go'Oernment if the judges had nevek insisted'upon this
complete separation between the two authorities,' but the fac is tha
our aW has develo.edin this way. The importance of this separation
has been stressed b , the Sup reme Court! time ahd again, from Mar-
hM 's day t'the pleasnt. Arb_'we to suppose'that the Oongtets';with-

diit'discussibii of the qttesion, by the clumsy use of four woiils in the
xiiiddle of an amendmentdesigned apparently for , different purlpo~e,
intended to introduce a change of so tremendous 6ignificanice I
By: the ordinary prin'iples 'of legal dr atsmanship a change so

iipotkint would'kee to r6eqiutIbat least a separate sentence, and some
seprte cokiideration. It could hardly be'effected by mere' inadvert-
nce.i ' ew a i fundamental powers are not usuall, conferred by a

single phrase found in prbvsion having a different purpose. A. single
simple sentence usually accomplishes only one object. It is interest-
ing ih this connection to note that' thbse who assert' that this ne-
sentence amendment accomplishes two objects, usually construe it
as if it were two sentences, or two practically c0irdinte clauses,
reading substantially as follows: "The Congres shall have power to
lay and collect taies 9n incomes from whatever source derived. Such
taxes may be laid without apportionment among the several states,
and without regard to any census or enumeration."' They omit even
to note the parenthetical position of the words "froni'whatever
source derived," which in tle amendment are'entirely set off by om-
.Another objection to the broad interpretation is that, bnye accepted,

it may he extended'almost indefnitely. It can be made to apply not
only to income from municipal securities, but to all income from
salaries and wages paid by state and local governments to their officers
and employees. It can be made to apply to pensions, to bonuses, and
to all other forms of payment by state and local governments to in-
dividuals. It need'hardly stop there. The principle' of taxation at
the source ma: be applied, the'federal government ordering the states
and. municipalities to withhold a portion of the salaries and wages,
arid possibly even of contractual interest payments, and to pay these
sums dir6etly to the federal government. Indeed it might be sug-
geted-' that if the intention of Congress in proposing the' amendment
and of the states ih adopting it is to be ignoired, and if we'ate not to
:ek in history the meaning of the provsion, the very "incomeS"
or revenues of the state 'and municipal governments as such Might
under a broad interlpretatioxi, become directly taxable by the" federal
government. The' Sixteenth amendment does not specify "personal
incomes." as-being alone taxable, and there have been cases where' i
federal taX has impirigei with substantial directnesd upon municipal
revenues.

The power to tax is still the power to destroy. If Congress has
the power to tax the.income from municipal bonds and the salaries of
state and municipal employees, it might, by classifying incomes into
"earned" and" uneamed " by.raising some rates and lowering
others, by the 4dditi~on of 'surtaxes, and by other devices,. pit direct
burdens upon -the operations of State and local governmenif-, The

10 United StateB v. Railrood Oo. (1878), 17 Wall, (U.S.) 822, 21 L.Ed, 597.



argument that this W1~ not be. done in fact, , oe Court.refused .to con.!der in'the cA of MVuo 4 a
in, suib~equent. cases 16. It is -the existnqeo 19pwr'exis q er vhib" s.noxious to the constitution, and not'a parti.I r. methoA i of xrcis-
Ing the. pwer, .b"c•o" br'.

7W en, 4e still other. object o, a r onstruction of thQamendment.. Ittaken broAtdly and4lrally, ii would see toWauthop-
ize the impairment iof the obligation o ontraqts. A ,.jp iciplbonds sol T v f ter the incooie-tax deeiqn' of 1895 PaytaWnly.
have been taken by the pirchasers on the faith title income tt-from was exempt from federal taxation... The ,e anmu'lcipa
governments had' the legal right to certify. that ta; exemptin 'waAone of the privileges attaching to thoir securities,' The t ation ofbonds under such circumstances, it has I*n '*el;4 o' e at -dijw lupon the contract. 1  "Te buyer e a tax-0npond pay~somqtiug
for the exemption privilege in the form of lessened interest, or ,-terest foregone. Surely Congress and the state legislatures did potcon ive,at the p oassingo an aineidpment66t te c6no"itutn to4 iW.pa .existingeontractual obliatipansI This, it has bep,4 Jel4 in asimilar -sitation, would ,be 'so incositent. with, the h io* aikddig y of the Unted States that such on intent should not. be pre-sumed without the clearest legislative Is age requiring it." i Butthere are no words, in~ the amendment whici ni. any 'way recognizesuch contraqtual rights or.guarantee against the station of the

interest mncOme of such previous buyers in good, faith, Tile pre-sumption must be that ithe taxation of such income was not in teded.It is interesting to note ii this connection how careful the framersof the proposed new amendment have beep to protect the contractualrights of those who buy municipal bonds before the amendment
takes effect,

Another consideration is perhaps not unworthy of mention.' Whatthe amendment authorizes Congress to do is to lay apd collect"taxes" on incomes in a certain manner. ,What are taxes? Is ittoo far-fetched to suggest that if the1fedeial government fhouldat-tempt to levy a charge directlyupon the state and mwun'ipap .overn-
ments as such, it would not be a tax at all, but a forced contributionof wholly arbitrary, characterl Is it not property construe the de-cisions upon this point from MNOuloek v. Maryland down to dateas holding in effect that such levies do not come umder the desigA-
tion of taxes?" Th7is does not seem to have been sad., in. o ma_,ywords, yet this is the result, for in all the cases the courts assert .tJecomplete and "plenary ! power of taxationn "of both the state andfederal governments, but at the same time deny the power to 1vy

17 ecZ e 71 ei0. Ba7 L& Commerce v. Cdty and Oftt of New York, (1862) 2 Black9-85 .451, 17 LEd. 459.Westots v. Ohaac.*ton, (1829) 2 Pet. (D.) 449, 7 UEd. 481; and other ases cited0 e 0 , D M '

r ers 60i4 Mechatics Savnge Bank v. itate of Minnefota, (1914) 282 U.S. 516,08-',,. . 70 , 34 5.C.R 354.See note 48 for th e proposed amendment. Of course the federal government ItselfIs not forbidden by express language of the constitution to Impair the oblgation of econ-tacts, but at the same time It is not to be preaumed t)iat an act of C'ogress or evenConstitutional amendment Is Antendoed to- briti about adi lmOMirnent; IF, Possible aconstruction should be gven to the language n which will avoid such P resultA. The definitions of station do not Include he Idea of one government Faxingaidther." Taxes Impinge upon natural persons and private corporations,'upon propertyand business, upon privileges or franchises and income, but not upon governments assuch.



the contributions in question. If this be so s to a aiiect levy, it is
almost as true of a charge upon incomes derived from either the
state or federal, government, for such a charge would react directly
upon the pyin atithority..

There is, finally, a very real objection to the position of the breAd
constfucti6nists intheir refusal to consider the intent of the franiers
of the amendbnat, and of thoad Oho adb pted it, as, having any bear-
ing upon the question. They take the view that the meaning of the
amendment is sf entirely clear upon the face of it that it is improper
to resort'to'the evidences as to intent. When all three branches of
the federal government seem to be'united in holding a narrow view
of the powers conferred by the amendment, it is a little diffic, It to
understand how it can be said that the opposite construction is so
clearly the right' one that it could not be made clearer. In fact, there
is actual doubt as to the meaning of the words, although the official
view is that of narrow construction.

But it is suggested that we should approach the question without
preconceptiohs. It may be'true that a man from Mars, or an average
uninformed citizen, knowing nothing about the constitutional history
of the country, or about the other provisions of the constitution, upon
being handed a slip of paper containing only the sixteenth amend-
ment, would probably say that it constituted a grant of power to
Congr e to tax incomes, and that the words "from whatever source
derived" would s~m to authorize the taxation of all sorts of incomes,
including an income' froth municipal bonds. Likewise it has been
the experience of the writer with beginning classes in American gov-
ernment that they always assert, and with almost perfect assurance,
that the fifth amendment prohibits the states from dispensing with
the grand jury in criminal cases; that the term "'ex post facto law"
in article I, section 9, means any law passed with reference to an act
previously committed; and that the two-thirds vote required by
article V for the submission of constitutional amendments means two-
thirds of all the members of each house.

It is, of course, entirely improper to pick out a single provision of
a constitution and 'to construe it by itself without reference to other
parts of the document. It is equally unjustifiable to take the bare
words and 'to construe them with an uncompromising literality. To
do so is to make language not the. servant but the master of the will.
It ceases to be the tool and becomes the workman. When the letter is
the law the people become the victims of the unskilled draftsman and
the careless copyist. We do not put mere grammarians and lexi-
cograplers upon the-bench any more than we submit questions of con-
stitutionl construction to the uninformed. Constitutional questions
are submitted, to courts consisting of judges who are supposed to
know something of law and history, not excluding the history of the
constitution. The more learned they are, the more previous knowl-
edge they have, the greater is our confidence in them. Indeed, in the
long run under our system of, government, it is the judges who are
the ministerq of the constitution, "not of the letter but of the spirit;
for the letter killeth, but the spirit giveth life." They are supposed
to know the intent, of the framers and the spirit of the document as a
whole and to apply this knowledge in interpreting the meaning of the
words.

