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MONDAY, MARCH 12, 1984

UITrW STATES SENATE,
oMM ,x OF FINANCE,

Wva yingtof, D.C.The committee met, pursuant to call, at 10 aan., in room 312, Sen-ate Office Building, Senator Pat Harrison presiding.Present: Senators Harrison (chairman) George, Walsh Barkley,Connally, Gore, Costigan, Bailey, Clark, kcAdoo Byrd, Lonergan,Reed, Couzens, Keyes, Metcalf, La Follette and Walcott.
The committee had under consideration A.R. 7835.The CEAEMqAN. The committee will come to order. I would liketo state to those who appear before the committee that we are goingto have three mornings of hearings. There are many witnesses,conseuently everyone must be very brief. If you have a brief tofile, with a short statement, we wil appreciate it.
We have copies of the hearings that were conducted before theWays and Means Committee. We are going back into executivesession, vour briefs will receive consideration, and I hope the wit-nesses will cooperate with the committee and make their explanationas short as possible. If there is anyone in the audience now whomerely wants to file a brief, you may do that, thus saving your time

and the committee's time. *

GENERAL STATEMENTS
Mr. David A. Gaskill, Cleveland, Ohio, representing the Cleveland

Chamber of Commerce.

STATEMENT OF DAVID A. GASKILL, CLEVELAND, OHIO, REP-
REETING THE CLEVELAND CHAMBER OF COMMERCE

Mr. GASKILL. First, as to taxation of rains and losses, sections 117and 28 (j). The bill as it passed the House contains provisions tothe effect that losses may be deducted only to the extent of 'ins.That, as a revenue producer, should be efficacious, because unques-tionably large amounts of losses are deducted, with the resulting
ecreasein t e tax. It is noted, however, that in a case of a sale thatis made in December at a loss there may be no benefit from that loss;yet a gain maybe realized from the sale in January of the next year,with the result that that gain would be subject to taxation. We makethe sufkestion that the excess of losses over gains be carried forwardto offset gains, if any, in the succeeding years. That would not re-duce the income that is applicable to the year 1984. It would affectthe income from tax returns filed covering the year 1935..
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There is also a plan in the bill to tax the amount of gain, or to
determine the amount of the gain, by reference to the period during
which the property was held. In the case of property that is held
2 years or more, they would tax 60 percent of t-he gain and allow 60
percent of the loss. Our organization takes the position that that
would unduly tax pro rty held just over 2 years and would serve
to prevent sales, there y permitting security prices. We feel that
the present plan of making the dividing date 2 years, 121/. percent
of the gain, when the property is held-more than that, is preferabl,
to the plan as contained in the bill as it passed the House.

Senator REED. You realize that the present plan gives no relief to
the smaller taxpayer, do you not?

Mr. GASKILL. 2o; I don't understand that it gives no relief to him.
He gets a benefit from his gain. It is true he does not get as much
relief as the more wealthy taxpayer.

Second. Personal holding companies, section 102. .he bill, as
passed by the House, contains a provision to tax the undistributed,
adjusted net income of personal holding companies.

lie CHAIRMAN. I hope the experts will make a note of these objec-
tions, so the committee can get the benefit of them. Then we can
give them consideration.

Senator REED. As to personal holdings?
Mr. GASKILL. As to personal holding; yes, sir.
Senator REED. What is your point about that I
Mr. GASKILJ. That while in its endeavor the plan is all right, if

personal holding companies are used to escape taxation, some rea-
sonable measure to prevent it is satisfactory, but the provision as
passed by the House would seem to place a burden upon companies
that I do not think the House ever intended to punish.. For example,
if a coal-mining company which had leased its property, and there-
fore had its income from royalties of debts, or a bond issue. it might
be subjected to that penalty.

The CH.AIRMAX. You would not apply that to future loans, would
you, but just on past-due obligations?

Mr. GASKILL. I think it should be made to apply to past loans, sir.
The CHAMRT&A. To past loans?
Mr. GASKILL. Yes. An office building which was required to re-

habilitate its building, to use earnings for capital repairs or replace-
ments, might be subjected to the provisions of it. A number of
companies, I understand, in these times, have debenture issues out-
standing. or bond issues, which deprives them of the right to pay
out dividends until they have paid their debts. It would make those
companies subject to this provision.

The CHAIRMAN. I may say to you that the committee is giving
that consideration. Those suggestilons have already been made.

Mr. GASiKLL. Thank you, sir.
The next. as to exchanges and reorganizations: The bill, as passed

by the House, took out the so-called "parenthetical clause ", and
limits the definition to statutory mergers and consolidations. We
take the position that with that eliminated, the bill is now indefinite.
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and a substantial amount of litigation will be necessary in order to
find out just what is and what is not a statutory consolidation or
merger.

The CHAIRMANI. You do not think this simplifies any proportion
of reorganization?

Mr. UASKILL. I do not, sir. If the present provision is objection-
able-and I do not think it is; but if it is-I think they should at-
tempt to substitute the omission. When you are planning a reor-
ganization-and reorganizations are quite necessary in these days-it
is necessary, as far as possible, to know in advance what your tax
liability is going to be, and I am afraid that lawyers and account-
ants and business men will have great difficulty in finding out
whether their reorganization is going to be taxable or nontaxable,
under the bill as drawn.

Second, the House has taken out the provision plrmitting a tax-
free distribution of stock in connection with a reorganization. That
may be necessary and feasible in a few instances to prevent tax avoid-
alice, and that is the reason it was taken out. However. it will
unduly interfere in a great number of legitimate business transac-
tions.4 For example, it is sometimes necessary to split off a branch
of the business into a separate corporation and to give the stock of
the new corporation to the stockholders of the ol corporation. That
is what that provision was in there for. It is quite often necessary to
employ just such a reorganization. Clearly. in such a case as that.
that is. the ordinary instance-there is no lewnt of tax avoidance.
There should be no tax upon the stockholders because of the receipt
of their stock, as they get no cash out. of which they may pay a tax.

We also question "whether there has been as mih av"oidance, by
virtue of the provision, as is claimed in the report of the Ways and
Means Cominnttee. The repoFt that was submitted by the Sibcom-
mittee of the Ways and Means Committee contains eer'ain example.s.
There are three 'of them.-and they relate to those. Example no. 7
on this, in our opinion, is not correct. It states that there is no
tax in that case. We think that there is a tax in that case. The
other two are cases where we do, not think there should be any tax
anyway-simply paper profits. where you have no money with ivhieh
to pay a tax; and we take the position in that case. no tax should b!
paid. The brief that I will leave with the committee discusses that
at greater length.

Next, "Consolidated returns." Our organization takes the posi-
tion that the additional 1-percent premium for filing consolidated
returns is not justified.

TIhe CHA IMAN. They would rather have that than the prevention
of consolidated returns, though, would they not?

Mr. GASKILL. Well, we haven't regarded it as a trading proposition.
The CHAIRMAX..If the two propositions were put up to you. as to

whether you were going to accept that provision and were willing to
carry o'th.that provision, or one abolishing consolidated returns,
which do you think would be preferable?

Mr. GASRILL. We should rather have it as it is now. sir. But at
the same time we feel that the provision to abolish' consolidated
returns would not be fair either to the Government or to the taxpayer.
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Distributions in liquidation, section 11b (c). The bill, as passed
by the House, provides that distributions in liquidations, if they
result in a gain, shall be taxed at the full normal and surtax rate
without regard to the time when the stock is held. Our organiza-
tion takes the position that in a distribution in liquidation you have
the essential equivalent of an exchange. It resembles that more
than anything else, and we feel that there is no justification for
taxing it at the full rates. However, the bill provides that in case a
loss is realized upon a reorganization, that is subject to the percent-
age arrangements, as in the case of gains. In other words, if a man
held stocks in 2 corporations for 5 years, and he had a gain on one
and a loss on the other, in his' same return and for the same year he
would be required to pay 100 percent on the one-that is, the full
tax-and the other he could only deduct from that gain 40 percent
of it. That, I think is obviously unfair, and if you are going to
treat gains from realizations from liquidations in one way, losses
from realizations from liquidations should be treated the same..

The bill as passed by the House extends the statute of limitations
on assessments from 2 years to 3. Our organization takes the posi-
tion it should be 2 years; that the uncertainties of tax liabilities are
difficult and a regretab'? incident of our income-tax- laws, and that
they should not be further extended. They seem to be auditing
returns and getting along very well on the 2 years. They are caught
up with them after a fashion. There is some delay, of course, but we
think that after a year it would be all just the same as if it were 2
years. If it is true that sometimes it is necessary to execute a
waiver and extend a case beyond the 2-year period, that is not a
hardship upon the taxpayer or the Government in particular cases.
I think that it takes care of that situation very nicely.

The same is true of refunds. We agree with the provision that
the period of limitations upon refunds should be the same as limita-
tions upon additional assessments. We would make this suggestion,
however, that that same principle be extended further and that a tax-
payer be given the right to file a claim for a refund during the period
where the Government has an..additional period in which to make
additional assessments: for example, where it is necessary to give
a waiver-and I think those -waivers are more often really at the
suggestion of the Treasury, rather than at the suggestion of the tax-
payer-but during the period where the statute of limitations is still
in force, by reason of a waiver, we think a taxpayer should have a
right during that period to file a claim for refund. The same thing
is true during the period that follows the issuance of a 60-day letter.
where the Treasury has an additional 60 days within which to make
an assessment. During that period the Treasury could send out'a
letter at the last moment, just before the statute of limitations ex-
pired, and during that period could make an additional assessment.
and the taxpayer could not obtain a refund of these though he filed
a petition with the board, because the filing of the petition under the
new bill would be after the date when he might claim a refund.

On the tax-rate structure we take the position that the new plan
of decreasing the normal tax and increasing the surtax, or, rather.,
extending it io the lower brackets, is unjustiffed. Admittedly, it will
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produce more revenue. We think that the income, having once been
taxed to the corporation, is deserving of a higher exemption than 4
percent when again taxed in the hands of the shareholders.

Interest on money borrowed to purchase tax-exempt securities, sec-
tion 28 (b). That affects banking institutions and denies them the
right to deduct interest paid on depoits when the deposits are used
in carrying tax-free securities. We draw attention to the fact that
it is difficult or impossible to ascertain whether particular moneys
are used, whether it is the capital of the bank, or whether it is the
deposits that are used for the'purchase of these taxable securities.

Senator WALSH. Hasn't that subject been dealt with by the
committeeI

The CHARMAN. The committee has not finally passed on it, but
that matter has been presented, and we are giving it consideration.
We will be glad to get our bref on that Mr. Gaskill.

Mr. GAsin. This J* between members of a fam-
il: We think tht t" as contained in the
bill passed by, it' would interfere with
legitimate t ...... ... i .e same family, at
most I think b l to a madu -iiwife, or perhaps
to a man in or r, but io ers and sisters,ancestors.'d al descn ea ewe4by MbiU which passed
the Houp t°&p 'I*.

I hava". t ui .p only mie. e. The restwill be ,, do not wa~:Qcoc upon
the thn Fot ,' cF not upon

ttnetax O taxedprop-
erty." nadea contains an
taxation , eh de perty from

after an , of estate s to e at
from tax d taxed in the
estates of tthin a of A& ailn the way the
present lawh. it is possi ent to die, then
another dece i die 9 years afterthe first, and yI t d • t from taxation. It
is entirely proper t 'it it to 5 years. How-
ever,the way the bis the House, it is possible
for the third decedent to die wi in, say 3 years or even 2 years from
the time of the death of the first one, and you would tax it again.
It is a matter of draftsmanship.

Senator CoxNALLY. It would be inherited again, would it not?
Someone else would get it, wouldn't he?

Mr. GASKILL. Yes, sir; but the property would be taxed more
than once.

Senator CONNALLY. We are not taxing the property. We are
taxing the person that gets it.

Mr. GASKILL. You levy a tax on the decedent's estate.
Senator COwNALLY. Surely. He takes it, charged with that.
Mr. GAS*IcL. But the point I am making" is that under certain

conditions, the way it is now, it is possible for the same property to
be taxed, or the tax computed upon the same property more than
once within 5 years.

Senator CoNNALLY. Why not ? If there is more than one death mi
5 years, why should we not tax it more than once?
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Mr. GASOILL. That, of course, would represent practical confisca-
tion of property.

Senator CONNALLY. We are not dealing with confiscation.
Senator CLARI. We are taking the property inherited.
Senator CONNALLY. That is the trouble with a lot of you tax fel-

lows. You look on a dollar as the only thing in the bill. We are
taxing the man's right to inherit it or to transmit it, which is a privi-
lege. If it vests 2 or 3 times, we should tax it "2 or 3 different times.

Senator REED. It is a very unusual case, is it not, when two succes-
sive inheritances occur within the 5-year period.

Mr. GASKILL. I do not think it is, sir. For instance, there may be
an elderly couple. The man dies, then the wife; and when the wife
dies, it wold be inherited by the son. Then, if the son should dia;
there would be a. double imposition of the Federal estate tax within
a l)eriod of a few years. It is not often, but our organization thought
that the bill. as it l)assed the House, had no intention of assessing
two taxes in the event of the contingency stated.

Senator REED. The committee hasn't reached that, however, in its
study of the bill. In fact, what the House does is to permit only
one tax-free inheritance; isn't that so?

Mr. GASKILL. Within 5 years.
Senator RED. Within 5 years?
Mr. GASxILL. That is right, sir. I have a report of our committee

which I desire to present at this time for the record.
The CHA1RMAN. Thank you very iiauch, Mr. Gaskill.
(The report referred to is as follows:)

To the Bottrd of Dire'tors the Ch-ICLTtd Chamiber of Comtmerce:
GENTLEMEN: Your committee on Federal taxation has given consideration to

the revenue bill of 1934, iT.R. 7835, as pasted by the House of Representatives
on February 21, 1934.

The report. of the Oommittee on Watys and Means acconiplmying II.R. 7835,
states that the " primary pu'poe of the bill is to increase revenue by pre-
vention of taix avoidance." Your committee Is in favor of any changes in the
Federal tax laws which will serve to prevent unjust avoidance of the tax. It
is thought, however, that the Committee on Ways and Means, under the guise
of preventing "tax avoidance ". has endeavored to raise more money from the
income tax by means unjust to Anierlcan taxpayers.

The yield of the Income tax necessarily varies with the prosperity of the
country and the reduction in this yiel comes at a time when tile need for
Oovernnent revenue is the greatest. It is thought, however, that the revenue
requirements do not Justify an unfair and unjust income-tax burden uponl
certain taxpayers. The report of the Committee on Ways and Means states
that the revenue bill and certain change. in administrative practice will pro.
duce additional revenue it the amount of $258,000,000. If it is necessary to
raise this additional amount to pay for the activities of Government, Congress
should have the courage to provide the money from other sources.

The occasion for the views so stated will lie apparent from the comments
made below concerning certtailn of the prolm)sals now contained in the revenue
bill of 1934.

1. TAXATION OF GAINS AND) LOSSES

The congressional committee has recommended that gaiiis front the sale of
property be taxed, but that losses from such sales be allowed only to the extent
of gains. This proposal would require' a payment of tax If a taxpayer's gains.
exceed his losses; but if the losses exceeded the gains, the taxpayer would not
be allowed to deduct the excess losses from his ordinary Income. Thus a tax-
payer may be called upon to pay a substantial tax upon his ordinary income
without receiving any deduction for genuine losses lie has sustained from the.
sale of property. If Congress has been correct in its assumption that gains
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front sales represent Income, then losses from sales should represent deductions
from income. The one-sided arrangement now proposed by the congressional
committee Is obviously unfair.

The congressional committee has also recommended a plan to determine the
amount of the profit partially by reference to the period luring which the amet
was held before sale. Tile percentage of profit to be taxed depends upon the
period of time during which the property was held. ranging from 100 percent
if the asset has been held for not more thm 1 year to 40 pereelit if the property
has been held for more than 5 years. Previous plhtns based upili the same
theory have been rejected by Congress and the present plt likewise should
be rejected. If, under this plan, all as.,et is held more than 2 years before the
sale. but not less than 5 years, 6) itreent of the profit would be taxable at the
full rates of normal atnd surtax. ('onsiderilug tit lrestnt anl prolmsted high
rates, such a provision in mayt. camses would prevent the s-itle. Moreover, it is
believed that the luan would tend t, coiulplieate lreliaration of Income-tax
returns. The present pliai of taxing s.uch " pit"l gaiuis" tit t iltt I'lte of
12% percent. while, perhaps, not IIe'&(fet, seems preferable tu the ot proposed.

In the event that the plan for taxing gapis as set forth ilk tile 'evennle bill
is adhered to by Congress. provision should be mnade to the etfect that losses
in excess of gains, which are disallowed for any yoar, could lie deducted from
similar gains realized during 2 or 3 scv'ew4ling years. This privistit would
lend some measure of justice to an otherwise unfair provision of the law.

". KXCIIANOES AND REOROANI?.\TIONs

III the vilrlolls reel ue acts s1n.e 1918 Congress hats eitleavtl rI to Irevent
the injustice that would necessarily result if taxpayers were called upon to
pay an Income tax in cash from theoretical or paper profits resulting from
certain specified types of exchanges of property such as a substitution of stock
or securities upon the reorganization of a corporation. ProvisIons to this effect
have undergone a constant t improventt. These same provisions have pre-
vent( I the claiming of losses upon such transactions. Tle theory of the
present laws, developed after years of effort, is that the profit or loss is deferred
in such cases until there is some actual realization upon wliclh a tax could
be equitably based.

The new revenue bill proposes to restrict the definition and scope of so-called
"corporate reorganizations" which have heretofore been excluded in determin-
lug gain or loss. The questions so presented are extremely technical, and a
detailed discussion will be avoided. Your committee has considered these pro-
visions in detail, however, and has reached the conclusion that the proposed
change is a backward steP. It Is thought that tie provisions of tile present
law do not permit tax .avoidance to any considerable extent, and that the Com-
mittee on Ways and Means has been misled in conclusions to tile contrary.
Hypothetical cases set forth in the report of the subcommittee of the Com.
mittee on Ways and Means present Instances which are not likely to happen
and which, moreover, do not present any real injustice to the Government.
Hypothetical cases 6 and 8. upon which one of the changes is based, dis.
closes a misunderstanding of the present law and are incorrect.

It is also pointed out that the change proposed in the definition of reorgani-
zations will bring about great confusion in the Interpretation of the law, and
that the application of the provision to specific instances will result in extensive
litigation with the Government.

Generally speaking, the changes proposed will prevent the consummation
of transactions which are entirely proper and which In fact are necessary and
advisable during a period of reconstruction. The prevention of such transac.
tions does not produce any revenue for the Government and creates unreason-
able interference with the proper transaction of legitimate business. If it is truo
that present provisions have permitted "avoidance" of tax in rare instances,
there is still not 6&caslon to punish the great majority of innocent taxpayers
who have dealt fairly with their Government.

3. TAX-RATE STRUCTURE

The bill proposes to increase the surtax and to lower the normal tax. No
saving in tax, however, is intended for any class of taxpayers, except that an
earned-income credit is provided. Changes in th6 rate structure are intended
to increase the tax rate applicable to dividends subject only to surtaxes. This



8 REVENUE ACT OF 1934

is done by a rather ingenious extension of the surtax rates which apply not
only to dividends but to other income. The increase in the surtax is intended
to counterbalance tlye reduction of the normal tax rate, with the result that a
salaried man and a taxpayer receiving ordinary income will pay substantially
the same amount of tax as under the present law.

Dividends have been exempted from the normal tax on the theory that the
corporation has already paid one tax, and that double taxation is avoided
to some extent by exempting the dividends from normal tax. There is an
injustice even under the present law, since the corporation rate is 138% per-
cent and the highest bracket of normal tax is 8 percent. The proposed change
would reduce this saving to 4 percent bX prescribing a fiat 4 percent normal
tax rate. The difference between this and the corporation rate is 9% percent.
Your committee sees no reason for discriminating to this extent against incor-
porated business. Taxpayers who transact business in the corporate form
should not have this unjust additional burden thrust upon them.

4. 0ONSOUDATED R TTRNS

The bill proposes to require an additional income tax of 2 percent for the
"privilege" of filing consolidated returns. Your committee sees no Justifica-
tion for this proposal. Consolidated returns are necessary in many cases to
reflect properly the net income of a consolidated group of corporations. In view
of the complex structure of our State laws, it is now necessary for many
incorporated businesses to have branch or subsidiary corporations. There
appears to be no Justification for the increase thus proposed.

It should be noted that in the act of 1932 an additional tax of three fourths
o:f 1 percent was imposed upon consolidated net income, ahd this additional
tax was increased to 1 percent by the National Recovery Act. Your com-
mittee, accordingly, is opposed to the provisions contained in the present law
and believes that, in no event, should the tax on consolidated returns be
increased.

5. PERSONAL HOLDING COMPANIES

The revenue bill proposes a tax of 35 percent upon the "undistributed net
income" of "personal holding companies."

The report of the Committee on Ways and Means upon which this provision
is based, appears to assume that personal holding companies are utilized for
the prevention of surtaxes oA the shareholders. If such is the case, a reason-
able measure to prevent the practice is Justified, although it is thought that
penalties in the present laws for the most part have been effective in dis-
couraging it. It is thought that the proposal made by the congressional com-
mittee to cure the alleged evil, while perhaps efficacious for that purpose,
if the evil exists, by its terms will serve to impose a severe hardship upon
corporations for outside the class of those sought to be penalized. For
example, if a coal mining company having five stockholders had leased its
property to others and was required to use its lease income for payment of
debts or a bond issue, previously contracted, the corporation would be subject
to a 35 percent tax upon the greater part of the income applied to the
payment of debts. A mortgage company whose income consisted almost entirely
of "interest" and which was required to make capital expenditures upon
properties acquired at foreclosure or which had found it necessary to pay
off prior indebtedness against property, might be required to pay to the Gov-
ernment a tax of 35 percent upon such capital expenditures. A corporation
owning and operating an office building or apartment houses, which derived
its income from "rents ", might be required to pay to the Government 35 per-
cent of expenditures made by It for necessary capital Improvements and for
debt payments. It has been stated that certain corporations which would
fit the definition of "personal holding companies" have been required by
creditors or are required by. provisions of bond issues to pay off debts before
any dividends can be paid to stockholders. This provision of the proposed
bill might well bankrupt such corporations. Certain holding companies find it
necessary to make advances to their operating subsidiaries out of dividends
received from other subsidiaries or from investment earnings, and the pro.
posed provision, in effect, would require a heavy tax upon such advances.
A patent licensing corporation, deriving its income from "royalties ", might be
effectively prevented from making capital expenditures which were vitally
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necessary for its business and for the business of its licensees. Examples of
absurd results might be mentioned. In fact, it is probably impossible to
determine by legislative enactment just who is and who is not obtaining a
tax advantage from a holding company. A definition in the law which would
probably penalize one personal holding company for tax avoidance, might well
apply to another corporation which the legislators have no thought of reaching.
It is thought that no intrinsically accurate or just rule can be provided to fit
all cases which would be an improvement upon that contained in the present
revenue laws.

The present law provides a severe penalty for an unreasonable accumulation
of profits to avoid surtaxes. It would seem that we have adequate tribunals
to determine whether the accumulation has been unreasonable and as to
whether surtaxes have been avoided In particular cases. If the Treasury
Department is experiencing difficulty in applying the present penalty of "50
percent, it is not necessarily alarming, and may indicate that the situation
does not require drastic steps. On the whole, it is thought that the present
system, or some reasonable modification thereof, is adequate and that there is
no occasion for placing a provision in the law which would approach con-
flseation of the property of many legitimate business enterprises,

0. INT1iREST ON MONEY BOROWED TO PURCHASE TAX-EXEMPT SIMOUBUES

The bill provides that a taxpayer carrying on a banking business should not
be permitted to deduct interest paid on deposits where such deposits are in-
vested in tax-exempt securities. It Is pointed out that it would be difficult, if
not impossible, to determine whether a bank's capital or its depositors' money
is used in the purchase of such securities. Aside from that, however, your
committee considers that the proposal is economically unwise. Banks are
large purchasers of Government securities. It is desirable to encourage such
purchases by banks, not only to provide a market for Government bonds but
to encourage liquidity of banks. In the interest of raising more money, the
congressional committee has undertaken to tamper with an important phase
of our economic situation.

7. DEDUCTION OF GIF TAXES FROM NEf INCOME

The bill provides that no deduction be allowed for the payment of gift taxes.
Your committee considers it entirely proper to permit a deduction for gift
taxes in computing net income. In such cases the one making a gift is re-
quired to pay out money to the Government for which lie receives no benefit,
and the net income is reduced to that extent.

S. DISALLOWANCE OF LOSSES AS BIrWRZN MEMBERS OF FAMILY

The bill proposes to deny losses taken in case of sales or exchanges of prop-
crty between members of a family or between a shareholder and a corporation
in which the shareholder owns a majority of tile voting stock. The term
"family" is defined to include brothers and sisters, spouse, ancestors, and
lineal descendants. It may be argued that there is little or no difference
between a loss that arises from a transaction between a taxpayer and a
member of his family and any other loss. It is thought, however, that in any
event the definition of the word family " is so broad as to discriminate
unfairly against bona fide transactions between relatives.

9. ACCRUED INCOME AND ACt'XUD DEDUCTIONS OF DECEDENT

The bill contains a provision requiring the Income-tax return of a decedent
to include amounts of income accrued tip to the time of his death regardless
of the fact that the income was not received at the time of death. The bill
would likewise allow the accrual of deductions from income. It should be
noted that. in such cases the decedent necessarily 1h0d no opportunity to spend
the Income, and the amount so accrued Is subject to death taxes. In view of
these conditions, your committee sees no reason for placing additional burdens
upon estates of deceased persons.
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10. CASUAL SALE ON INSTAUMENT BASIS

The bill provides that the installment method of reporting income be limited
to eases where the initial payments do not exceed 80 percent of the selling
price. It Is thought that the present limit of 40 percent is not too high. Iln
all installment sales the taxpayer pays his tax, ratably, over the period when
the cash is received, and in proportion to the amount of cast, received. There
is no "unreasonable postponement of tax" in such cases as the Ways and
Means Committee suggests. On the contrary, the suggestion of the committee
is obviously "unreasonable" inl requiring the payment of tax on the full paper
profit when only 30 percent of the purchase price Is received during the year in
which the sale is made. & I

11. DISTRIIIUTION IN L1QI'IDATION

Under all of the revenue acts, except the Revenue Act of 1921, the liquida-
tion of a corporation has been treated as a sale of the stock. This, in the
opinion of your committee, Is the logical way of treating such transactions
for, in practical effect, the stockholder has disposed of lis stock and has
received in place thereof the assets of the corporation.

The new revenue bill proposes to continue this principle, but provides that
such gains should be taxed at the full rate of normal and surtax, rather than
a capital gain, regardless of how long the stock has been held.

Your committee considers that the proposal is so made entirely unjust and
unwarranted. The fact that the surplus of a corporation, if distributed as all
ordinary dividend, might subject tile stockholder to the higher surtax rates
a)piicable to ordinary income is no indication that tax. has l.?en avoided.
Tie transaction Is essentially an exchange or a sale and tile profit thereon
does not escape taxation.

A still further injustice Is presented in the proposal to consider losses arising
fron, the liquidation of a corporation as capital losses, which Would require a
deduction of the amount of the loss according to the length of the period
during which the stock was held. If a man held stock in two corporations
which lie lad owned for over 5 years and liquidated both corporations, he would
be taxed ol the full gain from one transaction, but would be permitted to
deduct front that gain only 40 percent of the loss sustained on the other trans-
action. Tils proposal Is so obviously unfair that it requires no further
comment.

12. STATUTE OF LIMITATIONS-ASSESSMENTS

The bill proposes to extend the statute of limitations fromt 2 years to 3
years. There is 11o conceivable Justification for this measure. The expense and
uncertainty of tax liability is, a regrettable incident of our income-tax law,
particularly since our Treasury Department contests so ninny unfounded cases.
The Department should be required'to make assessments of additional taxes
within the shortest possible period. The present Pierlod of 2 years is adequate.

13. 'VNDIISTITIIMENT C' 0)GOSS INCOME

Tile bill proposes that the statute of linltations should not apply to cases
where the taxpayer has understated his gross income on his return to the extent
of 25 percent. even though there is no frand with intent to evade the tax. The
income tax is cotitplicated and technical, and even our courts disagree upon
questions as to what constitutes "gross income." Under the nieasure proposed,
at taxpayer might he required to decide a doubtful question against himself or
waive the benefits of the statute of limitations. Th1e Governmtent has an Opplor-
tunity to check returns and if they are unable to discover such a sizeable onls-
sion during that period there is no good reason why they should be given until
the end of time to assess the tax. If the return is honest, your commnittees sees
no occasion whatsoever for extending the period of controversy.

14. STATUTE OF LIMITATIONS-UNDS

The bill proposes to limit the period of limitations applicable to claims for
refund to the same period that is permitted the Government for assessing addi-
tional taxes. Your committee is generally favorable to the proposal except that,
tis stated above, the period should be 2 years and not 8 years.
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It is thought, however, that'this same principle should 1e further extended.
The Ways anti Means Committee has not given consideration to injustices in
this respect which now exist against the taxpayer and which would continue
under the limited proposal now made. It cases where a waiver is executed by
the taxpayer and the Commissioner extending the peril of limitations within
which the Government may assess the tax, the taxpayer should have the right
to file a claim for refund within the period as extended by the waiver. The
right to file a claim for refund should also be extended to cover the period
during which the statute of limitations is suspended by the issuance of a
deficiency letter.

15. FEDERAL ESTATE TAX-PRIOR TAX PROPERTY

It has been the policy of the Federal estate tax law to avoid the taxation
of property more titan once in 5 years. Accordingly provisions ive been in-
eluded in the law to the effect that property taxed within that period shall
be deducted from the gross estate of the second decedent. It has been dis-
covered that due to the technical wording of the law, the same property might
be deducted from the gross estate of the thirl decedent, even though the third
decedent died more than 5 years after tile date of death (if the first decedent.
A provision has been included in the new bill to prevent tile last exemption
in such cases, and your committee sees no objection to tine principle of the
change thus proposed. Tie change has not been carefully prepared and 1141
presently drawn, the estate of the third decedent would be required to pay
the tax upon sueh property even though tile deatl occurred within 5 years
from the date of death of the first dectedent. lPoubtless this was not intended,
and the Senate should correct tids mistake i order that the same property
may not be taxed, under any contingency, more than onte in 5 years.

Tile change thus suggested will become important in practical operation,
as is apparelut from tile following example. If a man died aud left his estate
to his wife, anl estate tax would le assessed against his estate. If in the
next year the wife dietl and left the property to a son, the property would not
be subject to tax undt' the present law. or under tine amendment now pro-
posed, for tine reason that it had already heen taxed within 5 years. If, how-
ever, the son died the next year, the son's estate would lie called upon to pay
a tax upon the property. The rates "f the Federal estate tax extend to 45
percent and the taxation of any property twice, within 5 years, in certain
cases, would amount to virtual confiscation of property. If any annendient
is necessary, provision should be made that in no case will the same proleity
tie taxed within a period of 5 year, regardless of the itnber of deaths that

14). FEDIAL ESTATE TAX OF FOREIGN REAL ESTATE

Tie bill proposes that the estate of an American citizen be required to pay
Federal estate tax on property located abroad. It is pointed out that tile
country in which the property is located may assess tax upon the same real
estate and the proposal would result in double taxation iin such instances.
The property does not pass it in the foreign ernty by virtue of any American
law. The property is protected by tine laws of the foreign hiOverument, anid
that Government is within Its rights in assessing death taxes thereon, just
as the United States levies the Federal estate tax upon property located in
this country and owned by a citizen and resident of t foreign nation. Your
4-ommittee considers that the pr'inqosal is unwarranted unless credit is given
against tine tax for death taxes )11d to the country iI which tint' property Is
located.

17. SUGGESTED MEASURES FOR INCLUSION IN THE NEW REVENUE BILL

Your committee considers that certain amendments to the revenme laws are
ad 'isable, and suggests the following:

(a) Deulotion of elwritable oonlribution by eorporation.-Your committee
recommends that corporatior.' be allowed to deduct charitable contributions
within the 15-percent limitation now allowed to individuals. It is thought that
such an allowance would be helpful In raising money needed for charitable
and unemployment work. These payments, like taxes, contribute to the com-
mon good, and, at least under present conditions, are a proper charge against
income. The law should be changed so as to permit deductions for such con.
tributions by corporations.
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(b) Statute of limitations it cases of false and fraudulent returns.-Your
committee would add the suggestion that some period of limitations against
assessment of tax be imposed in cases where there is a false and fraudulent
return. The period should be longer than that applicable to returns which are
not false and fraudulent. A period of 6 years is suggested. After a reasonable
period all such cases should be considered and closed. We have limitations
against criminal prosecutions and a similar limitation (6 years) should be made
to apply to the tax liability on false and fraudulent returns. It is suggested
that this provision be made applicable to returns for all prior years.

(c) Transferee Uability.-Your committee recommends that a provision be
placed in the law to deny to the Government tjie right to collect taxes from any
single transferee beyond his fair proportion to the tax. A corporation might,
be dissolved and its property distributed to stockholders under the belief that
all Federal taxes had been paid. If the Government should thereafter interpret
some transaction as requiring the payment of a tax with the result that the
stockholders should pay the tax to the Government, there is no good reason why
such contributions should not be made proportionately. Under the present law,
if one stockholder is financially responsible and the others are not, the Gov-
ernment could collect the entire tax from him, provided he received property
of thas value, thus Imposing a penalty upon thrift and a hardship occasioned
by financial irresponsibility of other persons.

Respectfully submitted.
David A. Gaskill, J. J. Anzalone, Carl H. Braley, M. R. Dickey,

A. H. Garry, E. E. Jaynes, 0. C. McConkie, Thomas J. Moffett,
J. W. Reavus, Lee R. Shannon, Maurice F. Hanning, L. C.
Weiss, committee on Federal taxation; by David A. Gaskill,
chairman.

Fzzuiay 27, 1934.

Senator CONNALLY. May I ask Mr. Gaskill a question?
The CHAIRMAN. Yes.
Senator CONNALLY. Mr. Gaskill, you say you represent the Chain-

ber of Commerce of Cleveland?
Mr. GASKILL. Yes, sir.
Senator CONNALLY. And you maintain a special tax department?
Mr. GASKILL. We have a committee on taxation; yes, sir.
Senator CONNALLY. And you keep some experts, do you, to figure

out how you can keep the Government from taxing some of these
favorite industries that belong to your chamber?

Mr. GASKLL. I would not say that, sir.
Senator CONNALLY. Why is it that you have an expert division on

taxation, therefore? You were down here last year, weren't you?
Mr. GASKILL. I appeared before your committee when the 1932

act was under consideration.
Senator CONNALLY. What is your particular interest in taxation,

or' the chamber of commerce? Why should the Chamber of Corn-
merce of Cleveland, or any other chamber of commerce, have any
special interest in taxation over other citizens or interests?

Mr. GAszLm. We are trying to do our bit as good citizens sir.
Senator CONNALLY. Andyour idea is that you can best do it by.

giving special attention to Federal taxation?
Mr. GASKLL. We have a committee of Federal taxation con-sistig--
Senator CONNALLY. Have you one on State taxation?
Mr. OGASM L. Yes, sir.
Senator CONNALLY. City taxation?
Mr. GAswL. Yes, sir.
Senator Couzws. Did you ever come down here to propose an

increase in taxesI
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Mr. GAswuL. I do not recall that we have, sir.
Senator Couzuxs. No.
Senator Rnw. That is scarcely necessary with this Congress,

is it#
The CHAUMAN. Well, we thank you very much Mr. Gaskill.
Senator CONNzUT. Just a moment. I am not through, Mr. Gas-

kill. You are not in favor of inheritance taxes at all, are you?
Mr. GAsmLL. Yes; I am.
Senator COXNALLY. How is that?
Mr. GASKIL. Yes, sir; I am in favor of inheritance and estate

taxes.
Senator CoxNALLY. How much and to what extent-your cham-

ber ? You say you are representing the chamber of commerce? Do
you mean to say the Cleveland Chamber of Commerce is advocating
inheritance taxes and estate taxes?

Mr. GASKILL. We take no exception to the inheritance-tax rates.
Senator CONNALLY. I want to know what the views of the Cleve-

land Chamber of Commerce are. You are representing them. Do
you mean to say that they are here advocating inheritance and
estate taxes V

Mr. GASKILL. I do not mean to say that they are here advocating
such taxes. The report that I have

Senator CONNALLY. Well what are they doing? Are they for
or against it? Is the chamber of commerce, your client, for inher-
itance and estate taxes or are they against themI

Mr. GASKxLL. I do not know, sir.
Senator CONNALLY. Well, you represent them now. You are here,

expressing their views. You don't hnowI Why did you say a while
ago that they were for it?

Mr. GASKxILL. You asked me if I was. I said I was, sir; express-
ing my personal views.

Senator CONNALLY. It looks to me as though you would find out
how your clients, whom you represent, stand on that. Now, isn't
it a fact they are against them altogether?

Mr. GASKILL. No.
Senator CONNALLY. The Chamber of Commerce of Cleveland?
Mr. GAsxILL. We have never gone on record against it, sir, and

we have considered it many times.
Senator CONNALLY. Isn't it about time to go on record ? You are

here now, and I want to know your views. Is the Chamber of Com-
merce of Cleveland advocating inheritance and estate taxes, or are
they opposing them?

Mr. GASKILL. YOU want to know if the chamber of commerce
would be against inheritance taxes?

Senator CONNALLY. I want to know just what I asked you, and
that is this: Is the Cleveland Chamber of Commerce in favor of the
inheritance and estate taxes, or are they opposed to them?

Mr. GASK .They have not gone on record or considered the
question,.sir; but I would say that they would be in favor of them.

Senator CONNALY. You would say that without knowing how
they stand; is that right?

Mr. GAsKnJ. What I mean by that is, that they have not taken
any exception to such taxes.
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Senator CONNALLY. NO; what you mean is to straddle the ques-
tion, if you can. No*, will you please find out and let us know the
views of the Cleveland Chamber of Commerce on the general sub-
ject of estate and inheritance taxes, whether they are for them or
against them ?

Senator REED. It is scarcely possible to do that within 24 hours, I
should think.

Senator CONNALLY. There are telegraph and long-distance lines
that go to Cleveland.

Senator REED. He cannot telegraph afl of the members.
Senator CONNALLY. No; but he is representing them-who are

you representing anyway?
Mr. GASKILL. I am representing the Cleveland Chamber of Com-

merce.
Senator CON.N-ALLY. Well, what is its view on that subject?
Mr. GASKILL. Outside of what I have said, I do not know, sir.
Senator CONNALLY. You do not know Well, why are you up

here representing them, if you do not know their views on taxation?
Mr. GASKILL. We considered the revenue bill, sir, rather carefully.

We covered a number of points in our report.
Senator CONNALLY. You covered the matter of inheritance and

estate taxes in this matter, because I heard you talking about it.
Mr. GASKILL. Yes, sir; we considered one phase of it.
Senator CONNALLY. And you were here, representing the views of

the Cleveland Chamber of Commerce on that subject, and yet you
do not know if the chamber is for an inheritance tax or against it?

Mr. GASKILL. No, sir. They have not considered the particular
question that you asked in connection with this bill.

Senator CON2NALLY. That is all.
Senator BAILEY. Don't you think the taxpayers have a right to be

interested in the subject of taxation?
Mr. GASKILL. We do, sir, and that is our idea in coming down here

and trying to help you if we can.
Senator BAILEY. Especially in these times, when we are spending

money like drunken sailors?
Mr. GASKILL. I beg your pardon.?
Senator BAILEY. T say. especially in these times, when we are

spending money like drunken sailors. Don't you think the taxpayers
might be heard on that?

1Mr. GASKILL. I think the taxpayers should be, but I do not think
we are spending money like drunken sailors.

Senator BAILEY. I understand why you don't say that. I am
saying that.,

Senator CONNALLY. I am exactly in the attitude of the Senator
from North Carolina. I think the taxpayers ought to be heard, but
I think when they send a man here to represent them he at least
ought to know what their attitude on the s ject is, or, if he does not
know, let him find out.

Senator BAILEY. I differ from the Senator from Texas. I think
they ought to be heard without being challenged or rebtiked for being
heard.

The CHAIRMAN. Well, Mr. Gaskill. I understand that your com-
mittee took this House bill and these were the salient features about
which you desired to give your views to the committee?
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Mr. GASKILL. Yes, sir.
The CHAIRMAN. And you have presented them in your briefI
Mr. GASKLL. Yes sir.
The CHAIRMAN. he committee thanks you.

STATEMENT OF BENIA N C. ARSH, REPRESENTING THE
PEOPLE'S LOBBY, WASHINGTON, D.C.

Mr. MARSH. I would like as much time as the representative of
the Cleveland Chamber of Commerce, for the People's Lobby.

The CHAIR3 AN. I hope you will finish it very quickly, and then
put your brief in the record.

Mr. MARSH. I will try to. It will be difficult, though, but it is
rather important.

fay I first read the recent decision of the Supreme Court of the
Unite-d States, a week ago today, as I recall?

Neitlher property nor ontract rates tre absolute for government cannot
exist if the citizen may at will use his property to the detriment of his
fellows, or exercise fis freedom of contract to work harm. Equally funda.
mental with the private right, is that of the public to regulate it in the common
interests.

That is the statement of Justice Owen J. Roberts in the decision
iipholding the New York State law fixing the price of milk, con-
curred in by Justices Hughes, Brandeis, Stone and Cardoza.

Now, it i's not a political issue, because, as I remember, 3 of the
judges upholding this decision were appointed by Republican Presi-
dents and 3 by Democrats..

I want to read, as bearing on this revenue bill, an editorial from
the Scripps-Howard newspapers of January 27, entitled "Not
Enough Taxes ", as follows:

The proposed tax bill is inadequate. The Ways and Means Committee of the
House has done some useful tinkering with the law and in taxing unearned in.
come more than earned incoqie has revived a Just principle. In ordinary circuin-
stances this might be enough. But with the Government facing a $31,000,000,000
deficit, it is not enough. * * * A substantial and progressive increase all
along the line is possible in this country on the basis of the experience of other
countries.

And I will read it brief statement and request to put in certain
supplementary data.

The tax system can make or break any recovery program.
The Federal Government may soon have to be the taxing agency

for all Government units because of the inability or refusal of many
citv and other local governments to carry their budgets currently
and because about 1,500 local government umits have defaulted on
bonds totaling about $2,000,000,000. This fact makes the national
tax policy of extreme importance.

The Federal Government has already accepted major responsi.
bility for maintenance of the unemployed, and it will shortly have to
pay'large sums for education, for medical care, for maintenance of
children, .nemployment insurance, and old-age pensions.

All the measures in operation during the past year have failed to
effect any change in the consuming power of the masses of the
American people.

We can't war on poverty by taxing poverty.
460932--.34--2
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I would siy that I do not regard these expenditures of this ad-
ministration as expenditures of a drunken sailor, but as expendi-
tures by a Government which realizes, as every major government
in the world does today, that government has got to cease being
the agency of private profit-exploiting interests and care for its
people, if government as now constituted is to continue, and I per-
sontlly hope it will.

It is increasingly clear that the immediately needed jump in pur-
chasing power will have to be brought about by drastic changes in
taxes.

Large individual investment of income is not only a calamity, it
is almost a crime.