. 1
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There is,: thel, s doubt.'as' tothe medniig 'nd.peihap§ f thii

amendment'taken by itself Without regard to other ordisionsbtt bf
this provision .when read,14s- it should be, in connectiA with :th tet
of the constitution and as1 tbhbinterpretatioh to be Jland tilon the
instrunentkas a'whole, including'this amendment.) 1'he instrument
must be construed as a whole, and it must b ivei t t radical tOn-

struction which will give'due weight to all ltu pulrti. '
Little is gained' by the citation of ijles of constitutional cbnstruc-

tion. It would be impossible t6 harnionizo all the' differeiit dicta of
the court upon this point. We know that in' practice dhe judges do
study the history of the constituion, the reasons for its' adoptionl, the
debates at'the time f its'adoption, and even the opinions f'cbiitem-
poraries as 'to its meaning aud purpose.* Not only is this done in
practice but the judges assert that'it is proper to foflw this course.'

perhaps a leading digest of the law is not far wrong when it summa-
rizes the rules upon this point as follows:

The fundamental purpose In construing a constitutional provision is to. ascer-
tain and give effect to the intent of the framers rind of the people who adopted
It. The court, therefore, should constantly keep In mind the object sought to be
accomplished by its adoption and the evils, if "wy, sought to be prevented or' remdiaL",

* This rule, if it be sound, probably applies as much to amendments
as to the original document and is particularly applicable where there
is doubt as to the meaning of one provision when construed in con-
junction with another. The opportunity has not yet' arisen for the
court to pass directly upon the question discussed in this paper, but
other questions touching upon the sixteenth amendment have arisen.
In deciding these questions the judges have resorted, and that very
properly, to the history of the amendment, to the necessities which
gave it birth, and to the records which exist as to the purpose of the
framers and of those who adopted it. Let it not be thought that they
have read merely the printed page in this connection, nor that they
are required to restrict themselves to that sort of evidence. The
judges who have rendered the decisions thus far upon this amendment
are men who lived through the period of agitation for it and of its
adoption. Not improperly perhaps, they have called upon their own
knowledge of what took place and of the reasons why it took place.
No doubt they have agreed with Mr. Root that the question of tax-
exempt securities was not a serious evil at the time the amendment
was proposed and that it was not intended to change the law upon
that point. Perhaps they have been mistaken as to the facts. That
may very well be, but'the evidence adduced up to the present time to
prove that Congress and the state legislatures intended to make the
income from municipal bonds taxable by the federal government is
very meager."

From what has been said it must follow that we can not speak
with absolute assurance and finality upon the question at issue. At

as if, from the imperfection of human language there should be serious doubts respect-
ing the extent of any given power, It is a well-settled rule that the objects for which It
was given, especially when those objects are expressed In the instrument itself, should
have zeat In uence in the construction." Marseall, C. J., In Gibbons v. odes (1824),
9 Wheat. (U. S.) 1, 6 L. Ed. 28. See also Evans v. Gore (1920), 258 U. S.245, 65
L. Ed. 887, 40 C. H. 550.

" 12 C. J. 700 (Const. Law 148). See also the cases there cited.
ATTe best collections or evidences on this point will be found In Evans v. Gore,

(1920), 258 U. S. 245 64 L Ed. 887, 40 S. C. R. 550; and In Corwin, Constitutional Tax
exemption, supply. 1 Nat. Mun. 'Rev. 59-62.
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the se time tlW, ofllci.e or st4 c construction pf -thesixtqenth
_n dment appears t. bethe sound one.,. It is, preferable. to tbe

other view because it considers the constitution as A whole,,it is .n01
mialed by the mere forq of the, mendeut into4 a disregard of ktsubstanceit conforms. to the generally.h., opinion as to the inten-
tion of those who framed the provision, it does not open. the door
to such obnoxios results as the. impirment of thet obligation of
contrawts, an4 it preserves the fundamental rule. of-. our consti-
tutjonal jurslprudence that. the edr"ra government may not .tax
the govern tal intrumentalities of the states. This view is,
therefore, 4dequatoly support by, reason. It is' also :buttrs
by the weig& of opinion Wan by a; long-continued practical co.n-
struction , o change the accepted intrpretation 49 at this late date
would seem to require a, 'ew constitutional amendment dealing
expressly with the subject. !, _____,___•_,__ ,

49 Such an amendment was submitted to the 'last Congress. It passed the lower house
with the requlsite two-thirds majority and was recommended for ppqe I. the Senate,
but the latter body was unablW to reach a votO u It. The sime amendment Is now
a before Corss, but has failed by a small margn to pass the House 'f Rep. nta.
ives. It reads as follows:

Seton 1. The United States shall have power to lay and collect tagea on Inoome
derived from securities issued; 'after the ratifcation of this article, by cornerr th
authority of any state, but without discrimination against Income derived from seeh
securities and In favor of Income derived from securities after the ratification of this
aftclce, by or under the authority ftJ e United Stats-or. any other state.

"SecttOn,2. e state shal have power to lay and collect taev on income derived by
its reIldentk from secure issued, after the ratfcation of this article, by or under the
authority o the U itedStates; but without dlarriminatlon agan Income derlted from
such securities anti I favor of income derived from securlte issued after the ratify.
(atlon of this. article, by or under the authority of such state." H. . Des. 8$4, 67th
Vong.. 4th Seas., i928; H. 3. RZes. 1 and 185, 68th Cot., f ., 192.



THE SIXTEENTH AMENDMENT AND' NCOMW F!9M STATE

By TIdohAS RizD POWELL,
Professor of Cqn8diutional LaW, Calumb4a University.

jlReprinted fto 06e Xitfonal incbite Tai ixit ;ft A.

Many l aymen and not a iew lawyers re findi it hard' to believe
that the sixteenth amendment does:not vest in' te Fedol Govern-
ment power to tax monome from State and municpal.bends. Car-
tainly there is no exclusion -of, such income in the compreIens vwords: ".The, Congress shall have power to lam and .colectaxes.9m
incomes, from Watever. source derived,, without apportipo t
among the several .tates,, and without, regard -0o any Onsus or
enumeration.'.. Whatcould be broader.than the desorption "Ixlome
from.whatever source derivedl" Yet the SPpreme Cout ha*,held
that, income from, certain, sources' is not taxable by te Federal (O.v-
e rmeat, .. It has given the plainest.intimatioA that sUe empt
income includes interest. from State and mui M upalbonds., Appar-ently,, therefore, in ththp Suprem ' Court the sixteeit4
amendment does not mean what it says. It. says. that Copgre
may tax. income from whatever source derived, but it does not
mean this , The phrase " from whatever source" relates not to the
power to tax, but to the requirement that, certain Federal.'taxes
must be apportioned among the States according tO. their respective
populations. The amendment, therefore, .mean.moeely that # talx
on income from whatever source derive. is imnnine from the reqmre-
ment of apportionment. This still leaves the question .whether
income, from ,any given source is taxable at all-a question.,weh
depends for its answer on considerations, wholly dehors the sixteeit
amendment.

The. case in which this interyretAtion. o the sixtenth amen e.W
stands -as a square. decision o the..court is Evans v. Gore ,(192b),
253 .U. S. 245.- This, holds that the salary of a Federal judge -is
"diinished" by forced inclusion in his incometax return andthat
t11ei fore -such inclusion is inhibited by tle constit'ttioal provipioha
that the judges shall "receive for their services,, a compn10tion,
which shall not be diminished during their continuance in office."
This.decision that taxation is diminution of compensation is open
to seri66 qUestion. It might' reasonably'be so regarded if judicial
compensation were taxed more heavily than other income, but it
seems sensible to sky that a tax burden imposed on all earnings
without discrimination is not a reduction of them but a burden
based merel, on ability to pay., Be this as it may, it does not
concern'us here. Our present interest is confined to the further
holding in Evans v. Gore that this inhibition against diminution by
taxation, extracted by inference from the clause in the original
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Constitution, is in no way relaxed or modified by the apparent
grant in the sixteenth amendment of power to levy a tax on incomes
from whatever source derived. This further holding was essential
to the decision reached by the court, once it had made up its mind
that taxation is diminution. The holding, therefore, can not be
dismissed as obiter dictum as may the declarations to the same
effect in earlier Supreme Court opinions.

THE FIRST INTERPRETATION.

These earlier declarations are quoted at length in Mr. Justice
Van Devanter's opinion in Evans v. Gore., They begin with the one
of Chief Justice White in Brushaber v. Union Pacific R. Co. (1916),
240 U. S; 1. This was the first case involving the scope and meaning
of the sixteenth amendment. To understand its lucubrations on this
topic, we must first note its interpretation of Pollock v. Farmers
Loan & Trust Co. (1895), 157 U. S. 429, 158 U. S. 601; This was the
great case that subjected an income tax to the requirement that
direct taxes be apportioned among the States. It declared that tax
on income is in substance a tax on the source front! which the income
is derived. From this followed the corollary that a; tax on income is a
direct or an indirect tax according as a tax on the source thereof
would be direct or indirect. Then came the conclusion that since a
tax on real or personal property is a direct tax, a tax on income from
real or personal property is a direct tax and therefore one that can
be levied by the Federal Government only upon compliance with the
-constitutional prescription of apportionment. Since the income tax
in question was not an apportioned tax, it was held invalid to the
extent that it laid hold of income derived from property. The tax
on income from business or labor was found to be inseparable from
that on income from property. Without deciding whether the former
tax was direct or not, the court held that it failed with the failure of
the rest from which it-was inseparable.
* Such was the theory and such the result of the Pollock case. In
stating them in the Brushaber case Chief Justice White -paraphrases
and elaborates and embroiders as' follows:

Coming to consider the validity of the tax from this point of view, while not
questioning at all that in common understanding it was direct merely on Income
and only indirect on property, it wa held that, considering the substance of
things, it was direct on property in the constitutional sense, since to burden an
income by a tax was, from the point of substance to burden the property from
which the income was derived, and thus accomplish the very thing which the
provision as to apportionment of direct taxes was to prevent. As this conclu-
sion but enforced a regulation as to the mode of exercising power under particular
circumstances it did not in any way dispute the all-embracing taxing authority
pQssessed by c ongress including necessarily therein the power to impose Income
taxes if only they conformed to the constitutional regulations which were appli-
cable to them.