England-and I got these figures I am going to give from the
secretary or clerk of the Joint Committee of the Senate and House
on Taxation-England, with only about half of our wealth and in-
come in the fiscal year 1932, raised from the individual and corpora-
tion income tax, $1,781,500,000, compared with our $1,066,756,697,
and in 1933, $1,527,900,000, while we raised less than half as much,only $746,P41,404.

Senator RpiD. Would you be in favor of our taxing small incomes
the way England does?

Mr. MARSH. Including my own small income, at leadt four times
as much as I am taxed today because I am going to be frank. I am
going to submit a table, whicA shows that you cannot get any large --
well, not over 5 percent, in my judgment , of the increase in the
Budget2 if you take most of the incomes-if you merely take most
of the incomes over $100,000. I have classified them by all of the
classes given by the Commissioner of Internal Revenue. You have to
start at even $4,000 pretty heavily, and you have got to get a major-
ity-as far as the income tax is concerned--of the incomes of the
total of the personal income tax. I will file that table, which is a
detailed table, that has incomes between $5,000 and $100,000.

You cannot get it merely by soaking the rich above $100,000. Of
course, while the equity of higher taxation of personal income in the
higher brackets lies primarily in the fact that when you come to-
I will just cite one figure--of the 20 people who, in 1932, were in
receipt of a net income of $1,000,000, and over, derived from prop-
erty, 99.3 percent of the total income. Those from $500,000 to
$1,000,000 derived 93.7 percent from property; from $300,000 to
$500,000, derived 92.4 percent.

Congress should repeal at least $1,250,000,000 of consumption
taxes, and processing taxes on farm products, paying any bonus that
farmers need directly out of the Public Treasury. As far as I
know, the farmers are the only property owners whom the Govern-,
ment is trying to bribe into acquiescence, into what I call economic
madness that we are going through, by subsidizing them, out of the
consumer.

If our friends in Iowa, who ran the farm lands up to $600 or $700
an acre, the land speculators-well, it should come out of the Public
Treasury and not out of the poor devils who do not know where their
next meal is. And remember that about one sixth, and pretty nearly
one fifth of our population are primarily dependent for existence
on the Federal Government, and on the States and the localities,
which do not appear to be doing very much.
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Congress should raise at least $2,000,000.000 more in this revenue
bill by increasing normal income-tax rate and surtaxes; $2,500,000,-
000 additional, by taxing liquid corporation surpluses; $500,000,000
additional by taxing income" from Government bonds; about $150,-
000,000 additional by taxing salaries and wages of Government em-
ployees; $400,000,000 more by increasing estate- and gift-tax rates,
and $900,000.000 additional by taxing land values as an emergency
measure-a total of $6,450,000,000. Most of these taxes should be
retroactive.

Senator BYRD. How would you tax land values?
Mr. MARSH. I would do it under the emergency powers of the

Government. A direct Federal tax of roughly 1 percent in land
values would raise about $900,000,000

Senator BYRD. The Federal Government has no power to tax
land.

Mr. MARSH. The Federal Government a year ago did not have
any power to get off of the gold standard, but it just assumed the
power: so what is sauce for the goose is sauce for the gander.

Senator McAnoo. You know, of course Mr. Marsh, that any taxes
on real estate imposed by the Federal Government would have to
be apportioned among the States by population.

Mr. MARSH. Well, Senator McAdoo-
Senator McADoo. I mean the Constitution as it now is or was.
Mr. MARSH. I refer You to the decision of the Supreme Court of

the United States. There is no contract, as far as I can see-there
is no written constitution that can be allowed to interfere with the
human constitution. When they come in conflict, a wise govern-
ment recognizes that it is the human constitution that votes and not
the written constitution.

Senator McADoo. But I am talking about the manner of asseesing
that tax. That would hav' to be imposed upon the basis of popula-
tion of the various States.

Mr. MARSH. No; it would not, as an enmergency measure, according
to the Constitution. According to the Constitution, you have to
maintain contracts, but when you cannot do a thing, you do what
you can do. if you want to be left to do anything more.

Senator McApoo. You mean you would scrap the Constitution?
Mr. MARSH. No; I would not scrap the Constitution. You can

get around it.
Senator REED. You would keep it as a .quaint curiosity
Mr. MARSH. We would keep the Constitution for what the wise

founders. I think, intended it to be-a document which would not
constitute a graveyard for the human welfare, but would be adjusted
from time to time.

My I answer Senator McAdoo's question specifically? The Fed-
eral Government can always levy excise taxes upon the privilege of
holding land. based upon t'the value thereof. That is a way to get.
around it. There are two alternatives.

Senator McADoo. I do not care to engage in a legal discussion,
because I think you are wrong. You know the Federal Government
once imposed a real estate tax apportioned among the States.

Senator BAIUY. We were not under the human constitution then.

17
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Senator MoADoo. That was under the old Constitution. [Laugh-
ter.] But as a historical fact, it is a very interesting thing to ex-
amine, because it was a hopeless thing, and did not work out.

Mr. MARsH. Well, Senator McAdoo, my professor of history at the
Chicago University once told me that I had not quite studied my
books, and I said that I was more interested in making history than
in studying it, and I think that is the role of the present administra-
tion.

Senator McAuoo. I think at little knowledge of history, however,
helps you to make history.

Mr. MARSH. And a knowledge of economics helps a lot more, in
my judgment.

Senator CON'XA, L Y. You made the statement a while ago that the
Constitution said something about the sanctity of contract or pre-
serving contracts.

Mr. MARsh. I think it -vas the State constitutions.
Senator CONNALLY. There is a lot of confusion about that. There

is nothing in the Federal Constitution which prohibits the impair-
ment of a contract. Those clauses are all in the State constitutions,
and so there is no inhibition on Congress passing a law that does
impair an obligation of a contract.

Senator McADoo. Of a Federal contract.
Senator CONNALLY. It says "a contract." That is the law. You

know that, don't you?
Mr. MARSH. Yes; it was the State constitutions.
Senator BARKLEY. It iS an inhibition in the Federal Constitution

against the States doing it.
Mr. MARSH. But no inhibition on-the Federal Government itself

doing whatever is necessary to have the Nation survive.
Senator CONNALLY. I do not want to get off on that subject. But

as to contracts, isn't all that is in there a clause that provides that
no State might pass a law impairing the obligation of contract, and
that is not a limitation on the Federal Government. There is so
much confusion in the public mind about that supposed clause in
the Constitution.

Mr. MARSH. On contracts?
Senator CONNALLY. Yes.
Mr. MARSH. Yes, sir.
Senator CON NALLY. You brought it in. I did not raise the point.
Mr. MARSH. I am glad you raised the point.
The CHAIRMAN. Proceed.
Mr. MARSH. The Secretary of the Treasury estimates the total

receipts this year at $3,260,000,000, expenditures at $9,891,000,000.
and deficit at $6.357,000,000. His estimate that expenditures next
year will be only $4,487,000,000. resulting i a deficit of only
$512,000,000. is over-sanguine. They will probably be nearer
$6 000,000,000.

We cannot achieve prosperity by financing the Goverhment
through a small tax on large profits.

The idea that we are to keep down the rate of taxation, whether
it is on corporation profits, that is, excess profits or ordinary profits,
or that we shall keep down the income-tax rate on individuals in
the hope or expectation-and they are two very different things-
that prices will go up so much that profits will be increased, and the

18



REVENUE ACT OF 1934

Government can ever pay 'back any large proportion of the indebt-
edness which it now has--the Federal Government--by taking a
small part of those high profits which are due to high prices, is
utterly contradictory. It cannot be done. I believe we are in for a
consumers' strike today, because of the increase in prices. That is
my judgment.

After paying all income and surtaxes, the 20 persons who in 1932
had net incomes of over $1,000,000, had left an average of $985,261,
the 80 with incomes of $500,000 to $1,000,000 had left $445,879, and
the 136 with incomes of $300,000, to $500,000 had left $240,240.

I would like at this point-I am not going to ask to read muany
figures, but to call your attention to the hearings of the House com-
mittee on the pending revenue bill, on pae 239, where the clerk of
the committee, or the expert of the committee had prepared a table
which is incorporated there, showing how much more are paid on in-
comes of $1,000, $2,000, $3,000, and up to $1,000,000 in Great Britain,
France, and Germany, than in the United States. There is an ex-
ception when you get to the higher branches.

It is peculiar that less is paid proportionately in the large incomes
in all these countries than on the small incomes with the exception
of the United States, where the small incomes-that is, $2,000 and
$3.000-are not paying very much.

I would like, Mr. Jh&irman, to read into the record a letter writ-
ten me on the 20th of February by Mr. Nathan R. Margold, chair-
man of the Petroleum Administration Board, on the question of tax-
ing gasoline, together with two photostats showing that gasoline taxes
in 1931 amounted to $571,000,000 in round figures, and in 1932 to
$549,000 000 in round figures.

The CHAIRTMAN. They may be put in the record.
(The letter referred to is as follows:)

ITNITm, SATCS DE'.RaTMENxT OF,' THLE INTERIOR.
I'a'rtonmim AenMNINTRArIvE BOARD,• ~ Wi~oMtigtot, Pe'b ritory .00, 19,.J.

Mr. BENJAMIN C. IARSH,
h'ceiitive, eereta'1 the Pc-ople'. Lobby,

11aish higton, D.'
My DicAn Mn. MARsH: This will ncktnowledge receipt of your letter of Feh-

ruary 8 in whicb you request this lamrd to send you the figures showing the
total amount paiid by consumers for gasoline in 1931, 1932, and 1933. tle
amount of Federal taxes on gasoline for each of tin, 3 years, and als the State
and local taxes.

The Bureau of l'dhlc Roads hats prepared tailihs showing most of these figures
and we are enclosing tables In conslid ralle detail covering two of the years in
question. The Bureau of Mines' figures covering gasoline consumed for the
3 years in question are as follows:

. Barrels
1931 (finial) - ---------------------------------------------4, 418, 00
1932 (final) -------------------------------------------- 378,900,0")
1933 (prellminatry) ------------------------------- 378,148,000

As for 1933, yoo'will note that the Bureau of Mines' figures are preliminary.
The Bureau of Public Roads has not yet completed their estimate, but the
American Petroleum Institute, whose figures are .unofficial, hits prepared an
estimate on the first 11 months with December omitted. These are tax figures
and represent about 97 percent of the total gallonage of gasoline sold in the
United States. It will be found that these figures are approximately 8 per-
cent less than those of the Bureau of Mines due largely to the fact that some

.0
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20 REVENUE ACT OF 1934

gasoline classified as motor fuel is used by cleaning establishments, paint
and varnish furnishers and other technical users. You will observe that the
Bureau of Mines' figures are In barrels of 42 United States gallons.

The American Petroleum Institute has computed the number of gallons con-
sumed during the first 11 months of 1933, basing their computation on the
method followed by the Bureau of Mines with a total of 16,025,730,000 gallons.

On June 21, 1932, a Federal tax of I cent per gallon on gasoline (4 cents
per gallon on lubricating oil) was put into effect. On January 1. 193. the
Federal gasoline tax was raised to 1% cents per gallon, at which figure it
remained until January 1, 1934, when it was reduced to 1 cent per gallon.

There is no official Government figure on the retail price of gasoline. How-
ever, there is a computation by the Oil and Gds Journal, and by the American
Petroleum Institute of the average price in 50 representative cities. This
average is an arithmetical average of these cities rather than a weighted
average. In other words, a large city like New York has no more weight than
Peoria, Ill. Below is quoted the average retail price for gasoline as repre-
sented by these 50 cities, compiled by the Oil and Gas Journal, and the average
State tax for a similar number of cities as compiled by the American Petroleum
Institute:

Average Average
retail price State tax
(per gallon) (per gallon

1931 ........................................................................ $0.130I $0.04
1932 ....................................................................... . .1330 .0413
1933 ............................................................................. .W6 .0416

Theoretically one should be able to figure the total cost to the consumer by
multiplying the total gallonage by the average sale-price figure' in these 50
representative cities.

It should be remembered that this is not the true figure and would require
considerable discounting by reason of the prevalent practice of commercial
discounts, cooperative rebates, and tank-car purchases by large consumer..
Again, while no official figures are available on the quantity of gasoline moved
through these discount channels, it is probably not far from tile truth that.
approximately 65 percent has been discounted at least 2 cents per gallon.

If we can be of any further service to you, please write us again.
Sincerely yours,

NATHAN R. MAROOLD, C1(ihifl'MR.

(The two photostats referred to are as follows:)



State gasoline taxes, 1982, earned on motor-vehicle fuel, dc , refunds, diqspoiin of fund, and gallon taxed, during full calendar year 1982
[United States Department of AgrIculture, Bureau of Public Roads from reports and records of State autboritles

Disposition ofig 4n total earning

Gross tax e o t t Other Grand total
s oed ( euc Ne undetax earning

Statenin asese retdn ContrUction end mainte-Std motov- law (. Collection nance ofrural roadsrefund ik g~s hiele fuel t esete rcis) and admin-
eese t. reeipts)

cost State h Local
way3  roads

Alabama. ................................................-..... 1 $7,90,0502 $7,000,502 $586 $7,001,08 $17,801 $3,93,028
Arizona ......................................... 3 ...... ,479-,97 $679,378----o79% 2,900,O,1z om (6) 1 a ,9 2,298 1,008,62 WA sas -- 70--7-. "- :: ------ $-4, St -- 1-4-976 5,164,976 1(66 600,488 1,04,8Ce rndo .......... ....... ...... -- -------- ------ 40: .,4 3, , , 4. .........

4014,0 3,95950 36,12,84 ------- 36,1Z54 1%,381 24,01724 1%U6783Co134,473 665,253--------2). 5473 ,22D 60,923 3,78 1,44
Doelwr ------------------------------------------------------ ~ 4,68~ 7,91 324 4,732 , 512 ) 4,73%,512 - - C!Delware -------------------------------------------------------------- 1,145,9 A .= , I.oo (a 6241 -------
Florida. . . .------------------------------------ -- --_ ....... 14,8, ..------------ 14,9950 --- 2.2,93. 507 14,531,707 2 = 047 -,, 11------------i 1 o9 ------------ 11,938,80 4,200 7,9S406 1,898,102d02 26Z=... 2,2..,.727 9.568 2%2.,29 10,892 1,.-8-510 ----" j.3
Ii2nois -------------------- 8-------------------2----------_8-2--- " 124,370 28,764,051 ------------ 28,74,01 182,098 18047,969 9,52.,'4
Indiana ......................................................... . 17,9367 1,198,806 16.79, 561 43 18, 739,604 77,567 12,4965, 46 3.124, LSIowa. 18.................................. ..... ,0, , 7 3,206 ,9W,137 ----- 8,970-137 157',50 3,7, 837 3,4 780 Q4

i =..................k..........----- ----- '-----. 0,06 2,7 601 7,420,495 7,420,495 (,,)
Ken .uo -:--------- ------------------------ -...... 8 .............------.... 8, 202,889 3,216 0 106 4 58 8,16. .247.
LO wln-------------------------,0,4 118 8,300.722-------- 22 6000 3,201,463------------ W

Mane4.9740 9069 ,208,702 47a 7 4254,378 21,898 2,116239 2,I 2O co
Marlad ----------- ---------------------------- 7,90% 161 401,929 7 %,50----2--2 7,500,232GO 12,60 6 ----------16,805.88 28,530 16,519,278 16,519,278 0000 15,420,374

21,730,941 1,299,613 20,431,328 29,283 20,460,611 x 218,268 12,879.773 4,335,287Minnesota .11,352359 1,351,802 10000,557 --- - 106000.557 () 6,667,038 3,333,519
Miss-ssi-pi 6,073,654 421493 5, 650, 161 2 193,58 5,843,750 *37.650 kW209 2,2,3Mssouri 9,13,199 2 6 8,949,69 ,-9,9 57, 8.843

Monan ------------- -------------------------- 3,4160 73t348 2,690156 ------------ 2,690156 31,601 2,513,150-------Nebraska 7,89,113 88,648 7,800,465 ---------- 7,809,465 15.00 5,5 .. 849 1,948,616Nevada ......................................... 868,091 140,974 727,117 727,117 (n) 727,117
Now Hampshire ----------------------------------- 2,----710,---386 71,5 4 42384 ---1 2,68,Z4841 (a) 1,979,131

e ------------------------------------------------------- 20,963,688 424, 2M6 18,617,425 3457,246 1,67467 29,360 73t, -,-- ,29,3New M ----------------------------------------------- 2, 362 264 170,011 2,192,523 18,249 2, 210,5 32,610 724.........NewYok ---------------------------------4--------- A&844 1,217157 42,473,87 108.906 4,580,59 x506,000 v89415,420 5,947,745North carolina -------------------------------------------------- 14,630 0,984 13,9646 3,731 1A907,377 8,756 2v 1,465 4.742,6
North Dakota --------------------------------------------------- ,84%042 1, 00330 1,. 835,712 1,439 1.837,151 26000 1,208,101 604,050
Ohio ------------------------------------------------------------- 3,136W8 1,854,479 34. W. 97 ------------ 34.179 140.215 19 2M 8,8817

Voot"ate at epi of tabe-



State gasoline taxes, 1982, earned on motor-vekicle fuel, etc., refunds, disposition of fund, and gallons taxed, during full calendar year, 1982-Con.
(United State Department of Agriculture, Bureau of Public Roads, from reports and records of State authorities]

Gross tax Exemption Net tax Other Grand total

assessed refund receipts earningstate pro ode, (deducted earnin on nner ta (tx a
d  

ConstruetiOn and mainte-

ductiOon of from s hidemtr ve- law (i- other andClletadmin- nane of a roads
refmd t87t enses.etc.) receipts) istration

ostn State high- Local
way roads2

o ma ----------------------------------------------------------- $9,061,09? ------------. 61,097 ,21,345 $9,682,442 $81.609 $7739 $239,913Ogon- --------------------------------------------------- 6,315,052 $72,877 5,591,175 --------- 5,591,175 17,045 3,618,680.........Pennsylvania --------------------------------------------------- 30,289.915 ------------ 30.289,915 511,00 .30.8m.915 -,0 21,8999 5.6.39Rhod Island ---------------------------------------------------------- 2,00,740 166.715 1,854,025 3,686 1,857.711 (Q) 855,995 710,3s5South Carolina ------------------------------ 6,261,560 36,#M 6,224,927 ---------- 6,224,927 (C) 1,490,4 1,04s8
South Dakota ------------------------------------------- 4,174,644 1,211,296 2,963,348 ......... ,21,348 -41-------,-

Te- 185.360 ( - ------- 1 145:6M 81.2I 3 ...........Texas-- --------------------------------------- - ------- 30,071.589 &.07.831 27,063,753--------- 2V,063,753 (13) 3.8(390 ----------Utah --------------------------------------------------- 2.174,318 2,406 2,171,912 757 2,172,669 5,317 2,167,352 ...........Vermont -------------------------------------------------------------- 1.874.48 ------------ 1,874,648------------ 1,74,648 (P3) 1,589,648 -Virginia --------------------------------------------------------------- 11,484,414 674,814 1,809,600 --------- 10,809,600 (5) 7.566,720 3,242,880
Wash igon--- -----------------------------................ ------- 12,329,201 1.282,691 11046.510 11,046 510 M 8837,28 Z20,302west V .g------ --.......... 5. 186 M 24,045 4,941,791 - 7,- (,949.400 AM SK .....----------

Wisconsin ----------------------------------------------------- 16,340,591 1, 39&,171 14.948,420 --------- 14,949,400 3$150 83S46.........7Wyoming -------------------------------------------------------------- 1,418,145 ------------- 1,418,145--- . 14,948,4205 41,550 7,846,43 9 3,2 4775
District of Columbia -----------------. . . . ..-------------------------UAW2,Z053, 9 2,05, 497 4,181 2,039,678 -------------------------------. 6T o t a l ----------------------------------------------- 54 1. 3 5 , , , 503,9.2 9 1 . , 6 1 5 4 , 78 . . . . . . .+. .0. .Tota-----------------------------------548488.~40j35,41,0751,047239 1,09,661 51,13,900 2,82,82 30780,31 4,07,05

State

Di;position of grand total earning
a'sording to law-(ontinued

State and
county road
bond pay-

ment '

On tity
streets

Other than
highway
purpos

$1,*479,22 ------ --------------- ----
3.3$419997

Tax rate, 19"32

Cents per gallon

Jan. I Le. 31
--.1

6 6
3 3

Date or
rate

change

Nov. 5
I---- --

Gasoline, or other fuel for
motor vehicles, taxed

Net gallons
taxed

136.421,624
5800. , 441,

1.204.295, 14si

Percent
change 3

-16.1
-10.4
-2.2
-9.4

A lab m a ------------------------------------------------------ ------ ---A rizona,- - -- -- - -- -- -- - -- -- -- - -- -- -- - -- - -- --
Arkanss----------------------------------------------------------
C alli rnia - - -- -- -- - -- - -- -- - - -- -- -- - -- -
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Colorado ----------------------------- --------------- 1
Connect

----------- ---------------------------------- ----- 13 I 47
Floria -- - - -- -- - --- - -- --- - - -- - -- -- - -- -- -- - -- .tk218,047
Idaho ------------------------------------------ ------ -------.............
Ilinos----- ---------------------------- --------------------------
Indiana.
Iowa -------------------------------------------------------------------------- . 600,6W0
K ansas - - - - -- - -- - -- -- -- -- - -- -- - -
Kentucky ------------------------------------- ----------------------------- - ----------

Louisiana5M ai --- -------------.. .. .. . . , ..