Moreover, in addition the conclusion reached in the Pollock case did not in
any degree involve holding that income taxes generically and necessarily came
within the class of direct taxes on property, but, on the contrary recognized the
fact that taxation on income was in its nature an excise entitled to be enforced
as such unless and until It was concluded that to enforce it would amount to
accomplishing the result which the requirement as to apportionmebt of direct
taxation was adopted to prevent, in which case the duty would ar|se to disregard
form and consider.substance alone and hence subject the tax to the regulation
as to apportionment which otherwise as an excise would not apply to ft.
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This interpretation, being interpreted means that the theory of thp
Pollock case was that, although formally and, generically all income
taxes are excises and therefore indirect taxes, neverthcess substa -
tially they are direct taxes whextever. they amount to thq sanw4e thing
as taxes-oiproperty because of its ownership. Thus thesubstantial
character of- an income tax is made to depend upon the character,,of
the source from which the income is derived. Hence wheeler : an
income tax must-be apportioned is likewise made to depend upon the
source from which the income is derived. ,

Lagging along after the Pollock case came the sixteenth amend,
ment saying that Congress may tax incomes, from whatever source
derived, without apportionment among the States. The meaning
of these words, as discovered by Chief Justice White in the Brush-
aber case and as accepted through approving quotation by Mr.
Justice Van Devanter in Evans v. Gore, is as follows:

It Is clear on the face of this text that it does not purport to confer power to
levy income taxes In a general sense-an authority already possessed and never
questioned-or to limit and distinguish between one kind of income taxes "nd
another, but that the whole purpose of the amendment was to ielleve all income
taxes when imposed from apportionment from a consideration of the source
whence the income was derived. Indeed in the light of the history whioh-we
have given and of the decision in the Polook case,:and the ground upon which
the ruling in that case was based, there is no escape from the conclusion that the
amendment was drawn for the purpose of doing away for the future 'with the
principle upon which the Pollock case was decided; that is, of determining whether
a tax on Income was direct not by a consideration of the burden placed oni the
taxed Income on which it directly operated, but by taking into view the burden
which resulted on the property from which the income was derived, since. in
express terms the amendment provides that income taxes, from whatever source
the Income may be derived, shall not be subject to the regulation of apportionment.

Put somewhat more briefly, this is to say that the sixteenth amend-
ment did not grant to Congress a power to tax income from whatever
source derived, but merely removed any requirement of apportion-
ing among the States a tax on income, whatever the source fromw~ich the income might be derived. Thus in effect the amendment
forbade the Supreme Court to look at the source of income in order
to determine the substantial character of an income tax. This
permitted all income taxes to retain their formal and generic qharacter
of indirect taxes by rendering their substantial character no longer
important, since no longer was a tax on income from any source
whatever to be subject to the requirement of apportionment.

The intricate ingenuity of these intellectual ifivolutions is highly
characteristic of the late Chief Justice. In its own peculiar field it
takes high rank. We may admire its gymnastic supremacy without
precluding ourselves from pointing out the simple non sequitur of
which it is guilty. The sixteenth amendment may do exactly what
the Chief Justice says that it does, and still do also what he implies
that it does not. It may remove the requirement of apportionment
from an already possessed power to levy an apportioned tax on in-
come, and it may in addition grant a substantive power to tax income
from whatever source derived, as it verbally professes to do. It maynullify the whole of the Pollock case and not merely a part of it. It
may nullify the Pollock ruling that a tax on income from certain
sources must be apportioned and nullify also the further Pollock
ruling that a Federal tax on income from State and municipal bonds
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is' hn'thntltntitonhnl it e dne with the' independene of the
Stats. :The Chief Justice -points to' nothing 'in the congressional
debates to indieit$ that the sixteenth amendment was aimed exolu-
sively at one-half of the Pollock case. On the other hand, ii 25

arvard: Law Review, 794,'. and in 6, American Bar Association
Jourfial, 202, Mr. Harry Hubbard goes to thd debates and finds not a
little' evidence here and there that the amendment was aimed to kill
the whole of the' Pollock case. Its language' contains not the slightest
intimation to the contrary. Clearly the narrow interpretation of
the Chief Justice and' his colleagues in the Brushaber case was
dictated not by necessity but by preference. '

NO NIEh FOR DECISION.

This lack of necessity was twofold. There was no 'need to give
the narrow interpretation put forth. There was no need to pass on
the issue, at all. :Chief Justice White had to work hard to find
reason for Maying that the 'amendment 'conferred no new power to
tax. The fact that he chose to do so makes his dictum psychology
ally as significent as if it were explicit decision.. It shows that the
court went out of its way to settle a question that had been much
mooted. While the sixteenth amendment was before the New York
LUg ature,' for, ratification, Governor Hughes and others 'opposed
ratification on, the ground that the result of ratifying would be to
subject the income of State bonds to Federal taxation. SenatorRoot and Pefessor Seligman put forward a contrary interpretation.
After thqaXnendvient. had become part of the Coftstitution, the ques-
tion of its meaning was still an open one. There' can be -ri" doubt
that the 'rduhdabout opinion of the Chief Justice 'in 'the Brushaber
case was designed to close the debate and to announce positively, if
not clearly, that the amendment in no' way affects exemptions pre-
viously obtaining by reason of the judicial doctrine that neither the
Sfhtes nor the United States may tax the governmental instrumen-
talities of the other. -Confirination of this guess from the Brushaber
opinion appeared, a month later in Stanton v. Baltic-Mining Co.
(1916, 240 . 103), in Which the'Chief Justice put forth the caveat:

Mprk,.of course in saying this we are not here considering' a tax not within
the provisions of the sixteenth amendment, that is, ohe In'which the regulation
of. apportionmbnt or the rule of uniformity is' wholly negligible because the tax
is:one. entirely beyond the, scope of 'the taxing .power of Congre.4ss and where
conaequently po authority. to impose a burden, either direct or indirect, exists.

This must refer, to income taxes, since only income taxes could be
thought to be within the sixteenth amendment. The warning that
some income taxes gained no sanctionfrom the sixteenth amendment
must, in view of the debate on ,the, question of State securities, be
taken, to have been uttered with reference to that question.

EARLY DECISIONS UNANIMOUS.
.'The" interpretations thus early put upon the sixteenth amendment

were reached without dissent.* The issue was raised collaterally two
years later in Peck & Co. v. Lowe (1918), 247 ThS. 165, which held
that a Federal tax on the net income from an exporting business is
not a tax on exports. In the course of the opinion for an again
unanimous court Mr. Justice Van Devanter observed:



e. en d th e ax ng p o wt ,o n et 6r e x ce -te , ub f dots b 'P 1." r e ea 1 1

eeetslo i, which' kt11er*se'might etlste for'awaplortonnentsmonw he 8tat ofaxes laid on nconid, wbther it .be~derI~ed from. one aoorce or ap~le . >:, :, F '

'TiO. a~gin' 4 hs 'dictlim. ' Titer statement 'a hrw vi later
qiibted'o pa~rieed 'in iner v: Maeomber,' (920),: 252U. S'. 189',
and hi ]W-ansv: Orep refitwedby such introductions as: we hav- 4o
held," "we again .hed," and "as repeatedly held." In the,liatter
case M'r.. Juttee Vin Devitinter'Ufihouiied thm ' afte ifurther.,on-
siddtafion, !we' adhere to! that, view, 'and 'aRordingv 'hold, that thle
sixteenth taendmvidt does. nbt 'authorize or support th tak In; ques-
tion." Thi , isalrehdy pointed, out, was square decision,,sinbe it
was necessary to the reswt: .tehed: in,;dedaring the statute, uncon;
stitutiOnd, and sincethe opposite attitude' toward the .effect of the
amendihdnt would fiav ledi t the opposite 'result of suitaining,he

,ta x . " . :; " - . T , ; _ ; - : . - ' ; , , " .. , .
, Now for the first time we find judicial dissent from. this uniform
and previously unanimous attitude toward the amendment. While
Justices Holmes and Brandeis thought it perfectly proper to tax the
salaries pf the judges, eveq , without 'any aid from the tsenth
amendment, they added that they thought also that the amendment
set the matter at rest. As Mr., Justice Holmes puts it:

A second and independent reason.wby this tax appear to ine valid is that even
if I am wrong as to the ecope of the original document, the sixteenth anmendment
justifies the tax, whatever would have been the law before it Was applied. By
that amendment Congress is given power to "collect'taxes on incomes from
whatever source derived." It Is true that it goes on "without apportionment
among the several States, and without regard to any census or enumeration,"
and this shows the particular difficulty that led to it. But the only cause of that
difficulty was an attempt tq,trace income to, its source, and it seems to me that
the amendment was'intended to put an end to the cause, and not merely to
obviate a single result. I do not see how judges can claim an abatement of their
income tax on the ground that an item in. their gross income is salary ,when the
power Is given expressly to tax incomes from whatever source derived.

This inability to. see that words do not mean what they say seems
somewhat belated. , The two lissentients had sat in the Peck case"
without' any announced ,disapproval of the shacides therein pheed
on the sixteenth amendment. "From first to last we have ai tin-
broken series of warnings that the Supreme Court Would not let'
Congress; after the amendment, tax any income that was wholly
exempt before. .. .

In the face of this overwhelming evidence, it seem' strange' that
anyone should have the temerity to advise Congress to go ahead tind
tax the income from State securities without waiting for any no '

constitutional authorization. In the New Republic for January 31,
1923, Professor: Corwin, of Princeton, argues 'ably that the court
ought not to have restricted the scope of the sixteenth amendment
and he gives good reasons why income from State bonds should
never have been held exempt from Federal taxation. His constitu-
tional law is excellent, except in the single respect that it is not the
constitutional law of the Supreme Court of the United States. Law
as Mr. Justice Holmes ha told us, is a' "pkopheoy of what courts will
do in fact.", That this prophecy. was in its earlier stages uttered
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obiter is no longer material now that dictum has become decision.
r an the decision on the salary of a Federal judge be denied appli-

cation to the income from State securities, as Mr. Corwin seeks to do.
The fact that the two exemptions came oriin I from different
constitutional premises give no warrant for faith that the Supreme
Court will either reverse previously well-settled law or make the
sixteenth amendment mean a grant of power in one case and not in
another.
, The doctrine that neither the States nor the United States can tax

the instrumentalities of the other is one of. the earliest in our con-
stitutional law and one that never has been disputed. Where there
has been disagreement it has been confined to the issue whether the
tax in question is or is not a, tax on an instrumentality of govern-
ment. It was in the Pollock case that the Supreme Court squarely
held that the Federl Government can not tax the interest paid on
State and municipal bonds. Here Chief Justice Fuller observed:
,,It is contended, that although the property or revenues of the States or their

Instrumentalities can not be taxed, nevertheless the income derived from State,
county, and municipal securities can be taxed. But we think the same want of
po= er, to tax the property or revenues of the States or their instrumentalities
exists in relation to the tax on the income from their securities. 'and for the same
rekson, and that reason is given by Chief Justice Marshall in Weston v. Charles-
tn,2Pt 449, 468, where he said: "The right to tax the contract to any extent,

whenmae miust operate upon the power to borrow before it Is exercised, and have
a sensible influence on the contract. The extent of this influence depends on
the will of'a distinct government. To any extent, however Inconsiderable, it
is a burden on the operations of government. It may be carried to such an
extent as to arrest them entirely. * * * The tax on Government stock is
thought by this court to be a tax on the contract, a tax on the power to borrow
money on the credit of the United States, and consequently to be repugnant
to' the Constitution." Applying'this language to these municipal securities, it is
obvious that taxation on the interest therefrom would operate on the power
to borrow before it is exercised, and would have a sensible influence on the con-
tract, and that the taxAtion in question is a tax on the power of the States and
their instrumentalities, and consequently repugnant to the Constitution.

This may be criticized as bad economics or bad politics, but it still
stands as law. . Income from State securities was exempt from
Federal taxation prior to the sixteenth amendment, and the six-
teenth amendment "'does not extend the taxing power to new or
excepted subjects." Those who desire a change in the situation will
do, well to waste no time on any minor operation. The first step is
to get a new'constitutional amendment saying that the sixteenth
amendment means what it says.

This is not to say that there are no devious ways in 'which here
and' there by 'indirection the interest from State and municipal
bbnds may be made to contribute somewhat to the Federal flse.An excise tax on doing business in corporate form or on doing busi-
ness general might be measured by income from all sources. Ex-
emptions and deductions might possibly be restricted in the case of
taxp Ayers who have untaxed income from State securities. It is
doubtful, however whether such indirect methods are worth tryi ng.
They would usuahy fail to reach the particular sore spot in the
exe options enjoyed b individual recipients of large incomes. They'
would throw thQ Federal 'taxing.system into even worse confusion
than 'that which it now enjoys. What is needed to defeat the defeat
of the progressive feature of income taxation is a constitutional
amendment explicitly sanctioning the inclusion of income from



State securities in the returns for the Federal income tax. The
wisdom of such an amendment can be supported by exposing the
large elements of unwisdom in the existing constitutional law which
makes an amendment'necessary. This unwisdom is due in part to
the fact that our law has had to be made piecemeal, in part to the
fact that income taxes were late in arriving, in part to overemphasis
on political values to the neglect or the4istortion of qonomic values,
in part .perhps to judicial frailty.. The thne' has noW, arrived fo, a
comprehensive treatment of the problem and for 'the establishment
of the fiscal interrelations of State and Nation on, a'new basi-.

AMENDMENT NEoCESARY.

Any comprehensive survey will discover at once that the unwisdom
in the immunity of State securities from Federal taxation is part and
parcel of the wisdom or unwisdom of the imnmun*ty.of Federal secur-
ities from State taxation. It will doubtless be well, therefore, to make
the cure as comprehensive as the malady and not to confine it to the
Federal ipeome tax. It may be unfair to ask the States to give, up
the bounty which they now enjoy unless they in turn receive some,
secure guaranty that the Federal Government will also yield it#
reciprocal bounty. Such a guaranty, even if not demanded by fair-
ness, may very likely!be demanded by Selfshness. The Sttes may
well ask what they are to get in return for what they are, to lose.
They may'prefer to have the question answered by the very 'consti-'-
tutional amendment which they will be asked to accept, so that they
will not b dependent on future congressional declarations subjecting
new issues of Federal securities to State taxation.. Indeed, there is
some doubt as to whether Congress has power to provide that Fed~ral,
securities may be subjected to State taxation. Their exemption has
been predicated on the Constitution, and Congress can not change
the Constitution. Such is the argument. A common-sense answer
is "that Congress is the best judge of whether' its borrowing power
needs the bounty which it now enjoys and that it can therefore tinker
with the immunity of Federal securities as it has tinkered with the
immunity of natix~al banks. Yet, even if it were certain that Con-
gress can give to the States the counterpart of what the Federal
Government can get from the States only by constitutional amend-'
mient, no single Congress can give to the States thq firm assurance
that they would find in a constitutional amendment.

The exemption of Federal securities from State property and income
taxes compels the States' to give a bounty to the Federal borrowing
power. The only justificationfor this bounty is the reciprocal bounty
Which the State borrowing power enjoys in the exemption of State
securities from Federal taxation. Had* the sixteenth amendment
been interpreted as it seems to read, the States would have lost their
bounty and would still be required to confer a bounty on the Nation.
A court might well, pause before sanctioning such a result. The
official interpretation of the sixteenth amendment may be subject to
literary and logical criticism and still have in its favor a preponder-
ance of 0substantialI statesmanship. It retains a balance' which a.
contrary interpretation would have overthrown. If the situation is
unhappy we. can remedy it by 'constitutional amendment.- Such
an amendment,, however should emulate the Supreme Court in
still preserving a proper balanCe between'the Nation and the Statesd.
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LM=TE FR M HI S W'B FCOM3MCE'TO THS,

OPINION, BY JfUI GE .STF.IE $1IL DAWSg.....; .:..

DEPARTMENT OF' COMMERCE,
OFFICE OF THE SE C3ETARY,

UMWaitfon, November 8, 1958.
Hon. RzeD Smoot, . ' .

United statess & . ..e; "

k DEAR 1R .S A.TOR: In accordance with your request I
ioojose herewith a me io&riidum opinion by Judge then B."Dayis
oA the' p6wer of'Conre to impose a special or aditloiial estate
tax upon the siWbcesior to 'the- optionn of an estate which ikonsists
of Feral, State, 'or ',nuicipil bonds, the income frbbm'which: is
exempt from'Federal noWe tax. You will'see that Jidge Davis
believes C6'gress has' onsttutionad power to levy such'a tax, sub-
ect," erhais, to the' condition that the differentiation in rates ot,gleV"e not arbitrary but Jav6 sonie reasonabe ba~sis. B, such a,

tax rates can li so'adjusted as to effect, through.the differencein
the aniquats which would be exacted from the corpus of the estate,
an Wi1nmate approximatW equalization between the burdens currently
Vorne by 'incomes'subject'to 'surtaxes and incomes which are not so
subject because of investment in securities of a legally priiileged
nature. Siich an ultiate equalization would tend to do away. with
a' geeat amount' 6f the present s~uiccisful avoidance of the burdens
of ederaltaiation. . e ' ".l :wans .t are

This ,plan, might on co:sderAiion,"d6,Mlp weaknesses that are
not now apparit iut I would like'to make some: comment'on this
whole question, of tax-exempt securities fro6k t64' point of view of
industry and commerce in ,siip 6rt' of Secetar Mellon'd; recom-

Aneodations. .
Secretary Mellon has stated that elevenlbillions of State and muicii,

pal securities are in Circulation free oif gicome'm ax. ' It is generally
believe, that these securities, are sought afte Vb .persons subject
to the higher percentages of income tax. Theref6re the 'very persons
best able to bear the burden of tixatioi are escaPina it. . ....

Nor is direct tax exemption of these securIC;0-the *whole story,
for they furnish a wide basis for further avoidance of taxation. For
instance, a man miny borrow 70 per cent on his house (if his other
credit is good)*; he may invest this borrowed sum in tax-exempt
securities; under our present income-tax laws' he may deduct the
interest which he pays on his 'mortgage from his income dnd does not
have.. to account for the sum, he receives on tax-exempt- securities.
Therq appears to have definitely., grown up not only this form of
avoidance but: other forms based on various kinds of interlocking
transactions Which cai'ry avoidance a' great deal further than 'the.
actual sum otherwise collectible on tax-exempt securities.



.,This.t question has. many. -beuim i productive -it.dawy , -d
commerce and -may e onomioe wefli as sociaitlicati0 ,

1. It must be obvious that wevre -thus thruoti g thw buiden.%fe
income taxes upon productive industry and personal seWort. :i j.

2. -Most other.. countries; in theworld give specialreieininoome
taxes. to ,business and , professional! i*QOfls as tlisti.gushf
rent and interest ga being, neoes*aty, to maintain thtea.mitiatlive, aiud
enterpose ofthe people., We not onlydo, not givthis relief but
the effect of the tax-exempt .se urityi as, down aoteis to ithrudt
even a much larger burden upon earned income fmoas bubiaesand!
professions and to offer larger opportunity for -axvldance, of 'taxes
on socallodproperty in.comes. ;..i,-

3.'Aside from , the uneconomic, thrut- of, taxes .'onto.. produetivoe-
activities, there is -an inherent .injustice in this distribution..of. the-
burden from the fact that holders of professional and. business ip-
comes must set aside a portion of these incomes ,to provide for theiz,
dependents, whereas persons possessed of rent or nterest incomes
have by the nature of things already made such * vision. Othei'
countries allow a large deduction of amounts, pa for' i.iurac6 Pe-
miums., We allow none.