Maryland ----------------------------------------------- - --------------- - -------------
Massachusetts --------------------------------------------- -
Michigan------------------------------------------------------------------- 3p..66*'666

Ma i -------------------------------------------- ------------------ W05Missouri 339.0_
Motn ----------------------------------------------------------- 5,3

N evad a ------- ----------- -- ---- ---- -- -- -- -- ------ - ------ --- ------ -- -- -- -- --
N ew _H am pshire -------------- ------------ ----------.* .---.-.------ --------... . . 710-_,-:;
N ew Jers y ------------------------------------------------------------------. . 2, 60. 000NW Mexio, -------------------------------------------- .170168

New York ------------------------------------------------------------ 1
Not aoia--------------------- ------- -------------- --------------orthcaoina------------------------------- ----- ---------- 6 3, 738, 538

Ohio----------------- ----- -------
Ohieo a,-------------------------------------------------------Oklahoma --------------------------------------------- -W

Pennsylvania --------------------------------------- ----------- 4 ------
mu u ... .... ... ... .... ... ... .... ... . .. .... ... ... 285, 331

Sod ]Ilad-------------------------------------- ------------- 35670South Carol -------------------------- ------- --- ------------- , 970
Tennessee ------------------- 33,
Ten.s ------------------------------------------- ---------
Utah ------------......... "-2)
Vermont------------------------------------------------------------- 265,94
Virginia ....-------------------------------------

West V---g--n-a------------------------------------------------- 4.0ON,4168
.... .... ... .... ... .... ... .... ... .... ... .... 1191, 713, 404

Wyoming------------------------------- ---------------- ----------- 112,000
District of Columbia

TOta --------------------------------------------------------------. 7362

0 $162,249 ' .................. 4 4
--- -- -- --- - -- --- -- -- 2 j 2
-- -- -- -- -- -- 3 3

---------- an 7,
------------- 1 l .9 9,l01 6 6
-- ..-- ..-- ..--- 119.142 5 5

3 3

....... 1. ,660,144 , 5 ,5
----------- 4 4

*1, 482,526 n75.1110, 4 4

---- ---- ------..4 1. 0 3 9 , 9 0 4 :3 3------------ - - -2 9 ,J- - 3 3

--------- 3215.103 54. 8
-- -------------- 2 2

-------.------ 3189, 271 5 5
4 4
4 4
4 4

&son 006 W 3.00,0 3 3
-- -- -- -- -- -- -- -- -- -- 5 5

------- 3127,167.428 2 3
------- 4229,018 6 6

3 3
. .. . .. .. 4 4

.......... . 1 2,18599 4 4

_ ----- ------- 4 41

- - - - - - - -- -- -- -- - 4 4
4 4

5 5
5 5
4 4

10597,360 361,727,166 4 4
....-- ----- ------------ - 4 4

....6. --------------- 2 2

1I 76

footnotes at emid of table,

Jum

Jan

i;-o.

.... 136,730.M48234,221.379
36.338,331

20726% 239
---- 198,9W0.154~

45,554550
--- 958A63,356

418,489,040

---- 247,349,852
164, 057,785
166.014.436
105.167, 540
187, .5, 794

----- .64,607
- - 681,044,O253
------ 333.351,913
2 1 96,73, 445
------ 447.484 670
------ 53.80L 12D
------ 19. 36,623
------ 18,177,920
----- 65.971,040
......-55, 914,175
----.- 43,84,055
or. 1 1,485,127,929
---- 231,727,434
------ 61.190398
----- 85,729,484
.1i 0  241.527,434

---- 140,06,134 -jI00.63.827
...... 92,701,26
---- 103748,781
.-- 74,0S3,694

------ 174,076.575
------ 676.593.941

---- 4,297788
------ 46,866 .212
------ 216,191,9
------ =.93m 10.5
------ 1236,4.775
------ 373,710.495

35,453,3k 612
---- 101.774,858

.9) 14,2506173,296
....1 I-

-12.6-. 9
1.7

-11.8
-10.3
-12.3
-1.1
-7.2

-17.9

-6.9
-11.7
-to

.9
-1.4
-6.4
-9.7

-16.4
-2.8

-10.9
-iti-6.5"

-. 7
--&O

-17.7
-2.8
-7.2
-9.6

-12.9
-4.3
-9.7
-6.7
-2.0

-I1I
-12.7
-1l&8
-11.3
-10.0
-. 7
-5.6
-9.7
-8.3

-13.4
-10.6

17.9

-7.5

mmmmommi

47,941,483
I



Net gasoline tax earned after deduction of refunds allowed by law.Many StatsPay collection costfrom other State funds, and such are noted. Admin-
istration cost includes balances allocated to reserve funds for administrative purposes,
and amounts are noted.Sie th table covers the calendar year earnings, but not the actual coections duringthe year, these columns are not comparable with similar columns In tables F-1 and F-4,
which cover different periods fixed by State and local agencies; also certain funds are
allocated to bond payments shown in next column.4 For State highway bonds, except as noted.

' Shows percent increase or decrease (-) compared to net gallons reported in previous
year.

6 Paid from State highway budget, $16,861.
' Includes $1,024,09 payments on county road bonds.
SConsists of $17,393 for controller's refund division and $988 to employees' retirement

fund; excludes $61857 held in reserve in 1931 for collection expenses in 1932.'For expenses of transportation tax division of board of equalization."xpended on streets connecting State highways.
" From motor-vehicle department receipts, $30,000.
lPaid from State general fund.includes $179,653 payment on county road bonds.
"4 Payments on county road bonds.
"For State general fund.
I To an equalization fund for public schools.
"tPayments on State highway treasury notes.
IsMAviation fund collected from aviation gasoline tax.lPaid from State general fund, $15,000.
', Consists of $830.072 for State board of education and $0,M72 for boards of commis.soners oforts of New Orleans and Lake Charles Harbor..
31 receipts from 1-cent tax on gasoline not used in motor vehicles.
nTo conservation department for oyster propagation. .
' Estimated.

For Metropolitan District Commission.
Includes $107,430pecial legal costs.*Includes $,615from dealer's licenses allocated to State general fund and $25,668 from

aviation gasoline tax allocated to aeronautics fund.
'Paid by State appropriation, $11,62.

Includes $117,817 receipts for special gasoline tax6 levied inkS counties form 9WWall.
Iclde $15,000 allocated to gasoline inspection fund.' For sea-wfal protection road.e dum expenses and experimental equipment.
SPaid by State tax commission, which collct the gasoline taxes.

* Paid by motor vehicle department.
"Includes taxes on 411,404 gallons used by motor boats and taxed 2 cents (rebateof 1 cent on 3-cent tax).
' Includes $90,000 for department Of commerce and navigation and $3,000,00 forunemployment relief.
SPidto refund reserve; collection cost of $90,780 paid from State general fund."Portion of appropriation from general funds estimated to have been derived from

gasoline taxes.
38 Includes $ 1,430,432 for State emergency fund for unemployment relief, $1,486,6 forNew York City general fund, and $14,250,050 for State general fund.SIncludes $373424 for county road bonds.4 For,State revenue department.41 Gasoline tax law penalties, allocated to State general fund.hanged cent tax of previous year.
"Pro.rto aoln ae for bond service, balance being from mnotor-vehicle rects.t
4Includes approximately 2X24=2 gallons of distillates " at 334-cent taxaIcue oto of state highway patrol expenses and undistibutable ites* Paid frmmtrvhcefees, $15,700.

* Paid from State tax commission appropriatlon.* Includes 52,646 for county road bonds.
'Includes S8,841 for expenses of State auditor. -so Includes $1,729,153 for county road bonds.a For fre school fund.
aPayments reported from motor-vehicle receipts, instead of prorating a share from-aoln taxes.
*Paid $500 from motor-vehicle department appropriatLn.
" Paid from State appopriation, $13,490.

'Includes $12,30 held in bad checks.
' Allotted to county general fund in lieu of personal property tax on motor vehicles."Weighed average rate 3.69 cents.



Gasoline taxes, 19*1, earned on motor-vehicle fuel, etc., refunds disposition of fund. and gallons taxed, during full calendar year, -1981
[United States Department of Agriculture, Bureau of Public Roads, from reports and records of Stats authorities]

Disposition of grand total earning
according to law

(1ross tax Exemption Other Grand totalassessed reud New tax rcit
State prior to de- (deducted earning on under tax ( nd Construction and mainte-

dtion fro law (i- oter Collection nones of rural roads
refund tax)ceus hisle fad I eesetc.) receipts) and o

cost' State high- Local
way' roads3

Alabama ------------------------------------------------ $7,19774 ------------ $7,197,474 ------------ $7,197,474 $16,84 $2 117 $3,248,65 w
Ariznsas .........-.--- -;;- ..................................... 9.,6. 3,591902 $9, 64 3204,288 3.2K320 ) 2,227,256 977, o wArass--------------- ,956,952 ,S6,9o 644%,049 ------------ 6,44%,049 720.00 200,00 787,846
Calior a ------------------------------------------------ 44,s,156 4,724,519 3, N3,637 ------------ 39,863,7 10 124,6 , 2,0 13, .SConnecticutlor.--- ------------------ ------------------------- 709,749 808,411 6,254,338 ------------ 6,2K= 1 67,7 4.=%8 71 1,8M4 9Delaware -------------------------------------------------- 4,732, 734 4, 741 4,727, 993 48,759 4,776,72 (14) 4,776, 752 ............Florida -------------------------------------------------- 1,141,921 69,860 1,072,061 ------------ 1,072,061 (S) 533,881 -Georgia ------ - --------------------............ . 14,98,170 ------------ 14,9,170 32,05 15018,220 "3'20 8,784 48, 4,55513,313,S0 ------------ 13,313,500 ------------ 1 3,313,500 4.0 0 88M,867 2,2,217Idlino- - ....... .-------------------------------------------- 2,09,992 355,625 2,598,366 21 4 061 2,69,427 f3k35S 2,325,833 --

----- ----------- ------- ---- - ---- 30495f 1,429,911 29,65685 ....... 'Indians ----------------- ----------------------------------- 19,258,819 1,224,266 18,034,553 8,7 18,043,525 66942 1482,437 3,3760 mIowa ------------- -_--_---------------------- 12,378,72 1451.135 10, , M------------2 96588 1064 19,30 1 = 4429, 21 ,916,97,58 62956 ,372372 4,492,281 sO

Kam ---------------------------------------- 11,383674 3,312,8 8. 070,885 -------- 8,070,885 (A 6,270,88W 18,000-t ----------- --...........-.-..---"--------------------- -------- 8,816,130 ------------ 8 8106,130 .. 4. 8,812,99 30,987 872,7---------an- --------- --------- . . 9,398107 324 9, 397, M ------------ 9,397, 4,791951------------Marylnd------------------------------------------------------------------ ,936 2,W 4.382,728 N 6 4 4,439,375 32.77 2031,302 Z =43301 C0Marlad ------------------------------------------- 7t7K643 365061 7,431,002 ------------- 7,431,002 A0549 5,8K8362 ------------ WMassachusetts ----------------- _--.------------------------------ 15,573.815 267,439 15.306.376------------145306,376 (2) A.....M= 902 26Miehigan -------------------.-- .............-- "- - 23,908,116 2,075,769 281,3,347 340,293 21,8 640 54,639 14, 70,047 4,07,61
I" ................................................. -... ------- - 12542,814 1,472,655 1,070,159 ------------ 11,070,159 () 7,380,106 3,690,63Misais .------------ 5-,-- Z264 ----------- 5,882,254 27,172 6,009,436 3'11,281 2,901,-625 2,81,310Missouri -------------------------- ---------------------- 9.475.871 269.307 9,206,5 ---------- - 9206,564 49.189 9,157,375.........MNbaska ...... -- 803,888 783,734 3,018,154 ------------ 3,018,154 27,147 2,970,346Nebaska--------- -........................ 9.176.004 79,756 9,096,248 ---- 9,096,248 11.250 6,813,749 2,274249Nevada -- ------------------------------------- --------------- o ,,3 127,615 l7,918 ---------- 7-,918 (40) m,--N e w H a m p s h i r e . . _ - ---------------.. . . . . . . . . . . . . . 2- . 9 -, T, , 4. . . . . .

New Jesy -------------------- ----------------. -- Z - 7...395 6... . Z657,143 Z----------06 1,7991857 (4-------)--New Mexico -----. 17,141,415 16,78 17,124,632 48,215 17.172,847 11.636,747----New Mexor . . .------------------------------ --- - ------- 2,664,704 62,664,704 20,873 2685,577 4360 1,0 11,-66,74New York ------------ 31,422,861 878,800 30,544,061 45,095 30,589,156 " 5,000 22,904,367 6,107,831North Carolina......--'----- -----. 14,371,270 346,967 14,024,303 14,024,303 9,370 4,379,478 2639,474North Dakota ----- --------------------- -3,149,024 1,118,786 2,00,238 2,217 2,03k2,455 4'33,237 1,3235 666,175

Footnotes at end of table.
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'Gasoline taes, 1931, car d on motor-vehide fuel, etc., refunds, disposition of fund, and gallons laxed, during full calendar year, 1931-Continued
[United States Department of Agriculture. Bureau of Public Roads, from reports and records of State authorities)

Gross tax

State priortode-

duction ofrefund

Ohio ---- .....

---------------------------------------------------------- -
Pennsylvania - -- - -- - -- -- - -- - -- -- -- -- - - -- -Pthode Island ...-.-.-.-.-.------------------------------- .........
South Carona...-------- ..........---------------------- * .. .
South D akota ----------------------------------------------------------
Tennessee ---------------------------
T e x a s ............. .................................

Uth-- ---------- -----------------------------

W yoming ........................................-- - -

D district of Colum bi --------------------------------------------

T Otal - - - - -- - - - - - -- - - - - - -- - - - - - -

State

Alabam a 
A riz n a --- - --- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

11.674,218
6,935.821

32,9M,9 2
1,963,128
7,274,440
5,157,175

11,461,023
33.412,890

2,311,734
1,966,544

12,210,867
12,313,127
5, 665,218

16.471.048
1,587.014
1,740,022

New tax
earning on
motor-ve-
hicte fuel '

Exemption
refund

(deducted
fromgrs

tax)s

$1,943,975
8.786

748,903
477,305
70,493
28,451

1.762.0o0

"2,8,332
2,507

- ---------
765,652

1,280,665
278,001
690,887

13,725

------------ I 5 6.397,458

Other
receipts

under tax
law (f1-

censes, etc.)

Grand total
earning(tax and
other

receipts)

Disposition of grand total earning
according to law

Collection
and admin

istration
cost'

'Construction and mainte-
nance of rural roads

state high-
ways

I - 1 -- 1I 1

-4 $735.913
3,M4

451
-------

8,0---5

. . . . . . . . . ..-------------

$W,.328.053
11,665,432
6,186,918

33,188,590
1.896,275
7.245,989
3,394,675

11,461,023
30, 514, 558
2300,678
1.966544

11,445,215
11,032,462
5,35,222

1,780%181
1,587,014
1.726,296

1,19Z,59 .5. 37,589,717

$107,958
71,55218,300

* 765,125
(U)
V5)-t 48,6072
57,305

4,214
(64)

(,C)
14,87
5.894

2,117.317

$22,061,305
7,249,008
6,168,618
23,423,209
1,422,206
4,796,512
3.346,073
4,209658

22,885918
2,30, 4641,582,638
5,112651
, 87,166

2,05,3
1,830,273
1,129, 841

354,017,281

Local
rosds$

$9,805,024
2,41,302

5,563,743

1.207.665

2,94,786

........ o...

2,433,584
3,445,296

4,514,493
395,279

--- o-------

100,073.959
__________________________________________ I I I I II - _________________ - _________________ - _________________

Disposition of grand total earning
according to law-Continued

State and
county road
bond pay-
ment 4

$1,728,058
--;-5-,-9-

Tax rate, 1931

On cty Other than Cents per gallonOn eety highway I

purposes Jani. I  ec. 31

I I 4 5
$107,804 1'$50,000 5 6

Date of
rate

change

Jan. 30
Feb. 26

Gasoline, or other fuel fo
motor vehicles, taxed

Net gallons
taxed

162,870,818
64I701.865

110,579,175

Percent
change s

-5.7
-&Io

$39,32M053
11,665,432
6,186,918

32.452,677
1,862,635
7.245,989
3,394,675

11,461,023
30, 514.558

2,309,227
1.966544

11,445,215
11,032,462
5,387,217

15, 780,181
1,587,014
1,726,ZM

I
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S2, 218,216
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19, 442. 737 (71) (l)
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May 12
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1,3V8, "87. 9.5
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236399,661

35,735.365
2&%,057.035
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369,006.3m4
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19,447.944
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570,821,076
,294,084
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o Net gasoline tax earned after deduction of refunds allowed by law.
' SMany tes pay collection cost from other State funds, and such are noted. Admin-

istration st her includes balances allocated to reserve funds for administrative pur-
poses, and amounts ae noted.

'Since this table covers the calendar year earnings, but not the actual collections dur-
ig the year, these column are not comparable with similar columns in tables F-i and
F4 which coverdifferent periods fixed by State and local agencies; also certain funds are
allocated to bond payments shown in next column.

' payments are for State highway bonds, except as noted.
A Shows percent increase (+) or decrease (-) compared to net gallons reported in pre-

vos rear.
'Paid from State highway budget, $16,56.
'Estimates reported.
'Includes payments on county bonds, $3,395,828.
' For expenses of motor vehicle department.0Includes $61,57 for next 6 months' expenses, in reserve.
n For expenses of transportation locense tax division.
3Includes all expenses of State inspector ofoils, and special expenses forshale off invest
ton In cooperation with U.S. Bureau of Mines.
Excludes tax on 11254.626 gallons exempted when purchased.

14 Expenses of $30000 paid from motor vehicle fees.
" Paid from State treasury funds.
Z Includes $349,355 as payments on county road bonds.
17 Includes $11,690 gasoline tax reserve fund, assigned to administratn.
" Payments on county road bonds.1 ' Consiss of $200,900 to permanent fund for State buildings of higher learning,

$1, 17,773 for county schools, and $882,747 to State general revenue fund.
0To an equalization fund for public schools.

A udes $10,645 collected on 212,905 gallons sold for airplines.
n Includes $17,007 to reserve for refunds.nTo State treasury note redemption fund.36 To an aviation fund, being amount of aviation gas tax.
"Excludes 212,905 gallons sold to airplanes and taxed.
S County bond payments from gasoline tax included in local roads.
v Paid from State general fund, $15000.
* Consists of $939,778 for State board of education. and $939,778 for boards of commls-
onen of ports of New Orleans and Lake Charles Harbor.
"Consists of I cent tax on all sales of gmsoline not used by motor vehicles.
*To conservation department for oyster propagation.
31 Paid from State general fund, $22,5.

Consists of taxes on gas used in aeronautics and aeronautic licenses.
Amount for city streets reported under State highways.

6 Consists off $38,108 from tax on gas used in aeronautics assigned to State aeronautic
fund, and $2,5 collected from licenses to State general fund.

* Paid from State general fund, $13,000.
3' Special taxes connected in two counties for sea-wal financing.37 Includes $58 to State accounting departmet for auditing.
a8 For sea-wa prOteting road. Deived from extra gas taxes in Harrison County (2

cents) and Hancok County (3 cents) shown In other receipts, $1,172; and the remain-der fom State highway system share of gas tax receipts.3 mu.ont asgnable to sinking fund for bond payments, included in State highway
fund column.* by tax cnm'son which collects taxes: Amount not reported.

41ai by motor vehicle department: Amount not reported.
2 For inland waterways under department of commerce and navigation.

QIncludes balances In suspense fund and operating fund of $28,318.
4Loans to motor vehicle department and public auditing department.0 Pfdfrom State general fund, $75,463. Amount shown is for reserve to pay refunds.
4To New York Cty general fund.
7 Incu $1,381,146 payments on county road bonds.

"0 FState highwypatrol and Iadmlnls tonexpenseofStaterevenuedepartmt
doIncludes 38,3 to reserve for refunds.Dealers' license fees credited to State general fund.
'u Consists of $1,000,000 special emergency relief for destitute, and remainder for distri-

bution of field and garden seed.
2 "Payments reported from motor vehicle fees, Instead of assigning a pro rats share

to gasoline taxes..
U Includes approximately 3,118,610 gallons of " distillate" taxed at 3% cents per gallon.
"Includes expenses of department of revenues pro rated to gsoliM taxes.
UConsists of delinquent collections of prevmus years, penalties and fines.
"Paid from motor vehicle fees, $15,737.
R Paid from State tax commission appropriatloh: Amount not reported.
" Includes all payments on State highway bonds, as pro ra share not reported in

disposition of motor vehicle receipts.
8" Includes $31,602 to reserve for refunds.
00 AUi State highway bonds retired on Jan. 15, 1931, by fryids previously accumulated.
111Includes county road bond payments $2,089,184.
A tax of 6 cents was effective July 1, 1981, to Dec. 19, 1931.
For free school fund.

"Paid from motor vehicle department appropriation, estimated $2,000.
Transfer to motor vehicle department.

* Paid by State appropriation, $14,096.
a Paid from motor vehicle fund, $10,000.
" Dealers' license fees paid into general funds.
"Payments on county road bonds.

Includes payments on county road bonds, $27,451,735; on State highway bonds,
$14,794,206; and in note fund, $24%591f
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Mr. MAuSu. I do not knoV whether you would care to have in the
record the school situation in a nutshell, showing schools closed,
because it shows that the Federal Government has to subsidize
education.

The CHAIRMAN. Let that go into the record.
(The paper referred to is as follows:)

EDUcATons HIT AT BANK SYSBx Doommo SCHOOLS

(By Harvey O'Connor, Federated Press]

WAsHINoTON.-Timid educators, at the mercy of chambers of commerce which
run local boards of education and State legislatures, are striking out gingerly
in the Cleveland convention of the National Educational Association, against
the banker.controlled profit system which is running American schools. But
few are willing to say, above a whisper, that the State and local systems of
education have broken down and must be replaced by a Federal system, which
alone can maintain schools in bankrupt and poverty-stricken areas.

The signs are definitely in the horizon that a change is overdue. The national
committee for Federal emergency aid, backed by National Educational Associa-
tion, is asking a $50,000,000 subsidy for the present fiscal year to keep the
schools open in hundreds of communities where they are either closed or will
shut-down shortly. For 1934-35 the committee Is asking at least $100,000,000
from the present Congress, although careful estimates put the needed sum at
$ 00,000,000. Unless the $100,000,000 Is granted schooling for millions of chil-
dren will slip back to standards prevailing 50 years ago.

Here Is the school situation in a nutshell:
1. Two thousand six hundred schools were closed on or before January 1;

20,000 more will probably be closed April 1.
2. School budgets this year are $M3,000,000 below the 1929 figure. Construc-

tion of schools has dropped to 25 percent of the 1930 figure. Some schools
have gone on a tuition basis, thus forcing out workers and farmers children.

3. A million more students are enrolled than in 1930, but there are 40,000
fewer teachers.

4. Two hundred thousand teachers are getting less than $750, the code
minimum for factory labor; 45,000 are getting less than $300 a year and 40,000
teachers are owed $40,000,000 in back pay.

5. In one State there are 45 pupils to each teacher. Kindergartens, music,
art, 'playgrounds, and recreation, evening schools, and adult classes are being
reduced or cut altogether. Textbook sales are down 3 percent.

In Alabama all schools are closed in 24 counties and 13 cities.
"Our Government has quibbled little about extending generous aid to mate.

rial agencies and enterprises, some of doubtful validity ", states the Federal
emergency aid committee. "Shall it hesitate to bestow upon the innocent
children of the depression that same measure of solicitude? Thirty million
children are awaiting answer to that question."

The answer, of course, is "yes." Until educators are willing to tell the truth
about an economic system that closes schools while boosting, year by year,
the Income of coupon-clippers, there Is no chance that children will get a square
deal. Even the National Education Association, however, is beginning to find
its gonue, under the last of the industrial crisis.

"Supercorporations ", states the leading editorial in the current N.E.A. Jour.
nal, "as they have developed under banker domination have much the same
effect on the wealth of the people as the old Roman empire had on the wealth
of its provinces. Through excessive charges made possible by monopoly con-
trol, they draw off dividends on watered stock and into stagnant corporate
surpluses so much of the buying power of the Nation that commercial life in
the small communities is paralyzed." The educators are getting near the sore
spot.

Mr. MAi"SH. Also, ma I read in a brief pamphlet by the General
Welfare Tax League Where the Sales Tax Falls

The CHAIRMAN. We do not want to encumber this record too much.
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Mr. MARSH. I have only one copy. If I may summarize it later
and put that in?

The CHAIRMAN. Yes.
Senator BARKLEY. Have you copies enough to distribute it to the

committee?
Mr. MARSH. I will write and try to get them.
Senator BARKLtY. That would be better than encumbering the

record with it.
The CHAIRMAN. Mr. Marsh, you have occupied 20 minutes.
Mr. MARSH. In cooperation with questioners.
The CJAIRIMAN. Thank you very much. If you have soiething

else you want to put in the record that is on the point, you may do so.
Mr. MARSH. This is the brief showing how you can get the money

which I stated you could get from the various avenues.
The CHAIRMAN. Very well. Was that put in the House record?
Mr. MARSH. No, sir. This is since I appeared before the House.
The CHAIRMAN. Very well.
Mr. MARSH. I want to close with this statement: The Govern-

ment can raise just as much money by taxing as by borrowing. It
(lepends on whose Government it is, whether it taxes or borrows.

Senator BAILEY. IS it your view that the processing taxes now
amounting by a)propriation to something better" tian $1,000,-
000,000 but of which peritaps $600,000,000 will come back in taxes--

Mr. MASH (interrupting). What is that?
Senator BAILE.Y. About $600,000,000. That is the estimate. But

we have appropriated something better than $1,000,000.000 for
processing taxes. Do those, taxes fall on the farmers or on the
<.onsumers?

Mr. MAnsH. I think that you cannot make a positive statement
in all cases.

Senator BAILHY. How does it fall in the matter of hogs?
Mr. MARSH. May be a part of it is on the farmer. I think most

of it falls on the consumer. Obviously, if any of it fell on the
farmer, it would tend to defeat the purpose which the Secretary of
Agriculture and other Government officials had in advocating it,
and Secretary Wallace, in a ratlier lengthy statement, has shown
some committee-I have forgotten which- -has claimed that none
of it was paid by the farmer. It was paid by the consumer.

al am not discussing, you know, whether we should have bounties
tofarmers or not, but skin' that the direct processing tax be re-
pealed, and any payment that may be necessary to be made to
farmers be made directly out of the Federal Treasury, -because you
can get it from those who can afford to pay it instead of compelling
consumers to pay it.

The sales tax is a tax on inability to pay. A processing tax does
the same.

(The brief referred to is as follows:)

B3PmE SUBMITTED TO THE SENATE COMMITTIW. ON FINANCE. BY TIlE PEOP1.E'S
LOIBY, INC.

I. The essential to recovery under capitalism.
11. The function of taxation iii recovery.
Il1. A program of Federal taxation.

40
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. THU ESSENTIAL TO UIWOVIT UNDER OAPITAUSM

The essential to recovery under capitalism is a redistribution of the national
income in terms of purchasing power which will enable those who should work,
to buy at least the essentials of a decent life, out of current income, for them.
selves and their dependents, and enable those who should not work to have a
livable existence.

The commission on economic reconstruction, of Columbia University, discuss.
log the economic problem raised by the disparity between actual and potential
production, says:

"It is clear that if our society could continuously utilize to the full the pro.
ductive capacity which is actually available, it could thereby overcome the evils
alike of poverty and unemployment, assuming an equitable distribution of
national income."

Nearly a year's experimenting with various devices to adjust the national
income so as to start recovery has proven abortive, and the chief factors which
prevent violence and even bloodshed in many sections are the belief that the
President is trying to help, but is being betrayed by his lieutenants, and the fact
that Governments, Federal, State, and local are expending money at the rate
of about $1,850,000,000 a month in direct payment and credit, or nearly
$16,200,000,000 a year.

Manipulating the content of the gold dollar, levying processing taxes upon
farm products, to enable farmers to pay higher prices for manufactures, at-
tempting to enable factory and other nonagricultural workers to pay higher
prices through setting minimum wages, is an evasion of the issue, as is issuing
greenbacks.

The Columbia University commission, discussing the methods of tile National
Recovery Act, says:

"Insofar as they are designed to prevent undercutting in wages and prices
and other competitive practices incompatible with a decent minimum standard
of living for the worker, they have a humanitarian justification, but they should
be viewed in that respect.

"There should be no attempt to impose such regulations on any broader
scale, with the idea that they dre measures of recovery.

"There should be no illusion with regard to the fact that a general rise in
prices through such measures, is not a sign of increasing prosperity."

Diffused prosperity, general enough to prevent the anticipated collapse, can
be achieved only by reducing prices, in this Nation, with 5 percent of the people
owning four fifths of the wealth, One fifth of them dependent upon Government
for subsistence, and one half of them living below a decent standard.

Capital structure of corporations, long-term debts, and land values must be
written down at least $150,000,000,000-or over one third.

That admittedly cannot be done at once.
Taxation can be invoked at once to right past wrongs and prevent future

wrongs.
It. THE FUNCUON OF TAXATION IN IIEOOVIMY

There are two ways to effect the necessary redistribution of the national
income in America in time to prevent serious trouble-public ownership of all
means of production, distribution, and exchange, or drastic taxation of income-
personal or individual, and corporation, of estates and of land values, with
a more moderate public-ownership program.

America will first try taxation, but will have to try it promptly.
The report on national income made by the Department of Commerce (with

the active cooperation of the National Bureau of Economic Research, Inc.)
in response to Senate Resolution No. 220, Seventy-second Congress, states:

"The total income distributed to individuals throughout the Nation was
81 billion dollars in 1929, 75.4 billions in 1930, 03.3 billions in 1931, and 49
billions in 1932, a decline of 40 percent between 1929 and 1932. Income pro.
duced in each of these years amounted to 83, 70.5, 54.7, and 88.3 billion dollars,
respectively ,.with the decline from 1929 to 1932 amounting to 54 percent. The
income distributed by industries in 1929 was less than that produced to the
extent of 2 billion dollars, this amount being retained by corporate and indi-
vidual enterprises. In the following years, however, the amount distributed
exceeded the amount produced, a draft being made upon previously accumu-

46982-34---3
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lated surpluses and assets; such withdrawal of income exceeded income pro-
duced in 1932 by 10.6 billion dollars."

This report points out that "wages have suffered the most severely in the
general decline since 1929, with a falling off of 60 percent In those industries
in which it was possible to segregate this item. Salaries dropped 40 percent.

"A significant divergence In declining trends is apparent as between labor
income and property income; by 1932 the former had fallen off 40 percent,
while property income receded but 30 percent."

In- 1929 labor income amounted to about 03 billion dollars, or 65 percent of
the total income distributed.

In 1929 the total payment as salaries and wages inI all industries, i.e., the
total labor income, was $52,807,000,000, and the total property income was
$12,215,000,O00.

By 1932 the total labor income had fallen to $31,595,000--a reduction of
$21,272,000,000-while total property income-interest and dividends-bad
dropped to $8,489,000,000, a reduction *of only $3,720,000,000.

Net rents and royalties and other entrepeneurial unearned income fell from
$15,950,000,000 in 1929 to $8,872,000,000 in 1932-a drop of $7,084,000,000.

In 1929 the 374,032 persons with net incomes over $10,000 received from
ownership or control of property $11,692,352,744-an average of $31,20U.

In 1932 the 102,134 persons with incomes over $10,000 received from owner-
ship or control of property $2,209,189,457, an average of $21,030.

Although there was a marked reduction in total income from ownership and
control of property from 1920 to 1932, there was about the same concentration
of income from property and general income in 1932 as in 1929.

In 1929, 374,032 persons received less than three sevenths of tile total prop-
erty income, while in 1932 a little over one quarter of that number, 102,134
persons, received over one eighth of the total income from property.

In 1929 the average salary received by these 374,032 persons reporting net
incomes over $10,001) was $7,419; in 1932 tile average salary received by the
102,134 persons with such income was $8,747.

In 1929 the total income of the 374,032 with net incomes over $10,000 was
$14,466,402,104, of which 80.1 percent was from ownership or control of prop-
erty. They paid inI Federal income taxes and surtaxes only $088,000,287, which
was 6.9 percent of their total income, and 8.4 percent of their net income.

After paying Federal income taxes and surtaxes, they had left on average
of $30,281.

In 1932 the total income of the 102,134 persons reporting net incomes over
$10,000 was $3,102,544,373, of which 7.1 percent was from ownership ar control
of property. They paid in Federal income taxes and surtaxes $218,173,087,
which was 8 percent of their total income and 10 percent of their nef; income.

After paying Federal income taxes and surtaxes, they had left an average of
$21,830.

It will be observed that in both years, 1929 and 1932, the amounts those with
net incomes over $10,000 had left after. paying taxes was about equal to their
income from property; i.e., they were practically exempt from taxes on their
property income.

Large taxable profits due to high prices retard recovery.
The alleged position of those who favor borrowing instead of paying for

most of current outlays by taxation is that an increase inI prices will produce
large profits to be later subject to taxes, directly as corporation and excess-
profits taxes, and as dividends paid out, subject to surtaxes.

The real purpose, of course, is to save the wealthy from paying proportionate
taxes on current income, and there is no assurance of a largely increased cur-
rent national income for some time. The wealthy will not ask to pay more
taxes when or if their income increases.

To permit a reasonably decent standard of living, however, for at least one
fifth of the population, and a fair one for half, prices should not increase but
should decrease, and the tax program should be based not upon anticipated
increased profits, duo to higher prices, but upon a current redistribution of
the national income through taxation.

Four years of acute depression have demonstrated that Federal, State, and
local systems of taxation are basic causes of unemployment, which cannot be
offset by large Federal appropriations for relief or Federal credit for public
works, though these must be continued and probably enlarged for at least I or
2 years.
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The preliminary report of the House Ways and Means Subcommittee oa

"Double Taxation ", published in 1933, states:
"The greater part of the general property tax is paid by persons with net

incomes under $5,000." It estimates that $.,200,000,000 is collected from the
general property tax or from franchise taxes levied in lieu of property taxes,
and that the average rate of tax on property in the United States is 2.19 percent
of its full value.

Amendment of State general property tax laws, to transfer taxes from
buildings to land values, is obviously a matter for State legislatures, but the
Federal Government's tax policy can expedite such action.

Over 1,500 State and local government units have defaulted on their bonds
to approximately $2,000,000,000, and many of such governments do not raise
taxes to met current budgets, bec.ause they are afraid to tax those who could
pay, or the people are unable to pay-or both reasons.

This situation lends support to the view that in the near future, the Federal
Government will have to control the fiscal systems and expenditures of State
and local governments, extending the principle tow established iii the division
between the Federal and State Governments of the proceeds of the Federal
estate tax.

In October 1933, 16 States with nearly half of the Nation's population, had
general sales taxes, though such taxes were defeated by referendum in North
Dakota and Oregon; while 27 States had personal and corporation net income
tax laws.

These varied greatly. Some sales tax laws tire "permanent." Others run
till the middle of 1934 or 1935; ln some States the consumer is mentioned in
the law as the payer, and in all States, with rising or even stationary prices,
the consumer will pay. Rates vary from 5 percent to 3 percent.

Exemptions and rates of State Income tax laws also vary so greatly that no
estimate is reliable as to the yield from year to year.
The lowest exemption is $500 for a single person in North Dakota, the next

$700 in Idaho, while two States have $750, Kansas and Mississippi. In most
States tile exemption for a single person is $1,000 to $1,500, and for the married
$2,000 to $3,000.

The House Ways and 'Means Nubconlmittee reported:
"The fact that the general property tax is not levied in accordance with the

principle of ability to pay has been brought home to us during the current
depression with great force." It might have added that the principle of pay-
ment for Government service is largely ignored in State and locll tax systems,
and completely in the Federal tax' set-up.

The committee reports the total revenue from taxes lit 1931 as $9,519,000,000,
divided as follows:
Federal taxes --------------------------------- A--- - $2,428,000,000
State taxes -------------------------------------- 1967,000,000
County taxes -------------------------------------- 958,000,000
City taxes --------------------------------------- 2,978,000,000
Local taxes -------------------------------------- 1188, 000, 000

The committee estimated the total tax burden In 1932 at over $10,000,000,000.
Government expenditures, this year, are over $10,000,000,000.

The per capital tax burden in the United States was approximately $77.53 ill
1931.
Of the total taxes collected by all governments: Percent

The general property tax yielded -------------------------- 53. 5
Income taxes yielded ---------------------------------- 21.2
Special sales taxes yielded ------------------------------ 11.3
Licenses and permits yielded ------------------------------ 5.3
Estate and inheritance taxes yielded ------------------------ 2.4
Special assessments yielded ------------------------------ 2.2

Total -------------------------------------------- 95.

The 4.1 percent is made up of various franchise and miscellaneous taxes.
The committee gives the following illustrations of consumption taxes, which

the Federal Government increased in the last revenue tinkering, connected with
the National Industrial Recovery Administration bill.
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A 15-cent package of cigarettes a day yields in taxes:
Arkansas ----------------------------------------- $40.15
Tenness e ------------------------------------------ 3.50
North and South Dakota, South Carolina, and Texas -----... 32. 85
Kansas, Ohio, and Utah -------------- ------------------- 2.20

Iln Mobile, Ala., the user of 623 gallons of gasoline pays in Federal, State,
county, and city taxes $59.15; in Palatka, Fla., $50.07; and in Harrison County,
Miss., $02.30.

Transfer of $0,000,000,000 in taxes front consumption to funds seeking
investment would break depression.

In 1931 total Government expenditures were about $11,000.000,000, or approxi-
mately one sixth of the national income of $03.289,0,000.

This year, 11)34, with the national income probably betwtn $40,000,000.000
and ,45.O00,000,000, all Government expenditures including relief and credit
tor public works, is about $10,000,000,000, or over one third of the national
income.

Approximately nine tentlths of all Federal credit for public works is for Fed-
(ral projects from which the Federal Government will not receive any return.

Congress should have provided in the National Industrial Recovery Act that
the cost of improvements should be assessed upon property benefited thereby.
this would have saved the general taxpayers at least $2,500,000,000 in 1 year,
and these expenditures are enriching landowners by $5,(0,000,000 to $6,000,-
000,000.

The Secretary of the Treasury in his annual report for 1933 estimates the
Federal Government's revenue for 1934 ending June '30 as follows:
Income tax, individual and corporation ------------------ $864,000,000
National Industrial Recovery taxes ----------------------- 153,700,000
All other --------------------------------------- 1,242,900,000
Processing tax on farm products ----------------------------- 403,000,000
Spirits and fermented liquors --------------------------- 89, 0,000
All other customs ----------------------------------- 310,000,000
Proceeds Government-owned securities (and foreign obligations) - 20, 000,000
All other ----------------------------------------- 9, 439,315
Panama Canal tolls, etc ------------- ---------------------- 25,672,424
Other miscellaneous ---------------------------------- 56,227,017

Total -------------------------------------- 3,259,938,756
Of the entire estimated revenue of the Federal Government for this fiscal

year-about three and a quarter billions of dollars--only a little over one-
fourth, the Individual and corporation income tax and the small amount from
the estate tax, Is raised on the principle of ability to pay.

At least $2,250,000,000, including all consumption taxes, is obtained from
taxes levied in accordance with need, and.not with ability to pay.

England obtains four times as much from income tax as United States in
proportion to wealth and income.

During the fiscal year (of each nation) 1932 the proceeds of the individual
and corporation income tax were--
In, England (pound at 486) -------------------------- $1, 781,500, 000
In the United States ------------------------------- 1,056, 756, 697
Excess in England ---------------------------------- 724,743,303

The wealth and income of the United States Is about two and a quarter times
that of England, so that the proportionate yield of these two taxes is about
four times as great in England as here.

During the fiscal year 1933, the disproportion was even greater, England get-
ting from these two taxes $1,527,900,000; the United States only $740,791,404.
That year England got over twice as much from these two taxes as we.

The division here each year was as follows:

Personal Corporation

1932. ...................................................... $427,19,562 $6 29, 8115
1033.... .......................................................... 352,873,820 394, 217, 784
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The Bureau of Internal Revenue reports that in 1932, the total income of

the 8420,995 persons making returns for the income tax was $13,704,294,4.
The Bureau of Foreign and Domestic Commerce reports the national income

that year was $48,952,000,000.
The average income of about 26,000,000 families which did not make returns

for the Federal income tax was, therefore, about $1.376 on this basis.
The Secretary of Commerce estimates the national income in 1932 at less

than $42,000,000,00, and on this estimate the average income of these 20,000,000
families was $1,084. It is probable that the national income will not exceed
$43.000,00),000 tills year, and will not much exceed $45,000,00,000 to a naxinmuni
of $50,050,000,000, for at least 2 or 3 years, since, as stated by Dr. Thorp,
Director of Foreign al Domestic Commerce, "withdrawal of income exceeded
Income produced in 1032 by $10,600,000,000 ", and this cannot be repeated often.

To increase the purchasing power of the masses of the people out of current
income at once, through taxation, the Federal Government must repeal all
consumption taxes, including processing taxes on farm products.

The increase in Federal revenues for the present fiscal year (1934) over
1933 is estimated at $1,180,242,015. Of this increase approximately $800, 000
(over two thirds), is derived from increase in consumption taxes, the largest
single item being the processing tax on farm products estimated to yield
$403,000,000, National Industrial Rtecovery taxes, $153,700,00, "miscellaneous
taxes ", $384.682000, and Increases in tariffs (other than spirits and fermented
liquors), $59,249.000. Of the latter two taxes, considerably over half are
collsUllption taxes.

The repeal of the $1,500.000,000 or maon (if Federal consumption taxes would
increase consumnltion by at least tills amount:

"Business Week "-a McGraw-Hill lpubliation-rei)orts that in 1929, when
it estimates the total national income was $90,873,000,000, the 14,816 persons
who received all income over $100,000 spent for goods and services oinly' $1,313,-
000,000, and saved $3,028,000,00, while the 45,33,0.) persons receiving an in-
come under $3,000 spent for goods and services $65,143,000,000 and saved only
$3,746,000,000.

Since increasing not only purchasing power, but purchasing, out of current
Income is a prerequisite to any semblance of prosperity, and the wealthy
cannot spend their income, time tax burden should, on purely economic and not
ethical grounds, be shifted from those with small incomes under $3,000 to those
with large incomes chiefly derived from property.

The wealthy who do not and cannot spend their income, but seek profitable
investments, constitute a great menace to American equilibrium.

III. A PROGRAM OF FFDMAL TAXATION

1. Inerca.c yield front personal iconte tao $2,OOO,OOO,OOO.-Tle following
table shows how at least $2,000,000,000 additional revenue can be derived
from the personal-income tax, assuining approximately the iti'oine in income
classes of $3,000 to $1,000,000, as in 1932, the data for which year is used:

-jPercent Amotnt left after taxesincome Addititonal
Class (thou- Nu r Net Inco ine oe front amount class

sands) axes paid Pr* Total Apiece Count pay
erty

Under ........ 3,420,9 $7,112,.000 $4 M2, 000 320 7,069,800,000 2018 r3. 000, 000
5-10...... 237,273 1,5,998,285 34,371,830 47.3 1,50,623,75 6:577 W. 000, 000
10-25.......... 77,045 1,127,225,087 49,357,1382 62.7 1, 077,868,00 13,W80 00, 000,000
25-80 ........... 17,658 601,257,813 43,052.788 71.4 5, 205, 017 31.612 250,006000

_-100 .......... ,844 376.214,824 40,783. MS 78.0 329,460,979 58.373 225,000,000
100-10.I 962 I 1,7194 24,8 8311 8Z 8 01, W0, 643 I95.228 60,000.000
150-0 ........ W 17,049448 31,910,460 87.8 85,138,98 144,548 70,000,000

13-8 ........ i .47.874 18,2V4,921 92.4 32,0,653 240,240 25, 0D,0 00
0o-,.000 ........ 54,451,168 18,780,781 93.7 -35,,670,387 448,879 30.000.000

Over 1,000.... % 20 35,239,586 15,834,321 99.3 9..705,25 8,201 17,000,000

Total .... 760,402 11 8,499,309 324,744,617 ....... 10, 86,,62, 2074 000,000,00________________I zo2.77
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2. Tax on liquid corporation sttrpluscs $2,500,00,00.-The Commissioner of
Internal Revenue report for 1931 (the latest year available) states that at the
close of that year the liquid assets (cash and tax-exempt investments) of the
381,088 corporations filing balance sheets was $26,548,4422,000, of which the
632 corporations, each having total assets of over $50,000,000, reported $13,288,-
032,000, or over half.