4. Under the tax-exempt provisions, States and municipalitiea
are able to borrow money with even lower margins, of interest over,
manufacture" and business. The net effect is to increase interest'
rated in industry and commlice and this niisdiieation .in the flew-
of capital $ends to increase the prices of every commodity.: . .... •

5. The collection of estate taxes upon exempt securities does not
present the difficulties in payment presented by su6h taxes upon
going business, for these securities are readily aiketable. Suc &
tax increase will also result in a better distribution of estates repre-.
senting unduly large accumulation. . 1 ,  -

6. Even though the States be disposed to accept a constitutional
amendment on tax exempt securities it will take tinis,and in the
meantime further securities will be-piling up...

7. What additional tax should, be placed-upon the, portion ofthe
estate composed of exempt securities in order to compen..te for the,
loss of income tax upon them needs carefulstudy.; It will probably
have to be an empirical figure in.any event.

It is an extraordinary thing for a commercial nation like ours to,
have developed a form of taxation which puts -a premium on non-
productivity and a blight on productivity itself..

Yours faithfully, ,H 3B..T fov.: ,, HIUUZRT. HoovXB*'-.,,

MEMORANDUM OPINION BY JUDGE STEPHIN B. DAVIS.

&VoTolnR 19, 1923.
Neither the principal nor interest of bonds 'And other evidences

of indebtedness isued by Statep or their municipalities is subject to
taxation by the Federal Goveknment, nor are juch bonds of the
Federal Government taxable by. the States.
, State bonds: Mercantile Bank -, New York, 121 U. S. 138; Pol-

lock v. Former's Loan & Trust Co., 157 U. S. 429; south Carolina v.
United States, 199 U. S. 437, 407.
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: United States bonds: Bank Tax cases, -2 WalL .200; McCullough
v. Maryland, 4 Wheat. .316, 421; Hibernia Savigs Society v. San
Franolico, 200 U. S. 310, 313; Home Savings Bauk v. Des Moines,
205 U. S. 503, 513.But 'an inheritance or estate tax levied upon the right of succession
to' property after death is not a tax upon the property bequeathed
or inherited, and such a tax is valid, although the estate upon which
it is levied consists in whole or in part of "tax-frie" securities.
Plummer v; Coler, 178 U, S. 115; U. S, v. Perkins, 163 U. S. 625;
Home- Savings Bank v. Des Moines, 205 U. S. 503.

The present Federal estates tax is measured by the entire estate,
including municipal bonds, and has been held, valid in this respect

the supreme Court of the United States in Greiner v. Lewellyn,
288 U. S. 384,, an opinion by Justice Brandeis, in which he said:

That the Federal Government has power to tax the transmission of legacies
was settled by Knowlton v. Moore, 178U. S. 41; and that it has the power to tak
the transfer of the net assets of a decedent's estate was settled by New York
Trust Co. v. Eisner 256 U. S. 345. The latter case has established also that the
estate tax impod by the act of 1916, like the earlier legacy or succession tax, is a
duty or exclse, and not a direct tax like that on income from municipal bonds.
Pollock v. Farmers' Loan & Trust Co., supra. A State may impose a legacy tax
on a bequest to the United States, United State. v. Perkins, 163 U. S. 625,' or on
a bequest which consists wholly of United States bonds, Plummer v. Coler,, 178
U. S. 115; Orr v. G1lman, W .S. 278. Likewise the Federal Government may
impose a. succession tax upon a bequest to a municipal corPoration of a State,
Snyder v. Bettman, 190'U. S. 249, or may, in determining the arpount for which
the'estate tax is assessable, under the act of 1916, include sums required to be
paid to &,Stato *A& inheritance tax, for the estate tax is the antithesis of a direct
tax, New York Trust Co. v. Eisner, supra. Municipal bonds of a State stand in
this respect in no different position from money payable to it. The transfer
upon death is taxable, Whatsoever the character of the property transered and
to whomsoever the transfer is made. It follows that in determining the amount
of decedent's net estate municipal bonds were properly included.

Property may be classified for purposes of taxation and the rate
variedaong the different classes, so long as there is some reasonable
basis for the classification and it is not merely arbitrary. Magoun
v. Illinois Trust & Savings Bank, 170 U. S. 283; Watson v. State
Comptroller, 254 U. S. 122.

.Thie provision of the Constitution of the United States, Article I,
section 8 that "duties, imposts, and excises shall be uniform through-
out'the 'Uited States" requires only g_eographical uniformity, not
uniformity between classes. Patton v.-Brady, 184 U. S. 608.

A classification of securities according to whether or not they have
through taxation paid their proportion of the expense of government
during the life of the'owner would seem a reasonable classification
and there would be no constitutional objection to the imposition of
an additional rate by way of estate tax upon the succession to that
portion of the estat-e which has escaped such taxation, to the end
that the tax burden might so far as possible be equalized.

In Plummer v. Cooler, 178 U. S. 115, the Supreme. Court said:
After all, what is an Inheritance tax but a debt exacted by the State for

protection afforded during the lifetime of the decedent? It is often Impracti-
cable tb secure from'living person their fair share of contribution to maintain
the administration of the State, and such laws seem intended to enable the State
to sdure payment froni the estate of tlie citizen when his final account is settled
withi-the Statei Nor can'it be rea4dly supposed the ouch obligations can be
evaded or defeated by the particular form in which the property of the decedent
was invested.
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Several of the States have enacted-statutes imposi g 'iheritance
taxes upon. seturiie on which for one reason 0r aoutr no tAies,ep~MA durig the life .of the owzer.. 'In . ew .York An additiohad
t 5of per cent is levied "on all investments whieh lav-e* not Pala
the stamp, tax or the personal property tax 'during the lifetime of the
decedent." An!'tee discussion 'of such a tx is, fouAd n h
opinion of 'the Court of App~al of N ewv Yory -in Ii, ~Watsons~
Estate, 20 N. Y. 384, 398-40 as follows: .

Assuming without deciding that the 'dseretion to classifypes nalproperty
which must pay an inheritance tax before pasgipg by wilor InherLtance is
limited to a classification which is based ii~lon some reason and no the mere
capriCe of the legislature, this present law under discuss !on. comes within 'such
a rule. ' " . . 1 1 ......

HoldinguP the section under discUssion 10r 4mnparisb withh these autlhoir-ties as a pattern, does it fall within or without th ine of constitttiobal limita.-
tion? In the firstplace, we may consider 'this tAx as though it were the first-
and only tax placed upon transfers. The fact that it is an additional tai doee
not change the principle involved. * The tax is then,'one p laced upon the tratifet
of property at the time of death 'which has not therefore paid Any tax; loal,
or State. I • . .

The objection can not be pressed,' that the beneficiary under the will is
punished for the misdeeds of the ancestor In not paying a local or State tax.
The beneficiy has no claim to the property of an ancestor except as given. by
law, and, if the State has a right to impose a tax at all upon the passing of prop-
erty, the transferee takes only what isleft after the tax is paid. The State,.
therefore, having the power to place an inheritance tax upon property which
has esc -ped taxation during the lifetime of the testator,' it is no valid objection
that the legatee may deem-himself punished by the circumstance. Neither is
there foundation in the authorities for the assertion or implication that the Inheri-
tance tax laws must look with indifferent eye upon the kind of property trans-
ferred and can not single out personalty as distinguished from realty and the.
like. *1 * * Slight inequalities or injustices which may follow from the appli-
cation of this law as it is applied by the taxing authorities are not in and of.
themselves constitutional objections (Matter of White, 208 N. Y. 64), unless
they become so great as to violate the principles stated. It has been said tli
this is not classification but a mere arbitrary tax upon the right to transfer invest
zuents. Is there not,, at least, a semblance of reason "in seeking, to tax upon
inheritance property which has not been taxed locally or for State purposes, when
such fact can only be discovered upon the death of the owner? 'The matter at
least permits of argument and is not so capricious and whimsical as to be purely
arbitrary. It has in it at least an effort for the equalization of taxation and the
adjustment of the burdens of government. I ?

This decision was affirmed by the Supreme Court of the United
States (Watson v. State Comptroller, 254 U. S. 122), the court saying:

The occasion and the purpose of the statute are shown by the Court of
Appeals. An owner of Investments Is 'not required either to list them for assess-
ment locally under the general property-tax law or to present them for stamping
under the investment-tax law. Whether the investments of a resident are taxed
during his life depends either upon his own will or upon the vigilance and discre-
tion of the local assessors. This condition led to loss of revenue by the State
and to inequality In taxation among its citizens. To remedy both evils' this
additional transfer tax was imposed upon investments of a decedent which had'
wholly escape taxation. It is insisted that the tax is discriminatory, because
under it other property of the same kind bequeathed to persons standing in the
same relationship to the decedent will not be taxed. But the power to classify
for purposes of taxation Is fully established. The executors admit, as they
must, that a classification is reasonable if made with respect to the kind of
property transferred; or, to the amount or value of- property transferred, or to
the relationship of the transferees; or to the character of the transferee, for Instance
as engaged In charity. Magoun v. Illinois Trust & Savings'Bank 170 U. S.
283, 300; Billings v. Illinois, 188.11, S. 97; Campbell v.California ,260U. 8. 87.
But their list does not exhaust the possibilities of legal classification. -See Beers
v. Glynn, 211 U. S. 477, 484; Keeney v. New York, 222 U. S.. 525; Maxwell v.,



442

Bqgb~i,26QjU, a -521, omnarp*Hatch v. Rardon 24 U. S. 152, .4py. classi-
f reiftble ton to some.pq drn4lt~d en4.
gornMEntaothe pWntiff In eo oz o i eoo-
td t at isA'.bI the' claIflcatiin muat'be dduqfible fVi 'thrhhiir"6f
the. hings ela ifle&ahere tho; right to receivee property by, devolution., 'It :Is
enough for indtbnee, if,t nlaesfieattionisreasabl . fo,aded in 'tbo.purpode
and p~li~cvyfitation.' t c.l ifo Expres 6o, V. 1Slbt,,A42 U. S. 3 " 34;
todd v. abamI,, 188 1. S. 730, 732; Clement $at on Bank v, Vrmon't, 21
U.: 1. 1,' 139-1 7;'Farwers Bink. '. Ml soif ta; 231 U.". 516,:529430. " d
what classification could be more reasonable thanlto distInguIsh, In-imposing, an

heritsace qr trauaefer tax, between property which Pad duringthe de..edent's
e borne~p, fAir as 'of the tax'burden and that whcb had nefh ..... ,
'It does no folow, ' Is Also argued,'that the act in quostlon hniioses a propeiy

tax; merely beduse tfxlstehpe bhay Induce owners of 'investments to present
them for taxation undi& the' investment' tax law. 'Nor ts it to be deemed a law
Inmp .ang a penalty merely because the decedent's estate may under it be requiredto 01P .pr in, t* than the .dbceAsed Would'have ii if he had oroented'hisproperty I ne a. whether this additional

transfer ta would -be obnozl'ou 'to the. fourteenth,'amendment'.if It. could be
deeme! a property tax or a penalty, we have no occasioq to consider.