At the end of 1932 the cash and equivalent of 104 corporations was $1,788,-
000,000, which was 8.85 percent of their capital stock, surplus, and capital
reserves; the liquid surplus of the 78 industrial corporations among these
104, was $1,382,000,000, or 19.88 percent of their capital stock, etc.

Recent experience has shown that while the Government can tell employers
what wages to pay, and what hours to work, it cannot compel any employer to
continue employment, nor to pay out accumulated liquid surpluses as dividends,
so that such income would be subject to taxation.

The only practical method to compel equitable distribution of such surpluses
is to tax them,

Profits and surpluses of many corporations have been largely increased under
the N.R.A.

For a year or two $2,500,000,000 could be obtained froni this source, allowing
corporations a reasonable surplus to meet emergencies.
8. Tax on income from Government bonds, $500,O00,O00.--The House Ways

and Means Subcommittee on tax avoidance reported that $40,500,000,000 of
tax-exempt bonds are outstanding, and the annual interest thereon amounts to
$1,805,000,000.

Much of these bonds are held by tk wealthy, but a large part of those not
subject to high surtaxes.

It is probable that subjecting such income to higher surtaxes Would yield in
additional revenue at least $500,000,000. It is unearned and should be heavily
taxed. *

4. Tax on salaries and wages of State and local governient employees,
$150,00,O00.-Salaries and wages of State and local government employees
amount to at least $1,500,000,000, but are not now taxable. A large part of
this pay roll goes to those wIo should be subject to surtaxes as well as the
normal income tax. Taxation of such income should yield at least $150,000,000.

5. Increasing estate and gift tax' ratcs, $4 00,OO,0.--The total of net estates
of the 7,112 resident decedents for which returns were filed in 1932 was
$1,891,509,000, and the total estate tax thereon was $84,000,000, of which
$01,642,000 was returned to States, Territories, and the District of Columbia,
so that the yield to the Federal Government was only $22,864,000.

During that year returns were filed for 45 net estates of $3,500,000 to "over
$10,000,000", the aggregate net estate being $321,82:3,000 upon which the total
tax was $40,594,000, the net estate after payment of tax averaging $6,249,533.

These estates should pay $200,000,000 more In estate taxes.
Returns were filed for 6 net estates "over $10,000,000" aggregating

$105,662,000 net, upon which the total tax was $17,253,000, and the average net
estate after payment of taxes, was $14,735,000.

These 6 estates alone should have paid at least $70,000,000 more than the
tax levied.

During 1932, 97 returns were made for estates of $1,000,000 to $3,500,000,
aggregating a total iet of $31,194,000, upon which the total tax payable was
only $20,016,000. After payment of such tax the average of these estates was
$1,579,000.

These 197 estates should have paid at least $150,00,000 more than the tax
levied. The average tax rate on the 45 net estates of $3,500,000, to "over
$10,000,000" was 12.3 percent; on the 197 net estates of $1,000,000 to $3,500,000 °

was 0.05 percent of the net estate.
The Federal Government should retain most of the estate tax.
It should be noted that fii 1932, price levels were low for stocks of corpora-

tions which were valued by estates for which returns were filed that year at
$1,000,760,000, or 30.0'2 percent of the total.

Real estate also was valued at $433,374,000, or nearly one sixth of the total.
The inflation policies sponsored by the administration to date have increased

prices of stocks and of real estate markedly.
6. Tax of 1 percent on land values, $900,O00,O00.-Whlile the alleged purpose

of the Public Works Administration was to encourage State and local govern-
ments to prosecute promptly needed public improvements by a grant in aid of
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30 percent of the cost there, the widespread local "taxpayers' strike"
thwarted thi purpose, through no fault of the Secretary of tile Interior.

To effect this fallure of State and local governments to meet their slhare of
the responsibility for providing work, the Federal Government expanded its
construction program, so that over four fifths of the $3,300,000,000 appropriated
under the Public Works section of the N.I.R.A. is being paid by the Federal
Government. Congress refused to assess the cost of these improvements on
property bene fited therely.

All these expenditures, as well as the Government's expenditures for relief
and for male work, stabilize or increase land values.

To recoup the Federal Government for these outlays, Congress should levy a
tax of 1 percent on all land values which would yield anout $M),000,000. It
could do this as a direct energency taix or as an excise tax upon the privilege
of holding land of given value. Such it tax would, of course, be chiefly paid by
cities, where the real land values are,

Many of the recommendations of the House Ways and Means Subcommittee to
prevent tax avoidance should be adopted.

Deductions for depreciation and depletion should be reduced find reorganiza-
tions should be ended; dividends out of pre March 1, 1913, earnings should be
taxed, partnerships should be taxed, and consolidated returns stopped.

The committee's recommendations on "capital gains ald losses " are, how-
ever, vicious. With i prospective net increase of over $10,000,000,000 in the
Federal debt in 3 or 4 years, capital gains should be taxed at substantially the
same rate as any other net incme.

Excess-profits taxes have not bMn stressed, as a source of revenue. They
should be heavily taxed; but if the N.R.A. and other similar agencies are any.
thing but sounding brasses and tinkling cynlmals, there will not ie much excess
profits.

The tax changes enumerated above would yield (deducting the $22,304,000
estimated tax on estates) additional revenue amounting to at least
$6,427,036,000.

This would be increased by plugging the loopholes in the law and really taxing
capital gains.

America could and should pay for the war on ioverty, as it goes, just as it
should have paid for the World War out of profitscurrently extorted.

Equally important almost, because of the wide-spread poverty, and low income
level, is the repeal of consumption tax, inculiing all processing taxes on farm
products, excise, stamp, admission, gasoline, and all other nuisance taxes. At
least one third of the price consumers pay for gasoline is Federal, State, and
local taxes, while tile tax on tobacco is much more than the producers receive
for their tobacco. Any bouifty or subsidy for farmers should be paid directly
out of the Federal Treasury, not as a tax on consumers.

NATION OF PEDERAL TO STATE AND LOCAL TAX SYSTEMS

The New Republic. in an editorial in its issue of February 14, 1934, concludes
a statistical study What Has Happened to Wages:

"The net result of the N.R.A. has W~cen to decrease the real earnings of the
average worker even below the property level of last June. There was a rise
during the 6 months (June to December 1933) of 3.7 percent In money earnings
per worker, to compare with a rise of 5.4 percent in the cost of living."

Transfer of the 5 to 6 billion dollars of present taxes on consumption,
most of which is paid by those with incomes under $2,000, find the major part by
those with incomes under $1,10). Chiefly to those with incomes over $4.000 is
the most Inmedliately practical measure of recovery. We have shown how it
can be started.

It means a transfer of most of that sum from saving to spending.
Business Week In the American Consumer Market, quoted above, states that

more than 75 percelit of the total value of consumelrs' goods and services
absorbed in 1929 " was alsorbed by those with incm.es of less than $5,000. and
more than 0 16percent by those with incomes of less than $3.000." The income
figures would now be about $3,f00 and $1.500.

The Federal Government, through various agencies such as the Public Works
Administration and the Reconstruction Finance Corporation, is now virtually
underwriting the solvency of many cities aind other local governments. It is
spending unprecedented sums for iblic Works, loa'nng large sums, and main-
taining millions on relief rolls-formerly local and State charges.

I
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It has therefore an ethical and by implication a legal right to stipulate the
conditions under which it will continue such help. It can stipulate that State
and local governments repeal taxes on consumption including taxes on build-
Ings, and tax according to ability to pay, and benefits received.

The Federal Government itself cannot in decency do less.

STATEMENT OF M. L. SEIDNAN, NEW YORK, N.Y., REPRESENTING
THE NEW YORK BOARD OF TRADE

Mr. SIDMMAN. I have a brief statement. My appearance here, gen-
tlemen, is for the New York Board 'of Trade, as a member of its
committee on taxation.

The New York Board of Trade is keenly interested in the develop-
ment of this legislation, and presented its views on a number of itemsembodied in the original report of the House Ways and Means Sub-
committee. The bill in its present form gives effect to a number of
our recommendations.

The CHAIRMAN. Did you appear before the House Ways and Means
Committee?

Mr. SEIDMAN. Yes, sir. We feel that much credit and real com-
mendation is due to you gentlemen, for the very careful study that
has been and is being given to this very intricate and important
subject. The proposed revenue act in its present form is in many
ways a substantia[ improvement over the present law. The changes
designed to prevent tax avoidance are most commendable, and tle
New York Board of Trade is in hearty accord with 'their general
purposes.

As the Secretary of the Treasury has recently pointed out, there
is a feature about the plan of income taxation in this country which
should be kept clearly in mind. He had reference to the fact that
the income tax in the first instance is a self-assessed tax. It is the
taxpayer himself who makes up his return in the first instance and
indicates the amount of his tax liability. Accordingly, it is highly
desirable that our tax laws be so drawn as to encourage the maximum
of cooperai on on the part of the great mass of honest taxpayers.
This cooperation, the Secretary pointed out, can be retained even
though the tax rates be relatively, high, provided the taxpayer is
convinced that the provisions for the tax are inherently fair and
that they are being applied without discrimination.

In directing your attention to a most important provision of the
proposed bill tlf t does not, in our opinion, fit this requirement, of
being ".inherently fair", I would not want to convey to you the
impression that the New York Board of Trade is selfishly contending
for a tax benefit. My board has always been an enthusiastic sup-
porter of the income tax as the fairest kind of tax to be imposed upon
industry. We would like to see this tax developed more and more
along the line of fairness and equity, if it is to remain as one of
our permanent American institutions.

By far the most outstanding change proposed in this law is the
treatment of capital gains and losses. The proposed law changes
not only the concept and definition of capital assets from which
result capital gains or losses, but it also changes completely the
treatment of such gains and losses for income-tax purposes.

Under the existing law capital gains and losses result from the
sale of assets held over 2 years. The tax on such gains is limited to
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a 121/2-percent maximum rate, with a corresponding limitation on
tax savings in case of losses.

It is pointed out by the critics of this plan of taxation, that the
British income-tax system, which entirely disregards such gains or
losses for tax purposes, has shown a marked stability of revenue for
the last 11years in contrast with the extreme instalility of our own
revenue. In that period the maximum British revenue was only
35 percent above the minimum, while in our own case the percentage
of variation was as high as 280 percent.

It is proposed, therefore, in the 1934 Revenue Act to take the first
step in the right direction by including only a part of such gains
and losses in taxable income.

To begin with, a capital asset hereafter is to mean not property
held by the taxpayer for more than 2 years, as heretofore, but all
property held by the taxpayer for any length of time. The only
exceptions are to be such property as represents the taxpayer's stock
in trade or property of a kind which would properly b6 included in
the inventory of the taxpayer if on hand at the close of the taxable
year, also property held by the taxpayer primarily for sale in the
course of his trade or business.

This definition, therefore, would include practically every asset
on the balance sheet of a business, except trading assets, and prac-
tically all property of whatever kind and nature of a private indi-
vidual or investor. It would include, for instance, in the case of a
farmer, his land, his equipment, and practically everything else
except his stock in trade. In the case of a corporate enterprise it
woutd include all of its fixed capital and practically all of its
working capital except its merchandise inventory and such other
property as is held primarily for sale in the regular course of its
business. This new concept of a capital asset, therefore, will cover
an infinitely wider field than that covered by the more limited asset
definition of the present law.

Under the proposed- plan of treating capital gains and losses, the
121/ 2-percent tax limitation is entirely removed and the following
plan is substituted:

First. The gain or loss from the sale of property by an indi-
vidual will vary with the length of time he has held the property,
the amount of gain or loss subject to tax decreasing as the time of
holding increases.

Second. If the losses as so taken into account exceed the gains, the
excess loss is to be entirely disallowed.

Third. In the case of corporations, the graduated percentage
reduction of gains and losses does not apply. However, capital losses
sustained by cor portions are allowed only to the extent of capital
gains. Under the present law corporations are allowed to offset
capital losses against any taxable income.

It, is particularly emphasized with regard to this plan that it is
"safe" 1rom a revenue standpoint, inasmuch as capital losses can-
not be used to reduce ordinary income. Whether it is in fact safe,
even from a revenue angle, must depend, we think, upon whether
it is fair and equitable and will not discourage normal business
transactions.

The great majority of capital transactions are necessarily in con-
nection with securities, and the treatment of security gains and
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losses has unldergone some mighty important changes in the last few
years. Thus, fiom the point of allowing full deduction of all losses
and the privilege, under certain circumstances, of carrying forward
net losses to apply against subsequent years income, it has now
reached the point where some losses are not deductible at all, except
from similar gains during the same year. If there are no such
gains, the deduction is forever denied the taxpayer.

This limitation has, as yet, not been extended to investment losses.
It has been applied to losses resulting from the sale of securities
held for a year or less. Nor does the limitation apply now to other
property, no matter how long held. The proposal now made extends
the liimitation to all such transactions as well.

What effect is this change likely to have upon the revival of our
capital goods industries. It is quite generally understood that these
industries cannot be revived without an ample supply of long-term
capital. The Securities Act of 1933 has impeded the sale of new
securities upon which the revival of our heavy goods industries so
much depend.

The treatment under the present income-tax law of losses result-
ing from the sale of securities held for less than 2 years has most
certainly been another factor in discouraging investments. It is
now proposed to further extend this obstruction to recovery by pro-
hibiting such security losses as tax deductions on investments held
for more than 2 years as well.

See what the investor is confronted with after lie risks whatever
capital he has left. If he makes a gain on his investment, the
Government will tax it heavily; if he has a loss, the chances are
that he will not be able to deduct any part of it in his tax return.
This, added to the many other risks and uncertainties, impairs his
incentive to invest. They make him hesitate.

Is there not something particularly inequitable and discrimina-
tory about an arrangement that will fully tax one's gains but not
fully allow his losses •

The plan for arriving at the amount of taxable income, in rela-
tion to the time the property was held prior to sale, seems a desir-
able first step in the direction of, ultimately removing the tax on all
capital gains and losses. But, until such a time is reached, where
is the fairness in taxing gains but not permitting the deductibility
of losses in excess of such gains?

-This matter is further aggravated by the proposal to, hereafter,
treat partnerships as separate entities as far as capital rains and
losses are concerned. Under the proposed plan there will be dis-
allowed as a deduction to the individual partner, in his own tax
return, his pro rata share of such partnership capital losses, as.
exceed capital gains.

In the past such capital gains and losses were taxed to the indi-
vidual partners, as if the pro rata share of such gains or losses were
in fact part and parcel of their own transactions. That is as it
should be. Since a partnership is not recognized as a separate tax-
able entity for income-tax purposes, and since each partner is re-
quired to pick up in his own tax return his pro rata share of the
partnership income, what justification can there possibly be for
denying him his pro rata share of capital losses, even if such losses
exceed the gains.
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How about the case of in individual having capital gains of his
own and a pro-rata share of capital losses in a partnership I Under
the proposed plan, he will be taxed on the gains but will not be per-
mitted to offset any part of his share of the partnership capital net
losses.

The House Ways and Means Committee report, after pointing out
that the proposed treatment of all capital gains and losses will re-
suit in an estimated increased revenue of some $35,000,000, justifies
the treatment of partnership capital net losses by stating:

It has been strongly contended that many large partnerships, particularly
those engaged In the making and st.curlty business, have been the vehicle of
widespread tax avoidance. It has been pointed out that wealthy partners
have applied partnership losses against their individual incomes, with the
result that in some of the past few years they have paid no individual income
taxes.

It seems unfortunate that the deduction of such partnership losses
by the individual members of certain well known banking and se.
curity firms should rebound so unfavorably upon all of the taxpayers
of this country who may hereafter have capital losses with no offset-
ting capital gains. If it is indeed desirable to prohibit the deduction
of such partnership losses in the banking and security business, why
should the injustice be extended to the manufacturer, to the merchant,
and to the investor?

Even when we were at war and, when our need for revenue was
most acute, no attempt was then made to increase the amount of tax-
able net income by the arbitrary disallowance of bona-fide losses
resulting from legitimate business transactions.

The New York Board of Trade does not believe such procedure
should now be adopted. It recommends that the limitation be re-
moved from the proposed 1934 Revenue Act. If it is not feasible to
currently allow the full deduction of such excess losses over gains,
then at least there should be permission granted the taxpayer to
carry such losses forward as an offset against possible capital gains
in the subsequent taxable year.

Senator CONNALLY. Let me ask you a question.
Haven't you got to bear this in mind in dealingr with these losses

and gains? If a man has a gain in a piece oF property and he
knows he has a gain, he is frequently deterred from selling it because
he does not want to pay on the profit. That is true isn't it? A lot of
companies will say, "I won't sell this because f have to pay the
Government so much and I will hold it." On the other hand, if a
man has a loss, he will take his loss, and get the benefit of it. Take
these men that you mentioned-Mr. Mitchell and Lamont and Mor-
gan, and others-they made fictitious sales so as to be able to take
a loss. They are not going to make any fictitious sales to make a
profit, because they would have to pay a tax on the profit. So unless
you do something, you will never fill up these cracks whereby they
evade the tax. rsn't that true?

Mr. SMD MAN. I would not defend fictitious.sales, of course.
Senator CONNALLY. I know, but how are you going to cure that?

What have you to suggest? Here are these men that have a stock
that has gone down. T'liey sell it to their wives and take the loss and
then reimburse here after the 1st of Januapy. That is a pure device
to get the benefit of the loss, isn't it?
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Mr. SEIDAN. It may well be but the proposed law has a provision
against that situation, and we have no objection to it. We heartily
commend it.

Senator CONNALLY. Now, let us turn that around.
Suppose that stock has been held at a big profit. He would never

have sold it to his wife.
Mt. SIZDMAN. If he were wise enough, he would have sold it in the

open market.
Senator CONNALLY. One of them admits of a device to escape, and

the other gives no compensation to the Government to get a tax when'
there is a profit.

Mr. SEIDMAN. I should say this, that merely because somebody
might find some way of avoiding or even evading a tax, is no reason
why all taxpayers should be denied the deduction of a legitimate
andproper loss.

Senator CONNALLY. Certainly not; but you have got to make a
law that will tax all people in the same way, and if you balance the
losses against the gains and not permit a man to take a loss unless
you offset it with a gain, you o correct that, in a way, because
you do give that special treatment.

Mr. SDMAN. Your difficulty there is that those who have the
losses may not have the offsetting gains and I really do'not believe,
that you advocate balancing of one group against another and thus
call it a day. You do not, I am sure, want to hurt some people, as
a means of getting at others.

The CHAIRMAN. 'Thank you, Mr. Seidinan. I notice that there are
3 representations from 3 separate insurance companies, who desire
to speak on section 22. Can t you gentlemen get together and have
1 gentleman to have the 1 question of annuitiest And i may say,
on the same proposition, that there are four witnesses here on per-
sonal holding companies-Mr. Jackson R. Collins, Mr. A. W. Dickin-
son, Mr. Harry J. Gerrity, and Mr. Sidney B. Moskovitz. Can't you
get together and have one to present that, in order to save the time
of the committee and file your separate briefs, if you want them in
the record?

Senator WALcoT. Can't you suggest today, because we probably
won't get to it until tomorrow, the same with respect to this ques-
tion of oils I find there are 39 here who are for or against this
question of oils. Why can't they get together? We cannot possibly
hear.all of them?

The CHAIRMAN. I was going to say, before the committee meets
on this oil proposition, that the group must get together and select
their representatives. We cannot hear everybody that wants to be
heard on that oil proposition. There are many witnesses here, and
they can get together and select some one who should present it.
In the first place, your case will be presented better, and the com-
mittee will give more consideration to that particular witness than
if you come here and speak 5 minutes.

Senator CONNALLY. You refer to vegetable oils?
The CHAIMAN. Yes.

42
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STATEMENT OF D. W. SPRINGER, REPRESENTING THE AMERICAN
SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS

The CHAIMMAN. Is Mr. S ringer, of Washington, here, represent-
Jg the American Society of Certified Public Accountants I

Mr. D. W. SpuiwOER. Just a statement and a request. The state.
ment is that our committee represents 15 States from New York to
California, and we sent a tentative brief, and we expect to be able
to file, if permission is granted us, the completed brief after the
hearing tomorrow.

The CHAIMNA. Thank you very much.

BMW313 SUBMI'I'ED BY THI COMMIT='E ON FMainL LEGISLATION OP THU AMmWAw
Socwn OF CERTIFIED Pumio AOOUNTANTS TO TH SEVENTY-TEID CONGRESS,
SWO0ND SESON

MARCH 12, 1934.
To the 0thairman and Members of the Conmittee on Finance of the Senate of

the United States.
GENTLEMEN: The American Society of Certified Public Accountants is a na-

tional organization with a roster of 2,417, represented by certified public
accountants in active practice in every State of the Union. The society, through
its various technical and special committees, has been happy to cooperate in
many ways throughout the years with the several departments, bureaus, and
commissions of the Government of the United States. The members of the
society are in intimate contact with business and industry throughout the
Nation, and they are in a position to offer disinterested and objective com-
nient on those phases of revenue legislation which most intimately concern
the business life of the country. There are herewith presented comments,
observations, and recommendations which it is believed represent the over-
whelming opinion of the men)bershipl of the society. These views have been
collated and prepared by certified public accountants who are the officers of the
society and members (if its committee on Federal legislation.

COXIMI7TTr ON F, '&AL LEGISLATION

Howard C. Beck, Woodward Ibuilding, Washington, D.C.
Burney R. Clack, 5528 South Owasso Street, Tulsa, Okla.
James J. Fox. Little Building, Boston, Mass.
John S. Glenn. Rtahlinan Building. Nashville, Tenn.
John T. Madden, 286 Wooster Street, New York, N.Y.
Wil'iami H. Moberly. Wheeler-Kelley-Hagny Building, Wichita, Kans.
Leslie J. Richard, Merchants National Bank Building, Mobile, Ala.
Douglas N. Wilson, Strain Building, Great Falls, Mont.
Henry G. Burke, 1001 Court Square Building, Baltimore, Md.
Harry J. Cooper, 519 California Street, San Francisco, Calif.
Gilbert B. Geiger, Lehmann Building, Peoria, Ill.
Joseph J. Klein, 19 West Forty-fourth Street, New York, N.Y.
Doughts S. Meaden, Citizens Building, Cleveland, Ohio.
Ira B. McGladrey, Merchants National Bank Building, Cedar Rapids, Iowa.
Raymond H. Walker, 1228 Sharp Building, Lincoln, Nebr.
The Committee on Finance of the United States Senate may freely call on

the society for all pertinent information and data in its possession or in its
power to obtain.

Respectfully submitted.
JOsEPn J. KL N,

Chairman 7ommnitte on Federal Legislation,
American Soclety of Certifted Public Aewountants.

SUtRTAX RAT&I (sEC. 12)

The recommendation of the subcommittee of the Ways and Means Committee
for the simplification of the rate structure has, in the main, been Incorporated
in the bill. It seems to us that It would be desirabe to grade the surtax rates
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more equitably than appears in the present bill. The bill contains 28 rates; the
first 5 rise by 1 percent, the next 5 by 2 percent, the next 9 by 3 percent, the
next by 5 percent, the next by 2 percent, and the last 7 by I percent. It is to
be noted that the middle 10 rates are most precipitously graded. This is mani-
festly contra to the doctrine that taxes should be levied with due regard to
ability to pay. It is submitted that many more equitable gradations could
be found with fair prospects of equivalent revenue yield. Among the many
which suggest themselves, the following is herewith submitted; the simplicity
of the table is only one of its commendable characteristics: The first 9, increases
of 1 percent each; the next 9, increases of 2 percent each; the final 10, increases
of 8 percent each.

A comparison between the surtax rates Iw the House biI and the suggested
ones is herewith presented:

Surtax Recom" Surtax Recom-
Amount of not Income rate in mended Amount of net income rate In mended

House surtax House surtax
bill rate bill rate

Percent Percent Percent Percent
to $4,000 ................... None None $W1000 to$82,000 .............. 33 25

1000 to ,00 .............. 4 4 $2,000 to $,000 ............. 38 27
0to I :0,000 to 74,000 ............. 39 29

10, t .,000 2, ............. 0 80,000 ............. 42 32
12,000 to14,000.............. 7 7 01000 to $0D-.............. 45 35

10 .............. 8 8 to 10000 ............ 80 35
10,000 to 1, 000 ............. 10 9 O0 1 0,000 ............ 52 41
1,000 to 000 ............ 1 00,000.......... 3
2,00to 0000 ............ 14 11 $10oOto 00,000 ............. 4 47

000 to 000........... 1 13 . t000 to 000 ............ 85 50
.000 to 2,000 .............. 18 15 0000 to ,000 ............ 5 53

to 000 .............. 21 17 ,000to 6000 87 Be
t 00 ....... N. . 5t 59

,000 to 0000 .............. 27 21 Ove $1,00000 ............... 69 9 or000to: -ODD0 .............. 30 23

ANNU ES (EO.22 (A) (2))

In an understandable attempt to speed up the collection of tax on the income
element in annuities, the bill, it seems to us, would complicate the accounting
for taxable income and correspondingly increase administrative difficulties.
Parenthetically, the Treasury's alternate proposal to the Ways and Means
Committee, Le., to resurrect the provision of the 1924 act, section 218 (b) (2),
would, in our opinion, still further complicate administration.

We have said that the bill's provision would complicate accounting for tax-
able income. Under formal annuity contracts, the date when cost has been
recovered is definitely known. Many of these contracts now annually return
to annuitants fully taxable income; others are rapidly reaching the income
point. With respect to the first class, the 3-percent provision obviously is
meaningless; so far as other contracts are concerned, records will have to be
maintained which, to judge by experience in similar situations, will not prove
easy of administration.

Perhaps it may not be aniss to refer to the fact that investments in Govern-
ment securities and in annuities proved their worth during the depression.
Possibly, annuities may become the popular medium for old-age and pension
provision. Would it then not be desirable to encourage Investments in annui-
ties by providing that the proposed 8-percent tax should apply to annual an-
nuities if in excess, say, of $3,000? If the suggestion is adopted, then the
existing law could be retained with respect to the small annuities, that is, the
taxable point to be reached only after cost has been recovered.

TAX ON PERSONAL HOLDING COMPANIES (SEC. 102)

The purpose of the Ways and Means Committee in providing for special
treatment of personal holding corporations has been made perfectly clear.
The committee sought to reach the so-called "incorporated pocketbook." Our
observation is to the effect that there appears to exist unanimity of desire to
impose punitive taxes on the income which results from the type of transactions
which were recently exposed by a senatorial committee. It is axiomatic,
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however, that legislation which attempts to reach an admitted abuse sometimes
overextends itself and inflicts unintended hardship on innocent persons. The
situation is well illustrated in section 102 of the bill now before your commit-
tee. This section provides for an additional tax or penalty of 35 percent on
what is designated as "1 the undistributed adjusted net income of every personal
holding company." Under the provisions of the bill, the 35 percent additional
tax can be escaped only by distributing as dividends at least 90 percent of
the "adjusted net income" of the corporation. Would you wish the 35-percent
tax imposed in any of the following cases?

Case .--Many years ago a corporation was organized primarily for the pur-
pose of holding title to a father's controlling Interest in a manufacturing enter.
prise, so that, in the event of his death, the four sons might be less prone
to operate at cross purposes. This holding company annually distributed its
earnings which consist almost entirely of dividends on the manufacturing stock.
During the past 2 years, no dividends have been declared because the shrink-
age in the value of the company's assets has extinguished the entire earned
surplus and impaired capital to the extent of about 70 percent. Under the
local law, dividends may be declared only out of surplus. Yet, the proposed
bill would penalize this company 35 percent on 90 percent of its earnings.

Case 2S-Another personal holding company, on January 1, 1034, has an
accumulated operating deficit of $260,000. During 1934 it earned $20,000 on
which it must pay Federal and State taxes of about $3,500, leaving a balance
of $16,500. For failing to declare a dividend in the presence of an operating
deficit of $243,500, tile proposed bill would impose the 35 percent penalty.

'8ae .- In the days when bond issues were popular an industrial cor-
poration borrowed money on long-term bonds which are due serially. The
net earnings of this closely held corporation are just sufficle-t to meet these
obligations. Default would result in foreclosure and all tl,, c that implies.
The proposed bill does not give consideration to the inability of this company
to pay a dividend; the 35 percent penalty is to be imposed on the implied,
but unwarranted, theory that the enterprise is merely choosing not to dis-
tribute earnings.

Case 4.-Here is another corporation the credit of which is weak and
which requires all of its curreilt earnings for essential repairs and replacement
of equipment. Nevertheless, the 35 percent penalty would be applied to it.

Case 5.-Another personal holding corporation, under the terms of a first
lien on all of its property, given years ago, must maintain a current ratio of 2
to 1, and cannot declare dividends in excess of 0 percent on its capital stock.
The mortgage becomes payable immediately upon failure to maintain the
stated ratio or upon the payment of a larger dividend. In this case, the
penalty would have to be borne under the provisions of the proposed bill.

Case 6.-The existence of a lawsuit and the presence of a contingent liability,
which may become actual overnight, may make It essential to the very existence
of a given enterprise that its assets be con-served. Nevertheless, the 35 percent
penalty would lye Imposed for failure to hazard a dividend plomnent.

Case 7.-A corporation might dispose of its principal asset, a building, under
a contract which provides for i down payment of just over 30 percent, the
balance in Installment payments over a period of years. How coulet such
an organization meet the tax in question?

We appreciate that this committee is Justified in expecting from critics of
the bill suggestions for workable substitutes. In our opinion, the fault with
the provision under review is that it Is altogether too specific. We submit that
Congress wishes to penalize personal holding corporations which, while they
could conveniently distribute their income, nevertheless fail to do so. If you
have confidence in the integrity of the Treasury Department, you will, in
our opinion, feel Justified in entrusting to it the task of imposing the penalty
in every instance where the personal holding corporation unnecessarily accu-
mulates earnings which it could afford to distribute. A presumption similar
to that in section..103, with respect to other than "personal holding com-
panies," would, in our opinion, suffice. On the assumption, however, that tie
Congress is determined to enact specific legislation, we suggest the following
modificati6h so as to exclude from the penalty corporations which every intelli-
gent student of taxation or finance should be willing to admit ought not to be
subject thereto. This can be accomplished by extending the definition of
"undistributed adjusted net income" by adding to section 102 (b) (2) :
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"(C) Such .additional amount as the Commissioner, in his discretion, de-
termines to be necessary for the continued existence and functioning of the
personal holding company."

Both in section 102 (relating to "personal holding companies") and in sec-
tion 103 (dealing with other corporations), the tax bill allows as a deduction
from the sum on which the additional tax is based, "dividends paid during
the taxable year." It seems to us that the deduction would be more logical
with respect to dividends declared within, say, 2 or 3 months after the close
of the taxable year, and payable during the year In which declared. This
is especially, but no exclusively, true of corporations during the first year
of their existence.

The proposed additional tax is a penalty even though not expressly so
designated in the bill. Would it not be equitable to permit stockholders of
"penalized" corporations to take "penalty" credit on their own returns for
dividends received from such corporations within a brief period after the
payment of the penalty? For example, if the penalty were imposed on cor-
poration A, its stockholders, upon the receipt of a dividend within I year
after the payment of a penalty by corporation A, if the dividend was from
earnings of the "penalized" tax year, should be permitted to exclude from
their income the said dividends, but such exclusion should not be permitted
to benefit the stockholder by more than the pro rata amount of "penalty."

We should also like to submit that this committee might well consider
the granting of an option to stockholders of corporations, especially of "per-
sonal holding corporations ", similar to that which existed under the 1926 act
(see. 220) and under the 1928 act (see. 104), both of which provided for
escape from corporate penalty if all of the corporation's stockholders, in their
own returns, reported their pro rata share of the net earnings as though they
had been distributed to them as dividends. This matter 'is discussed from
another angle at the end of this brief under the caption "Recapture of for-
eign and domestic ' incorporated pocketbooks.'

Finally, please permit us to say that our argument for modification of the
proposed rigors of section 102 is not to be construed as favoring the proposal
per se. Our own attitude toward the definition In the bill of "personal hold.
Ing company" is aptly expressed In the report of this very committee with
respect to a similar provision in the House bill, which eventually became the
Revenue Act of 1928. We quote from your own report which resulted in the
elimination of the obnoxious definition in the House bill (Rept. No. 960, p. 12) :

"The House bill (sec. 104), through an artificial definition of personal
holding companies, attempted to strengthen the provisions of the existing law
(see. 220) relating to the evasion of surtaxes through the formation of cor-
porations and accumulation of income. As in the case of all arbitrary defi-
nitions, the effect was to penalize corporations which were properly building
up a surplus and to fall to recognize business necessities and sound practices."

DISTRIBUTIONS IN LIQUIDATON (SEC. 115 (0))

The subcommittee of the Committee on WVays and Means pointed out that
because liquidating dividends were treated in the 1932 act as equivalent to
the sale of stock, wealthy stockholders were enabled to escape surtax upon
accumulated corporate earnings by virtue of the fact that the liquidating
dividend, to the extent that it represented taxable gain to the sockholder,
could be subject to the fiat 12%-percent tax in lieu of the high-grade surtaxes
on ordinary dividends. Congress is entitled to help from all expert sources in
the attempt to remedy the condition to which the subcommittee directed
attention.

The bill does not meet the situation either adequately or equitably. To the
extent that the liquidating distribution represents taxable gain to the recipient
stockholder, it is subject to both the normal and the surtax. If, however, the
stock were sold, the resulting profit would be subject to the sliding capital
gain tax.

The bill provides that any loss resulting from a liquidation of stock in a
corporation should be treated as a capital loss, with the result that if there
are no corresponding gains, the loss is not deductible. Normally, a person
does not speculate or invest in stock of corporations which eventually liquidate;
ordinarily, a corporation which liquidates represents the business of one or
a few stockholders which, frequently because of fiscal difficulties, is disbanding.
It is submitted that in such a situation, the loss ought to be permitted as a
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deduction against all types of income and not restricted as an offset against
fortunate (and, in many instances, nonexistent) investments.

Because of the fact that it appears to be administratively inexpedient and
legislatively impossible to prevent the sale of stock shortly before a partial or
complete liquidation, it is submitted that it is unfair to penalize stockholders
who may not have secured expert tax advice which, if the bill becomes law,
would point the way to lawful tax avoidance by divestment of ownership
prior to liquidation. Accordingly, it is recommended:

(1) That gains from the liquidation of a corporation be treated as capital
gains. This result may be achieved by striking out from section 115 (c) of
the bill (pp. 79 and 80) the following language:

"(24) * * * Despite the provisions of section 117 (a), a 100 per
"(25) centum of the gain so recognized shall be taken into account
"(1) in computing net income."

In view of the elimination of the fiat 12/j-percent capital gain tax, there
is, obviously, much less need or occitsion for the drastic proposal under dis-
cussion.

(2) That losses resulting from the dissolution of an lncorp)rated business,
which is of a type or kind that for all practical purposes is equivalent to a sole
proprietorship or a partnership, should be deductible without the limitations
imposed on capital losses. This result may be achieved by substituting in sec.
tion 115 (c) for the sentence herelnbefore recommended to be eliminated, the
following (on pp. 79 and 80 of the bill) :

"(24) * * * Despite the provisions of section 117 (a), If the Commis-
sioner, in his discretion, determines that the loss to the distributee resulted
from the complete liquidation of a close corporation engaged in the business
of agriculture, dairying, miniing, manufacturing, or trading (except as a
dealer in securities), the amount of the loss shall be allowed as a deduction
from gross income as a loss Incurred in trade or business, as provided in
section 23 (e) (1)."

CAPITAL GAINS A.ND LOSSES (SEC. 117)

We do not believe it is wise, legislatively, to attempt to tax capital net gains
(as defined in the 1932 act) at rates as high as provided in the bill, i.e., up
to a maximum of 37.8 percent. The high rates proposed will undoubtedly deter
realization and thus effect the collection of revenue. Regardless of this ob-
servation, we do not consider it equitable to prohibit the deduction of captial
net losses from other income. The basis for our belief Is that it is feasible
for many (if not most) wealthy taxpayers to realize capital losses during
taxable years In which capital gains occur, while the .great majority of tax-
payers have no such option.* The inevitable general effect of section 117 thus
would be to penalize the poorer taxpayer who might be forced to sacrifice Ils
property because of fiscal distress.

An alternative method of treatment suggests itself, which, while not
basically as equitable as the deduction of capital losses from ordinary income,
may be considered by way of compromise. Nondeductible capill losses might
be permitted to carry forward privilege for a period of from 2 to 5 years.
There is nothing novel in the proposition because it existed, in principle, under
all of the revenue laws since the 1918 act.

Aside from these observations, it would appear that Congress would need
no urging to restrict the proposed capital gain and loss provisions to security
investmellts. If a taxpayer should suffer a loss from the disposition of Ills

entire business enterprise, or from the sale of a part of his manufacturing
machinery, or a portion of his farm or urban real estate, would Congress' wish
to restrict such loss to deduction from capital gains? Or, if a profit should
result, would Congress wish to impose the prevailing high rates of tax? It is
submitted, as fully justified in equity, that the optional fiat 12%'-percent tax
should be retained with respect at least to capital gains from nonsecurity
transactions, includfig the liquidation of a close corporation's capital assets
other than securities.

q4

CREDIT FOR FOREIGN TAXES (530. 13 1 (8))

The bill in section 181 (b) cuts in half the credit for foreign taxes allowed
in the Revenue Act of 1932; this provision is in lieu of the recommendation

46982-84-4
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of the Subcommittee of the Ways and Meaus Committee for the entire elimina-
tion of the foreign-tax credit.

The subcommittee's recommendation was predicated on the erroneous notion
that the allowance of the foreign-tax credit discriminated as between American
citizens and domestic corporations doing domestic business and those doing
business abroad, to the advantage of the latter.

At a time when the administration Is encouraging foreign trade, it seems
to be working at cross-purposes for the Congress to make stch foreign trade
movie expensive and less profitable to Americans engaged in foreign business.
We are aware of the fact that the allowance of the credit diminished tax
collected by the Treasury; it must not be overlooked, however, that the credit
Is it lieu of what otherwise would be a deduction from gross income. If there
is danger that the denial of the credit would reduce the volume of Amerlcdn
foreign business, then, we submit, aside from the direct economic loss to Ameri-
can producers, there would be an indirect los to the Treasury, not alone because
of diminished taxable profits but frin the direct exporter as vell as from the
multitude of agricultural and Industrial feeders for such export trade.

CONSOLIDATED RETURNS (2 PERCENT "PENALTY ") (SEC. 141 (C))

The bill, wisely, has not adopted the subcommittee's recommendation to
abolish the present act's privilege of filing consolidated returns for affiliated
corporations. The House has continued the privilege but has seen fit to
increase the price of three fourths of 1 percent provided by the 1932 act to 2 per-
cent. There was no equitable Justification for the higher rate under the 1932
act; there is, therefore, less reason for the proposed higher differential in the
present bill.

Both business needs and economic administration are well served by the
use of consolidated returns. The accounting and business arguments in favor
of consolidated showing of operations, assets, liabilities, and capital of an
affiliated group are too well known to require statement In this presence.
Whether consolidated returns are permitted or not, consolidated accounting
reports will continue to be employed because they are indispensable. When
the Treasury is confronted with fiscal difficulties, there may be some excuse,
rather than reason, for a small addition of one half or three fourths of 1 per-
cent to the ordinary corporate rate; there is no excuse for so large a penalty
or price as 2 percent. In our opinion, the use of consolidated returns does not
deprive the Treasury of revenue; there is, therefore, no equitable Justification
for the higher rate proposed in the bill.

PARTNERSHIP LOSSES (SEC. 182)

Recent public testimony determined the subcommittee of House Ways and
Means Committee to recommend that the members of partnerships should be
prevented from employing their pro vrata share of their firm's losses as Indi-
vidual deductions. The bill, as per the committee's report (no. 704, p. 17)
restricts the nondeduction to security losses. Equitably, if partnership gains
are to be taxed to the members of the firm, losses should be allowed as
deductions. The proposal in the bill is another illustration of a remedy which
overreaches itself. Examination of the practice which inspired the House
action will reveal that what was involved was the tax deduction of a security
inventory loss incident to a change in the membership of the partnership.
The taking of such a loss could easily be prohibited by express statutory
language. It is not necessary, or even desirable, to prohibit partners from
taking deductions in their individual returns with respect to their pro-rata
share of the firm's realized losses. This Is as true of realized security
losses as of other losses. Surely. in view of the large number of small pro.
fessional manufacturing and retail partnerships throughout the country, Con.
gress should not wish to discriminate against them in order to end a practice
which it believes censurable. The more so is this true if the defined evil can
be eliminated by a specific proposal which will not injure a large group, the
activities of which are utterly unrelated to the transactions with which the
House intended to deal. And it is especially true if the taxpayer who seeks
expert advice can so easily circumvent the provision by merely arranging
for a distribution in kind prior to sale of the securities. In such situations
the poorer taxpayer, who does not have the assistance of tax practitioners,
suffers while the wealthy taxpayer escapes through the medium of lawful
avoidance.



BEVBNUE ACT OF 1934 49

REOAPTURA OF FOREIGN AND'DOMESTIC "INCORPORATED POCICETBOOKS"

A Senate committee recently revealed successful tax avoidance through the
utilization of the corporate device. Only those unfamiliar with income-tax
practice were either surprised or shocked.

The bill attempts to deal with the situation in section 102 (tax on "personal
holding companies"). We have commented hereinbefore on that section of the
bill. In our comments and observations, we have indicated the unintentional
hardship which the provision would inflict on certain "innocent" corporations.
We now propose to deal with a somewhat related phase of the same problem.

During the past decade or so, many corporations have been lawfully organ-
ized under foreign Jurisdictions, either for the purpose of consummating a
specific trade which then would not be subject to our Federal and State tax
laws, or to trade abroad for similar tax reasons. Sometimes both purposes were
present. As a matter of practical administration, these corporations are prob-
ably immune from domestic tax, including the 36-percent penalty. Even death
does not necessarily bring a day of reckoning.

Despite a temporary psychological change in attitude, it seems clear that
those who took advantage of lawful escape from the incidence of taxation are
more likely to continue to be envied than censured. The beneficiaries of the
older loopholes in the law, when they seek solace are wont to turn to the
language in For4 v. Naute (25 Fed. (2d) 1015) :

" * * * it is well settled that a taxpayer may resort to any legal methods
available to him to depreciate the amount of his tax liability, so long as his
efforts are confined to the law."