The judgment' of the surrogate 'court etered '0n6 the remittitur from the
Goifrt of Appeals 6f'New York Is affirmed. ' t.. r from ,h.

A statute of the State of Connecticut provides:
.U taxable, Property'of any estate upon which no town Or city -tax has -been

assessed * *, 'or upon w~ch no tax has been pald to the State during the
year preceding the date of the death of the decedent, shall beliable to a tax of.
2 per cent per.Annuim on the appraised Inventory value of such property for. the
five years next preceding the date of the death of such decedent.

Whi, le this.statute can not perhaps be considered strictly'as impos-
g a succession or inheritanpe tax, since it operates directly.upon

the body of the estate rather than upon the right of succession to it,
the attitude 'of the courts toward it is 'of interest. It is based upon
the evasion of taxes by the owner rather than upon the mere act
that the property did not contribute its fair 'share 'of taxes and is
therefore in the nat ie of a penalty. The Supreme Court;of Errors
of Connecticut (Bankers Trust Co. v. State of Connecticut, 114 AtL,
104), referred to it as a' law "to compel estates to pay to the State a
stum which shall approximately. equil the taxes whch" the property
of the estate has escaped paying while in the hands of the decedent,"
language broad enough to include all property -which has so'escaped,
irreepective of the reason for it.

Discussing the question of classifiatiob, the court said:
The, statute isnot attacked os unconstitutional because of its classification.

Nor could it be. ,A legislature; is not bound to impose .the same ,rate of tax
upon one class ofbproperty that it does upon another.' Michigan Central Rail-
road Co.. .v. Powers, 201 U. S.245, 293; 32 Sup. Ct. 45911 466 (80 L. Ed. 744).
A classification for purpos of the penalty tax of property of an estate which
has not borne its share of the general taxes as distinguished from other property
which has borne It. share of such taxes is not such an arbitrary selection as to
be unconsttutinual.
".The Supreme Court of the United States (Bankers Trust Co. v.

Blodgett, 200 U. S. 647 decided January 22, 1923), considers the
tax as a enalty and upholds it, even though thie amount requiredto be paid might not correspond to what woid have been paid if it
had been taxed during the lifetime of the o wer. The court said:'

As pointed out by the supreme court, of errors, executors and administrators.
do not own the property committed to them for administration. -It goes to them-
subject to the libilIties and burdens upon It In the hands of its owner, and What-
ever interest dfitibutees or creditors may have Is 'subject to the same .liabilitIes
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asd-bufdens.., Sbjet,, we may swy,,a the court' ded,44ultbeit.wIl~c t8tate hssiwpminion J.s 41spo tlon or: evolufwo, n4h Md0 uqtake o a_
different qalty or nIs .nt because. t, or has '.theeWfet fa'epaity. t Aid
the court, con4truin' thi'satu,' d6clafedw' it -avfsbn Nf 41ialf~lig,  4
delinquency-'thdde1niwnuncy of .thedeeedent-andtide od o survive .by. statI.u
tory sanction." "In effect," the court said,,1"the ettutp4 a pentIty iwp6,pduftn
the qstae because, of, the d~l~tngtiency q~t~ fedstan n~l p~pIai
than the penalty tax ga t the decedenti bp auve Jb stattorr sapct on."

t y whatever wthWe t tax involved M' thIes cases, Ayte called, the
fact remains that pr operty was classiied accordlo to whether or not
taxes had been, pad upon it, and taxes were le;vi , acrdinl1y,

Louisiana levesa general inheritacetqx wi t ,ie fog0owMg .Pr0-
Viso:a tb_

And provide faited Thatthis tax shalnot be enforced when esp r operyo
donated or i nherithd aboll 0ve brtn e Ito just proportion of taxes ppr tothe. tle
of such ,dnatio. o inheritance. ,

This general tax against all property exceptiig such, as has "borne
its just proportion of taxes " prior .to Ake. nheitaue is, of -course,
identical with a tax upon,&t succession o property which has not
borne its proportion of such taxes. The Louisiana taxis precisely
like a, FederaL tax upon all, securities Which have: not been subject, to
or have notpaid'a general income. tax. *.

This, law, was construed by the Supreme C6urt of Louisiana -in
Suqoeson of Kohn, 38 So. 898, which involved the question as to
whether or not nontaxable bonds come within thewexception above
quoted; in other words, whether or not "tax-free" seciities were
subject to the tax. The court said:

In Plummer v. Coler, 178 U. S. 115, 20 Sup. Ct. 829, 44 L. Ed. 998, the
Supreme Court, after reviewing the jurisprudence, State and Federal, on the
subject of inheritance taxes, and the taxation of shares, privileges, and franchises,
held that an inheritance tax was one not on property, but upon its transmission
by will or descent, and that such tax was not invalidated or affected by the
incidental fact that the property passing was composed wholly of United States
bonds, exempt by express statute from all taxation, Federa, State, ard munic-
ipal.

Hence, tinder article 235 of the constitution of 1898, it matters not whether
the property of an estate is taxable or not-has or has not been taxed.

The next article withdraws from the operation of article 235 prop6rty which
has borne its just proportion of taxes prior to the time of the opening of the
succession, or, in other words, property which has been assessed, and the taxes
thereon paid. Ii the lawmaker had intended to include property exempt from
taxation, he would have said so. Nontaxable bonds can not be said to have
borne their just proportion of taxes, as they are exempt from such burden.
The lawmaker evidently referred to property subject to assessment and taxation
on which taxes had been paid prior to the time of the devolution of the inheritance.
Exemption from taxation is strictly construed, and can not be read into a statute
by Inference or implication.

Hence we are of opinion that the premium bonds and State bonds are subject
to the inheritance tax.

This case is direct authority for the placing of such securities in a
class by themselves and the levying of a special tax upon the right
of succession to them.

Some of the decisions dealing with State inheritance tax law are
based upon the principle that succession to property after the death
of the owner is not a natural right but a privilege given by the State
and one which the State might withhold in its entirety or to which it
may annex such conditions *as it pleases. This right or privilege is
not, of course, dependent upon Federal law. The foundation of
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such a levy by the Federal Government is its general power of taxa
tion, and the right or privilege of inheritance ok succession is a
proper subject for SQah taxation and one which has been" availed of
by many governments byway of death duties from the earliest times.
Knowlton 'v. Moore, 178 U. S. 41.

The conclusions upon this subject may be summ 'arized as follows:
1. Inheritance or succession taxes may be levied' upon estates

Which consist in Whole or in part of tax-free securities.'
'2. These taxes need not be uniform except geographically.

3. Such securities maybe classified according to whether or not
taxes have been paid upon them during the life of the owner.

4. A special tax may be levied upon the succession to securities
upon the income from which no taxes were paid during the life of
the owner, or during a certain period preceding his death, including
both those as to which payment of income tax was evaded and those
the income from which was exempt.
. 5. This tax may be exclusively upon this class of securities or may

be by the levy of an amount upon them additional to the levy against
the other class.

6. Since the theory of the classification is the equalization of the
tax burden, the additional tax should approximate as near as may
be the amount which would have been paid had the securities been
subject to the income tax-during the life of the owner, or during-a
stated period preceding his death.



LETTER FROM MR. A. W. GREGG, ASSISTANT TO THE SECRE-
TARY OF THE TREASURY, TO THE HON. W. Re GREEN.

.The letter from Mr. A. W. Gregg, Assistant to the Secreta-y of
the Treasury, is,,in part, as follows:

JANUARY 4,1924.
Hon. W. R. GmEEN, ' ..

Ohairman Ways and Means Committee,
Hou" of RepresenitaiWs.

MY DRB MR. CHAiwwA: priOr to its adjout iinient before the
holidays the committee requested that I prepare for the 'assistaee
of the committee a digest of the decisions and"airguinents affecting
the question of whether Congress has the power to levy a tax upon
the income from securities issued by States or political subdivisions
thereof. In accordance With that request the following is submitted.

Two questions will be considered, (1) whether the Federal Govern-
ment has the general power to lay a tax upon income derived from
securities issued by States or political subdivisions thereof; (2) in
the event that Congress may not lay a tax upon income from a such
securities, whether the income from any ob igation issued by States
or political subdivisions thereof may be taxed by the Federal- Govern-
ment.. The earliest decision of the Supreme Court upon the question of the
power of the United States to tax State instrumentalities is The
Collector v. Day (1870)i 11 Wall. 113. Under the Civil War income
tax acts a tax was assessed on the salary of Hay, a probate judge in
Massachusetts. He paid the tax under protest and brought action
to recover it. It was held by the Supreme Court that Congress had
no power to impose a tax upon the salary of a State judicial officer.
The court cited Dobbins v. Commissioners (1842), 16 Pet. 435;
McCulloch v. Maryland (1819), 4 Wheat. 316; and Weston v. Charles-
ton (1829), 2 Pet. 449, as establishing the proposition "that the
State governments can not lay a tax upon the constitutional means
employed by the Government of the Union to execute its constitu-
tional powers," and concluded that, on the same principle, the
United States can not tax the means and instrumentalities em-
loyed by the States, for carrying on their governmental operations.
he court's reasoning is indicated in the following passage (pp.. 125,

187):
It is admitted that there is no express provision in the Constitution that

prohibits the General Government from taxing the means and instrumentalities
of the States nor is there any prohibiting the tates from taxing the means and
instrumentalities of that Government. In both cases the exemption rests upon
necessary implication and is upheld- by the great law of self-preservation; as
any government, whose means are employed in conducting its operations, If
subject to the control of another and distinct government, can exist only at
the meroy of that government.

the means and instrumentalities employed for carrying on the
operations of their governments, for preserving their existence and fulfilling the
high and responsible duties assigned to them in the Constitution, should be left
free and unimpaired, should not be liable to be crippled, much less defeated, bT
the taxing power of another government * * .1 445'"
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This decision was followed in the cases of a judge of the superior
court of New York City (Freedman v. Sigel (1875), Fed Cas. No. 5989)
and of a State's attorney in Maryland (U. S. v. Ritchie (1872), Fed.
..Ow ~NO. 18168),

_ Vthe,'case. of'Po16ock .F raner's'Loan & Trust Co. (1895), 1'
U. S.' 429,' a bill by a stocldildei to enjoin tliedefendant corporation
(rom paying an into axe ta under 0q act ofAugust 16, 1894 (28 Stat.
309), it was urged that the act was W.ontitutiQnal on the grounds,
(1). that n .ppqsang a tax on the income or rents of real and personal
property, it imposed a direct tax upon the property itself, which was
void because not apportioned aorng, the States; (2) that in imposing
indirect taxes, it violated the constitutional requirement of uniform-
ity; (3) that in p g, i .tax upot inconie received from State and

m.uzczpod Ibondsi( e kcceded the conpstituioial powers of the Federal
.o9jjnment. Wji ' retere ice tothis third point, Chief Justice Fuller

~.Tl tu te property or revenues of the States or. their
lrum ptalities can nt. bp taxed, nevertheless the income derived from State,
.coufity,'and rjiuntcipal securities can be taxed. But we think the same want
6f'lo*6 td tax the property 'or revenues of the States or their instrumentalities
exists In, rttation toa taxiol the Income from their securities; and for the same
reason and~that reaoji is gImqn b.V Chief Justice Marshall InWeston v. Charles-
*n, 2 Vet. A49, 468, where, )e said: ' The right to tax the contract to any.extent.
when made, must'opeiate upon the power to borrow before it ih exercised, and
have a selqslble Influedfce on the contract.' The extent of this Influence depends
on the will of a distinct- government. To any extent, however inconsiderable,
it is a burden on the operations of government. • It may be carried to an extent
which shall arrest t em,entirely. * * * The tax on Government stock is
thought by this couit to be a tax on the contract, a tax on the power to borrow
money on the ceredlt 6r'the United'States, and consequently to be repugnant to
the Constitutioh.' Applying this language to these municipal securities, it is
obvious that taxation Qn the interest therefrom would operate on the power to
)orrow before it is exercised, and would have a sensible influence on the contract,adl that the' tax in question is a tax oin the power of the States and their instru-
mentalities to borrow money, and' consequently repugnant to the Constitution.

It is 'lear,"therefore, that prior to the adoption of the sixteenth
amendment Congress had no power to levy a tax directly or indi-
rectly, -upon seduriti~s issued by' States or a political subdivision
thereof.. There remains to be considered the effect of the sixteenth
amendment. .

The sikteeht, amendment provides that: "The Congress slUl
la.'ve pOwer to rJy and collect taxes on incomes, from Whatever
source derived, WIthout apportionment among the several States
and' without regard to any census or enumeration."

At'tie time the sixteenth amendment was being considered by the
legislatures of the several States it was urged by various writers and
public men that the proposed amendment gave Congress the power
to tax the salaries QI ofi cers and employees of tho States and the
income 'ro*h State and municipal securities. (See Foster, Income
Tax, p. -78 et seq.; Miner, The Proposed Income Tax Amendment,
15 Va. L. Reg. 737, 753; Hubbard, The Sixteenth Amendment, 33
'Harvard Law Review, '794.) The contrary view was urged with
equal strength. (See Cong. Rec., vol. 45, pp. 1694-1699, 2245-2247,
2539-2540, andRitchie, Power of Congress to Tax State Securities,
5 Aimi. Bar Assoc. Journal, 602.)

In the first case which arose utider the sixteenth amendment, the
case of Brushaberv. Union Pacific R. I. Co., 240 U. S. 1, the Supreme
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N a e, e roie suitby, a atoobo-lder,toregOr in: i , 4eni".qt Pjr-
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,19131 %on!"h groutd t~tit it was lunconatitistiwniL chi ipe
,,, .te, in ,thecoufso .upholding the validity.ofte a9t, , s4d (iA7,

It, 'is clear on the fateof'thid text that it, (the .amendment), does)'t't rt
to confer :power to. devy -income taxes.i nua generic sense----ia! n40 rity gklrly
.possessed and never questioned-or to limit and distinguish between one lrkind
*of icome taxes and another' but that the whole purpose of the amendment was
-to relieve all income taxes when imposed'from apportionment from a'considera-
'tion of the source whence the income was derived. Indeed, in the light off the
history which we have given and of the decision in the Pollock case and'the.
ground upon which the ruling in that case wa. based, there is no escape from the
conclusion, that the amendment was drawn for the purpose of doing away for the
future with the principle upon which the Pollock case was decided; -that; Is,i of
determining whether a tax on income was direct, not by a consideration of the
burden placed on the taxed Income upon which it directly operated,'butity
taking into view the burden which resulted on the property from which the
Income was derived, since in express terms the amendment provides, that income.
taxes, from whatever source the income may be derived, shall not be subjected
to',thereguation of apportionment. * * *

Indeed, from. another point of view, the amendment demonstrates that no
such purpose was intended and on the contrary shows that it was drawn witJ- the
object of maintaining the limitations of the Constitution and harmonizing their-
operation. -'*' * *

* *1 * ,The purpose was not to change the existing interpretation ex. pt.
to the extent necessary to accomplish the result intended; that is, the prevention.
of the 'resort to the sources from which a'taxed income was derived, in 4rder

,to cause direct tax on'the, income to be a direct tax on the source, itself and
thereby to.take an Income tax out of the class of excises, duties, and impgsts.

rand place it in the class of direct taxes.

Again, in Stantonv. Baltic Mining Co. (1916), 240 U. -S. 103,ian
aetion-:in form similar to the Brushaber case, Chief Justice °White
said. in upholding the constitutionality of the same act (p. 112):

* * * But aside from the obvious error of the proposition intrinsically
considered, it manifestly disregards the fact that by the previous ruling it was
settled tMatflthe provisions of the sixteenth amendment conferred no new power of
taxation, but siply prohibited the previous complete and plenary power of'
income taxation possessed by Congress front the beginning from being taken out
of the category of Indirect taxation to which it inherently belonged and being
placed in the category of direct taxation, subject to apportionment by a con-
sideration of the sources from which the income was derived; that, is, by testing
-the tax not by what it was-a tax on income, but by a mistaken theory deduced
from the origin or source of the income taxed. Hark, of course, in saying this
we are riot here considering a tax not within the provisions of the sixteenth
amendment; that is, one in which the regulation of apportionment or the rule
of uniformity is wholly negligible, because the lax is one ent ii'cly beyond the scope
of the taxing power of Congress and where consequently no authority to impose
a burden either direct or indirect exists.

Similar dicta occur in Eisner v. Macomber (1920), 252 U. S. 189,.
204, and in Peck & Co. v. Lowe (1915), 247 U. S. 165.

Although it appears that in none of these cases was it necessary
to pass upon the issue, itissignificant that the court saw fit to announce-
in each ol them that the amendment did not extend the taxing power
of Congress to cover any new subjects.

The opinion of Evans v. Core (1920), 253 U S. 245, throws a more
direct light upon the views of the Supreme Court regarding the scope.
of the sixteenth amendment. The action therein was brought by
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a United States district judge, appointed in 1899, to recover a tax
paid upon his salary under the revenue act of 1918 (40 Stat. 1062).
His chief contention was that the effect of the act, in impoemg a tax
on his salary, was to diminish his compensation, and that to this
extent was repugnant to the third article of the Constitution, pro.
hiding that his salary should not be diminished during his continuane-
in office. The court came to the conclusion that the prohibition
prevented diminution by taxation, and the court, after reciting the
history of the adoption of the sixteenth amendment, concluded:

True, Governor Hughes, of New York, in a message laying the amendment
before the legislature of that.State for ratification or rejection, expressed some
apprehension lest it might be construed as extending the taxing power to Income
not taxable before; but his message promptly brought forth from statesmen who
participated in proposing the amendment such convincing expositions of its
purpose, as here stated, that the apprehension was effectively dispelled and
ratification followed.

Thus the genesis and words of the amendment unite in showing that It doe
not extend the taxing power to new and excepted subjects, but merely remove
all occasion otherwise existing for an apportionment among the States of taxei
laid on income, whether derived from one source or another. And we have sc
held in other cases.

In conclusion, then, it is evident that, since the ratification of the
sixteenth amendment, the Supreme Court of the United States, in
dicta and decision, has consistently adhered to the view that the
amendment does not extend the taxing power of Congress to new oz
excepted subjects. Prior to the adoption of the sixteenth amend.
ment, it was established that, in general, income from State and
municipal bonds was exempt from taxation by the Federal Govern.
ment. In view of these two lines of decisions it appears evident to
me that, in the absence of a constitutional amendment, a tax upon
the income derived from State and municipal securities would be
held by the Supreme Court to be beyond the constitutional powers
of Congress.

Respectfully, A. W. GiEoG.

BEST AVAILABLE COPY



LE'ER FROM MR. WILLIAM L FRIERSON, FORMER SOLIM.
TOR GENERAL OF THE UNITED STATES, TO THE HON.
JAMES M. FREAR.

[Reprinted from the O0oNaszoNAL. RzCORD, February 9, 1924, page 2338.1

CR, ATANOOGA, TENN., December 20, 1923.Hon. JAME~S M. FREAR,
House of Representatives, Washington, D. 0.

DEAR MR. FREAR: I am in receipt of your letter of December 17,
evidently referring to a conversation which I had recently with
Senator Shields. 71 did not, however, state that the case of Evans v.
Gore is authority for the statement that so-called tax-free securities
can not be reached for income-tax purposes. I did say that while I
have not given the subject serious consideration, if my argument in
Evans v. Gore had been successful and the dissenting opinion of Mr.
Justice Holmes in that case had been the opinion of the court, I
would have little doubt that the income from such securities could
be included in taxable income. The majority opinion in that case,
however, makes the question more doubtful.

So far as obligations of the Federal Government which may be
issued in the future are concerned, there can be no doubt of the power
of Congress to make income from them taxable. The question, I
presume, in which you are interested is the power of Congress to
treat State, county, and municipal bonds, or rather the income from
them, as taxable income.

Of course, it is settled that bonds of this kind as such can not be
taxed by the Federal Government, and I think it is equally true that
the income from them as such can not be taxed.

There are, however, two recent decisions of the Supreme Court
which I used in Evans v. Gore and which I think have established a
principle which may mpake it possible for Congress in levying a
general income tax to require income from such bonds to be included
in gross income as the basis for arriving at the taxable net income.
I refer to U. S. Glue Co. v. Oak Creek, 247 U. S. 321, and Peck &
Co. v. Lowe, 247 U. S. 165. The first of these cases involved a State
income tax, and the question was whether in computing net income
profits derived from transactions in interstate commerce could be
included. The second involved the question whether in computing
taxable income under the Federal statutes profits derived from the
business of exporting goods could be included.

Of course, it was clear that no State could levy a tax whiu' Tould
be a burden on or amount to a regulation of interstate commerce.
And it was equally clear that Congress was expressly prohibited by
the Constitution from taxing exports. The court, however, held in
these cases that when the State taxed merely the net income of a
person or corporation the net profit derived from interstate com-
merce constituted a part of the taxable income, and that including
net profits derived from the business of exporting as a part of the
taxable income for Federal purposes was not a violation of the pro-



vision against taxing exports. In the latter case the court said,
speaking of the tax: "It is not laid on income from exportation

. ibcaae ,of i, source, o ,Wa discrjmjnttiye wy,,b, tj ut .as,it isliid On, oi r inc6xne,. "Thelv ) rd o " 2it'ii) oris

or accruing from all sotices.' Thie is tib ,li~riiAiino. .i most,
exportation is affected only indirectly and remote'ly." "

lhe principle thus established seems to be that a; general tax upon
net income is not a tax upon thesources from which particular parts of
the income are derived. I thought that this principle controlled
Evans v. Gore. If the court had agreed with me, I would have
little doubt that it applied to income derived from so-called tax-free
securities. I am, however, in some doubt as to whether this con-
clusion follows in view of the decision in that case. I am not con-
vinced, however, that that decision settles the question against the
Government. I think it can be distinguished from the question you

* are now considering. In Gore v. Evans the specific provision of the
Constitution invoked was that which forbids the diminution of a
judge's compensation during his term. The court reached the con-
clusion that to tax a judge's salary, even treating it as a part of his
net income when the tax levied by the Government which paid'hissalary, was a substantial diminution of the salary. Having reached
this conclusion, Mr. Justice Van Devanter distinguished Gore v.
Evans from the cases I have referred to, upon the ground that the
Constitution expressly forbids such a diminution.

The Constitution contains no express mention of State or municipal
securities. As a matter of construction, it has long been settled that
securities of this kind, as such, are not taxable by the Federal Govern-
ment, because the Constitution does not permit the Federal Govern-
ment to tax the governmental instrumentalities of the States, and
neither does the Constitution contain any reference to the power of
the States to tax interstate commerce. The conclusion that this
can not be done was reached through a construction of the clause
giving Congress the power to regulate interstate commerce. There
is an express prohibition against the taxing of exports, but, as I have
stated, the court has held that the taxing of all of a main's net income
which includes some income derived from export business is not such
,a tax as violates this provision. I can not see any reason why the
same principle does not apply to income derived from State and
municipal bonds. The difficulty seems to be in reconciling this con-
clusion with the decision in Evans v. Gore. The doubt in my mind
is whether the court would hold income from such securities falls' in
the class of cases controlled by the two cases I have referred to or by
Gore v. Evans.

As stated above, I have given this question no serious consideration,
but have nierely given you the impressions made on my mind when
I was preparing tihe argument in Evans v. Gore. 'I tli'nk, however,
that the question is one well worthy of careful consideration.

Yours truly, WM. L. FRIERSON.

APPNDm450



TAX-FREE v. TAXABLE BONDS.

IReprinted from a chart of THE BOND Buyz , of New York.)

Income from certain United States Government, State, and municipal bonds
is exempt from the Federal income tax, rate of which, for 1923 income, ranges
from 4 per cent to 58 per cent, according to amount of income. This table
has been compiled to indicate the approximate yield which taxable bonds must
return to equal the return from tax-free bonds yielding from 3 per cent to 6
per cent.

Example: Individual with income (subject to surtaxes) of about $50,000 pur-
chases taxable bonds yielding 6.52 per cent, the income from which is subject,
in his hands, to a normal tax of 8 per cent and a surtax (on income between
$50,000 and $52,000) of 23 per cent, or a total of 31 per cent. Deducting the
tax, his income from this bond is reduced to 4.50 per cent. In other words,
for this person a tax-free bond yielding 4.50 per cent would be equivalent to a
taxable bond yielding 6.52 per cent. In the table below the top line or row of
figures represents yield (or basis) from tax-free bonds. In columns below is
shown equivalent yield from taxable bonds when income (total amount subject
to surtaxes) corresponds to amounts shown in extreme left-hand column.

This table is offered as a guide to assist the purchaser of bonds to choose intel-
ligently between taxable and tax-free investments. It is computed on the
theory that any change in an individual's taxable income resulting from a switch-
ing of investments from a taxable to a tax-free status, or vice versa, is effective
at the highest brackets or the "top" of his income and, hence, the highest surtax
rate has been applied in computing these equivalent yields. Because of the
change of tax rates from year to year, it is useless to attempt an exact com-
putation of the value of tax exemption over a series of years and for this reason
we believe the chart is sufficiently comprehensive to serve the purpose for which
it is intended.

Chart showing the effect of Federal income tax on yield from tax-free and taxable
bonds in 1923.

Income subject to 3
surtaxes between-

Per
cent.

$10,000 fnd $12,000..., 3.33
$20,000 and $22,000.. .1 3.57
$24,000 and $26,000 ... 3.66
$28o00 and $30,000... 3.76
$32,00 and $30,000... 3.89
$40,000 ld $42,000.. 4.05
$44 and $40,000.:. 4.17
$10,000 and $52,000... 4.35
$64,000 and $50,000..., 4.47
$60,000 and $62,000... 4.68
$64,000 and $60,000... 4.84
$70,000 and $72,000..4 & 08
$74,000 and $76,000...i & 26$80,000 and $82,000-.... 5.65
$84,000 and $W,000...I &.77
So O0 and $92,000...1 6.12
$94,000 and $9,000-..,6.38
$100,000 and $150,000 16. 82
$150,000 and $200,000.1 & 98
Over $200,000 ........ 17.14

31

Per
cent.
3.89
4.17
4.264. 37
4.54
4,73
4.86
5.07
5.22
5.48
6.65
5.03
6.14
6.48&. 73
7.147.45
7.0
& 15
&.33

31

Per
cent.
4.17
4.46
4. 74.09,
4.87
5.07
. 21
5.436.60
6.86
6.05
6o.37
6.58
6.91
7.22
7.65
7.98
.62

8. 72
8.93

4 4J 4 I 4J 41 41 41 5

Per Per Per Per PerI Per Per Per
cent. cent. cent, cent. cent, cent. cent. cent.
4.44 4.72 4.861 6. 5.14 5.28 5.42 6.56
4.70 &.00 &.21 6 550 6.65 6 6.95
4.88 5.18 .34649 5.64 5.79 695 6.106.00 6.31 6.6 .62677 6.93 &062
6.19 6.61 .67 5 .84 6.00 6.16 6.32 6.49
6.40 6.73 6.90 607 6.24 6.41 668 6.76
6.6 6.90 6.07 42 6659 6.77 6.94
5.80 6.16 6.34 0.52 6.70 6.88 7.01 7.25
5.97 0.34 6.62 671 6.89 7.08 7.27 7.46
6.25 6.64 6.83 7.03 7.22 7.42 7.61 7.81
6.45 0.85 705 720 7.46 '7.66 7.86 K.06
0.78 7.20 741 7.62 7.81 8.04 8.25 8.47
7.01 7.45 7.67 87.80 811 8.33 855 8.77
7.40 7.86 8 09833 8.508.79 9.02 9.25
7.68 8.16 M0 K65 8.89 9.13 937 9.62
8.16 8.68 &94920 9.45 19.70 995 10.20
8.61 9.04 9.31ji.6M9.841 10 1036 10.62
9.I0 9.66 9.94 1 0..22 1050 079 107 11.36
9.31 9.89 10.18 10.47 10.76 11.05 11.34 11.63
9.53 10.12 10.42 110.72 11.02 11.32 11.62 111.92

6

Per
cent.
6.67
7.14
7.31

7.79
8.11&XI
8.69
&ae
9.37
9.68

10.17
10.63
11.10
11.62
12.25
12. 77
13.65
13.95
14.29
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