They may also go to Mr. Justice Holmes in Bullen v. Wisootmtn (240 U.S. 625),
who said:

"We do not speak of evasion, because, when the law draws a line, a case is
on one side of it or the other; and if on the safe side is none the worse legally
that a party has availed himself to the full of what the law permits. When
an act is condemned as an evasion, what is meant is that it is on the wrong side
of the line indicated by the policy if not by the mere letter of the law."

Possibly because of existing public opinion man. of the "incorporated pocket-
books ", both those abroad as well as those at home, may be anxious or merely
willing to give up their corporate status. We submit for the consideration of
the committee the thought that restricted permission might be granted to
unscramble the corporate omelet. Permission might be limited to 3 months
following the enactment of the Revenue Act of 1934. The proposed provision
might require accounting for all realized gains of the corporation on a capital-
gain basis, for the allowance of no realized net losses as deductions, and for
a distribution of other property without recognition of loss or gain and with
a tax -basis similar to that provided for distributions in kind by partnerships
(sec. 113 (a) (18)).

STATEMENT OF CHESTER LEASURE, OF THE CHAMBER OF COM-
MERCE, REPRESENTING P. H. CLAUSEN, CHAIRMAN OF
SPECIAL COMMITTEE ON TAXATION, UNITED STATES CHAMBER
OF COMMERCE

Mr. CHESTER LEASURE. My name is Chester Leasure, of the Cham-
ber of Commerce of the United States, representing Mr. F. H.
Clausen, chairman of the chamber's special committee on Federal
taxation and presenting a brief.

The CHAIRMAn. That is on the subject of foreign tax credits?
Mr. Lnsuni. It is on five general subjects, Mr. Chairman.
The CrAIRMAN.-Thank you, very much.

BRIE oF Mi F. H. CLAiSEN, CHnAIMAN OF SpEorr. CoMMITmE ON FEDERAL
TAXATION OF THE UNITED STATES CHAMiER OF COMMERCE

To the Chairman and Members of the Senate Finance Committee: I appre-
ciate the opportunity to present to you some of the views of the committee on
Federal taxation of the United States Chamber of commerce in regard to cer-
tain provisions of the revenue bill now pending before your committee.
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The announced purpose of the revenue bill, as indicated both by the pre-
liminary report of the subcommittee of the House Ways and Means Committee
and by the report of the Ways and Means Committee itself, is to prevent tax
avoidance. Business interests, as well as other taxpayers and citizens, are
in entire sympathy with efforts to prevent evasion of taxes through
technicalities.

It seems clear, however, that the bill, as passed by the House, in various
instances goes beyond the announced purpose. Some of the provisions designed
to reduce tax avoidance are so drawn that they will penalize conscientious
taxpayers who cannot be charged with tax avoidance and who presumably were
not intended to be included In the provisions of the law.

Certain provisions of the bill will have a discouraging effect on business.
Through the corporation-income tax and a large number of excises and other
levies, the Government is now collecting about two thirds of its total revenues
directly from business activities. Government revenues will consequently in-
crease satisfactorily as, and only as, business recovers. Encouraging business
activity will be far more successful in bringing adequate Government revenues
that will be the passage of a revenue act which way discourage business
through the imposition of heavy rates of the levying of additional taxes on
certain forms of business organisation. It is essential for the recovery pro-
gram, that. through the establishment of confidence and freedom from arti-
ficial obstacles, activities of private enterprises be brought to such a point as
to enable them to absorb the unemployed of the country and relieve the
Government of its present heavy emergency expenditures.

The Government should treat all its taxpayers fairly. There should be no
indication that the Government, through its great power, which can easily
become oppressive, is endeavoring to take advantage of the. taxpayers. The
income tax, for example, should be confined to a tax upon real income in the
ordinary and business meaning of the word. There should be no attempt to
increase revenues by distorting the definition of income, quite apart from con-
stitutional considerations, necessarily resulting in inequities and discriminations.

The outstanding example of the departure of the bill from these principles Is
the taxing of all net gains which may accrue to taxpayers while at the same
time denying them an equal right to deduct losses. This unequal treatment
of gains and losses appears most prominently in the provisions of the bill
affecting gains and losses arising from transactions In capital assets.

In the attached report of my committee, various specific provisions of the
bill are discussed in some detail. The treatment of capital gains and losses for
Income-tax purposes is particularly unfair, and has already been commented
upon. The provision affecting mergers or consolidations of corporations will
result in confusion, and will discourage mergers which, in view of recent
economic conditions should be made in the interests of good business policies,
and because of the lessened number of mergers, revenues will probably decrease
rather than increase. The provisions applying to personal holding companies as
now drawn will penalize taxpayers who cannot be charged with tax avoidance.
The additional tax imposed on the income of those corporations who file con-
solidated returns will penalize the use of a principle which is generally recog-
nized as sound. The limitation of credit for taxes paid abroad will discourage
foreign commerce and correspondingly lessen taxable income within the country
which would otherwise be available. The denial of the benefits of the statute
of 'limitations to taxpayers who through an honest mistake of fact or law
understate their gross income appears indefensible. The application of the full
Federal estate tax to American citizens who die abroad will result in double
taxation which may amount to confiscation. Various specific provisions are In-
cluded in the attached report, which in order to save the time of your commit-
tee. will not be mentioned here but to which your attention is invited.

Respectfully submitted. NFRE H. CL AUSE ,

CTutrman. 0ommittee on Federal. Tawation.

The following "report" was also submitted on behalf of Mr.
Clausen:
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RPvENUx BIML or 1934 (As PA"D BY THE Houss)-Rwour oF COMMI'ZE ON

FiDERAL TAXATION, OHAMBE O1 COMMEOE Or THE UNITED STATM

GENERAL POLI

The announced purpose of the revenue bill now pending before the Senate
Finance Committee, as Indicated both by the preliminary report of a Subeom.
mittee of the House Ways and Means Committee and by the report of the Ways
and Means Committee, Is to prevent tax avoidance. Business Interests, as well
as other taxpayers and citizens, are in entire sympathy with efforts to prevent
evasion of taxes through mere technicalities.

Various of the more objectionable of the earlier proposals have been omitted
or materially modified In the revenue bill as passed by the House. The action
of both the House and the Ways and Means Committee has in many Instances
been constructive. There are still some provisions in the bill, however, which,
If enacted, will operate unfairly and harshly. Certain sections will have a
peculiarly discouraging effect on business activity. In an endeavor to collect
small additional amounts of revenues, taxes are imposed which will operate
very unevenly and fall with particular severity on certain limited classes of
taxpayers. It Is doubtful if some provisions will be effective In their announced
purpose to reduce tax avoidance. Other sections, while avowedly designed to
minimize tax avoidance, are so far-reaching that they will work hardship on
taxpayers who were not Intended to be brought within the provisions of the
law and who cannot be regarded as tax avoiders. Still other sections will
impose greater taxes where there Is no question of tax avoidance and these
must consequently be regarded as levying additional taxation.

Through the corporation income tax, excises on a large number of commod-
ities, and other levies, the Government is now collecting a very large part of
its income directly from business. The proportion which business is con.
tributing has been constantly increasing in recent years and now equals nearly
two thirds of the total revenues of the Government. In view of this situation
Government revenues will increase satisfactorily as. and only as, business
recovers. Fostering and encouraging business activity will be far more sue.
cessful in securing adequate Government revenues than will be the passage
of a revenue act which may discourage business through the imposition of
heavier rates or the levying of additional taxes on certain types of incomes
or on special forms of business organizations.

The essential purpose of a revenue act Is to produce revenue. Its outstanding
characteristic should be one of endeavoring to raise the required amount of
revenues through taxes imposed as fairly and equitably as circumstances permit.
There should be no evidence'of a penalizing spirit or of discrimination based
simply on the size of business income or the volume of business operations.
There should be no indication thot the Government, through the use of its
great power, is taking advantage of the taxpayers-no evidence of a "heads I
win, tails you lose" attitude.

Furthermore, it is of utmost importance that the Income tax be confined to a
tax upon real income, in the ordinary and business conception of the word.
Efforts to increase the revenue by distorting the definition of income or by
arbitrary denials of proper deductions must be opposed. Artificial definitions
of income, quite apart from constitutional considerations, necessarily result
in inequities and discriminations and invariably will be met with opposition
and resistance on the part of taxpayers, otherwise ready and willing to pay
their fair portion measured by their true income.

The outstanding example of the departure in the bill from these principles
is the taxing of all net gains which may accrue to the taxpayer, while at the
same time denying him an equal right to deduct losses.' This unequal treatment
of gains and losses appears most prominently in the provisions of the bill
affecting gains and losses arising from transactions In capital assets.

This and other concrete examples illustrating the tendency in the bill to
place the taxpayer in an unfair position as compared with the Government are
discussed in some detail in the following pages. ProVisions which operate in
this manner should have no place in the Revenue Act. If more revenues are
needed, then additional taxes should be frankly and equitably imposed.

The cooperation of the taxpayers is essential in the imposition and collection
of an income tax, as the taxpayers must furnish theessential facts from which
the tax may be computed, and at present they also determine the amount of
the tax in the first instance. Whenever the taxpayers become convinced that
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the Government is taking an unfair advantage of them, or that the tax is levied
unevenly or that certain classes, or certain types are of business organizations,
or certain kinds of business transactions are being singled out for discrim.
inatory taxes, then the corporation of the taxpayers will be alienated. The
Government may be able to make detailed examination of the books and
records of a limited number of taxpayers, but It cannot possibly make the
necessary examination of the books, records, and business transactions ai.d
determine the taxes of all the 500,000 corporations and 4,000,000 individual,
now filing income-tax returns. If the taxpayers cease to cooperate, there will
result constantly greater inequalities, substantial decreases in revenues, and the
ultimate breakdown of the tax.

The income tax properly levied and administered is recognized as one of
the approved methods of raising revenues and should be preserved as a matter
of general welfare. Moreover, in view of the dependence which the Government
places on this source of revenue and of the present and probable future pressing
need for revenue, the breakdown of the tax would be disastrous.

Perhaps the fundamental difficulty at the present time is that a burden Is
being placed on the income tax which was not originally contemplated astnd
which appears to be too heavy for it to support. Immediately prior to tle
war, Government was securing from 5 to 7 percent of its total revenues from
income taxes. Rates were relatively low, administration appeared to be rea-
sonably satisfactory, and few complaints were heard from taxpayers, during
the war the rates were raised to excessive levels. While rates were reduced
appreciably after the war, still the Government placed main reliance on the
income tax as a revenue producer, and in 1900 almost two thirds of the total
revenues of the Government came from this one tax.

Then came the recession in economic activity. Revenues fell off alarmingly.
In an endeavor to secure additional receipts, the income-tax rates, particularly
the surtaxes, were radically increased in 1932. The high rates naturally
stimulated efforts to find legal means of minimizing tax liability, and this,
combined with other causes, brought, contrary to expectations, all actual de-
crease in the amount of revenues collected. Further efforts to increase revenues
by increasing rates that are already on an exceedingly high level, on all or
certain types of income, or by harsh or unfair methods of determining taxable
income, Will result in repetition of- previous unsatisfactory experience and
another disappointment in the amount of revenues collected.

PIcSONAL-oNCOME-TAX SCHlEDULE

The revenue bill pending before Congress materially changes the rates and
brackets now applicable to individual incomes. One of the principal effects
of these changes will be to increase materially the tax on dividends. Since
dividends are exempt from the normal tax but subject to surtaxes, this increase
is accomplished mainly by reducing the normal rate from 8 percent to 4 percent
and applying surtaxes at $4,000, raffier'than at $6,000 as provided by existing
law.

No question of tax avoidance nor lightening the burden on earned income is
involved in this instance. Reduction of the tax on earned income is accom-
plished by other means and there is no charge or implication that the treatment
of, dividends under present law results in any tax avoidance.

The original theory of the income tax was that the income from which the.
dividends were derived would be taxed at the source, that is, in the hands of
the corporation prior to distribution, and the stockholders would be allowed
an equivalent deduction, thus avoiding duplicate taxation. During the war
the parity between the corporation rate and the normal personal rate, which
represents the taxpayer's deduction, was lost and has not been restored. The
chamber has repeatedly protested against this inequity in the past. The pres-
ent bill still further increases this inequality, as corporations will be taxed
13&% percent or 15% percent on their net income, while the individual will be
allowed a deduction of but 4 percent.

Many computations have been made purporting to show that the tax on
earned" Income is higher than that on an income of an equal amount accru-

ing from dividends. The fact that these dividends have already been taxed
13% percent, or perhaps 15% percent, in the hands of the corporations before
they reach the individual shareholder is not brought out. If the effective rate
on an individual's income composed entirely of dividends is, for example, 0
percent, then the tax on such dividends is approximately 6 percent, plus 13%

I
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percent, or possibly 15% percent, a maximum of 21% percent; If the effective
rate is 15 percent, the total tax approvehes 28% or 30% percent; if the effec-
tive rate Is 40 percent, the total tax may equal nearly 55 percent; and If the
effective rate exceeds 50 percent, as It does in the higher brackets, the total
tax may reach 65 percent. A tax, as heavy as this will in many instances
exceed the point of maximum productivity. It will also materially encourage
withdrawing of funds from active business and placing them in investments
involving less hazard and subject to less taxes.

CAPITAL GAINS AND LOSSES

Ratee and4 tace.--Existing law provides a fiat rate of 12% percent on gains
realized by individuals from the sale of capital assets held for 2 years or
more (except where ordinary tax rates would be less), with corresponding
limitations on deductions in case of loss. The bill entirely eliminates the
12%-rercent rate. It then provides that a certain percentage depending upon
the time the assets have been held-100 percent if assets have been held less
than I year; 80 percent if assets have been held 1 to 2 years; 60 percent if
assets have been held 2 to 5 years; and 40 percent if held more than 5 years.

The result of the proposed change will be to decrease to some extent the
tax on capital gains for those whose Incomes ?!all in the lower brackets but
to increase the tax materially on those with larger incomes.

The treatment of capital gains and losses for Income-tax purposes has long
been objected to, since, among other effects, In times of rising prices it has ji
tendency to stimulate inflation. The tax on capital gains imposed by the
bill on the taxpayer whose Income is In the higher brackets will be heavy.
For example, if taxable income from other sources amounts to $100,000 and
there is a net gain of $50,000 on assets held from 2 to 5 years; the tax on
the gain would exceed 80 percent-an amount that would seriously retard
capital transactions and usually, too, at a time when such transactions should
be encouraged.

Since under the proposed plan the tax decreases in proportion to the time
assets have been held, there will be a constant inducement to delay trans.
actions in appreciated capital assets so as to take advantage of the lower
rates. The undesirable business-cycle aspects of the tax will consequently be
accentuated both by the weight of the tax on assets held a limited number
of years and the natural desire of the taxpayer to reduce these taxes by
delaying sales.

It is not clear that iny appreciable amount of iditional revenues would
accrue from the proposed change. The high rates combined with the in1due-
ment to postpone such transactions may So limit them and aiiy taxable gains
resulting therefrom that more revenues might be gained by retaining the 121/.,-
percent rate with Its less-retarding effect on the turnover of capital assets.

Limitation on capital loeses.-The important section (117 (d)) of the bill
affecting limitation on capital losses Is very brief and reads:

"Losses front sales or exchanges of capital assets shall be allowed oilly to
the extent of gains from such sales or exchanges."
Another paragraph defines capital assets as "property held by the taxpayer
(whether or not connected with his trade or business)", but excepts stock in
trade and Inventories. These provisions apply to all classes of taxpayers
including individuals, partnerships, and corporations.

The provisions are perhaps the most far-reaching and also the harshest of
any found in the bill. They are the outstanding example of the Government
taking unfair advantage of its taxpayers. Evidence of this attitude is found
in the report of the Ways and Means Committee which states:

"The method proposed is safe from a revenue standpoint, inasmuch as
capital losses cannot be used to reduce ordinary income, while gains are taxed
In full * * *."

The proposed chalige will unquestionably work serious hardships upon busi.
ness enterprises generally, and particularly upon corporations engaged in in-
dustry witi' their operating plants and machinery. Sales of machinery becom-
lg obsolete or perhaps discarded merely because unsuitable for future use,
sales of plants themselves, of lands, of patents, and other property, are of usual
and continuous occurrence in the conduct of any industrial business and, be-
cause of the conditions under which such sales occur, are frequently made at
a loss. To deny deductions of these losses will result in a fictitious non.
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existent income which it is now proposed should be used as a basis for
taxation.

Under the proposed revision, a corporation Which liquidates merely because
unsuccessful, sells its assets at a loss and uses the proceeds to redeem its
bonds at less than their face value, would pay a tax. The individual who
become bankrupt and sells his property at a ruinous loss would nevertheless
be compelled to pay a tax upon any " ordinary" income he may have had in
the same year. The investor who buys a Government or Farm Loan bond
must pay tax if he sells at a profit, but in most instances will be denied any
deduction if he sells at a loss. The principle will apply generally to all
property of any kind which an individual.or corporation may own, excepting
only stock in trade and inventories. Anyone who is unfortunate enough to dell
a capital asset at a loss will in the great majority of cases be entitled to a
correct statement of his true income for tax purposes.

The net result of the proposed change will be to tax the excess, if any, of
capital gains over capital losses, but to disallow any excess of capital losses
over capital gains. This provision is bound to work great injustice and hardship
to taxpayers. Because of business cycles it will rarely happen that a taxpayer
has his capital gains and losses in the same taxnble'year. Even if a taxpayer
should be fortunate enough to sustain his capital losses in the same taxable
year in which he d ives his capital gains, the result would still be harsh and
inequitable if the ec'LItal losses exceeded the capital gains because the taxpayer
would not be entitled to apply the excess loss against the ordinary income.
Though the taxpayer's ability to pay taxes would be sharply reduced by reason
of the capital loss, the tax required to be paid would be the same as if no such
loss had been suffered. If, as will be the case with most taxpayers, capital
loss is suffered in a year in which there is no capital gain, the 'situation is even
worse. Taxes will have been paid upon capital gains in the years in which they
are realized, but no account will be taken in the years of capital losses of the
reduced ability of the taxpayer to pay taxes.

Another provision in the bill (section 117 (f)) provides that upon the retire-
ment of coupon or registered bonds, including those of the Government and
political subdivisions, the amounts received upon retirement shall be considered
as amounts received In exchange therefor. Under this provision, if bonds are
acquired at a discount and later arc 'retired at par, the resulting differential
would be regarded as taxable gain. The application of this provision, while
affecting numerous taxpayers, will fall with special severity upon banks which,
as a normal routine part of their business operation, buy and hold large
amounts of securities.

In addition, it has been primarily through the cooperation of the banks that
the Government has been able to carry on its heavy financing essential to the
success of the recovery program. The bill would not only tax the banks 'on all
gains which may result from these transactions in Government securities while
denying them an equal opportunity to deduct losses, but one provision in the
bill 25 (a) (5) would work f, special hardship. The income from Government
securities is exempt from both the corporation tax and the normal tax on
individuals, while that from State and municipal securities is completely
exempt from the Federal income tax. It is now proposed to modify the method
of allocating expenditures and deductions in such a manner that because of
tile conditions under which banks must operate, they would apparently be
denied the complete tax exemption to which they are entitled according to the
terms of the laws governing the issuing or the taxing of obligations of this
character. Aside from the burden which these provisions will place on financial
institutions, in view of the exceedingly large amount of Government issues
contemplated in the immediate future, a ready market for Government secur-
ities should not be Jeopardized by imposing taxes of such a nature as will
discourage the absorption of future issues.

This tendency to deny or limit losses appears in the Revenue Act of 1932.
The restrictive provisions in that act, however, affect only sales by individuals
or securities held less than 2 years and were 4imed primarily at speculators
and others who sold securities a short time after purchase. The act, however,
permitted losses which accrued from transactions in assets held more than
2 years to be carried over to the next taxable year, but that privilege was later
withdrawn by the National Industrial Recovery Act. Now, it is proposed to
extend further this principle to all taxpayers and to all property (except stock
in trade and inventories) regardless of the time assets have been held. Thus
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by gradation and by consolidating this provision with the tax rate structure
there has resulted the essentially unfair situation that the deduction of certain
usual and important types of losses admittedly necessary to determine real
income are denied (except to the extent that they may chance to counter-
balance like gains in the same year) to all taxpayers. Perhaps this gradation
of steps may have obscured the extreme and far-reaching character of the final
result.

CONSOLIDATED INCOME-TAX RWURNS

The present revenue law permits the filing of consolidated income-tax returns
for affiliated groups of corporations. The statute provides that in order to take
advantage of this right at least 95 percent of the voting stock of each of the
subsidiaries must be owned within the group, and further that the parent cor-
poration must own directly at least 95 percent of the stock of jot less than
one of the other corporations. That the real net Income of such closely affi-
Hated corporations is the net income of the group as a whole and that income
computed on such a basis is a proper method of determining income for income-
tax purposes, is generally accepted.

No tax advantage accrues to the group through making a consolidated re-
turn. Its profits or losses are reflected in a consolidated statement Just as
accurately and just as certainly as in the statement filed by a single corpora-
tion. An individual corporation usually has various departments and no one
questions but that the true net income or loss of such a corporation is the
combined profits or losses of the departments. A group of affiliated corpora-
tions, as this term Is defined by the statute, is in substantially the same posi-
tion as is a single corporation with Its different departments. The variation
is one of form and not of principle.

Congress itself has long recognized the soundness of this principle. Since
provision was first made for consolidated returns In the Revenue Act of 1918,
five revenue acts have been passed. Whenever a bill was before it, Congress
considered the consolidated-income provisions and in each instance approved
this method of computing income for affiliated groups of corporations.

Recently corporations filing consolidated returns have been required to pay
an additional tax over and above the ordinary rate-at first % of 1 percent, and
later 1 percent. The bill proposes to increase this additional tax to 2 percent,
making the effective rates on corporations which file returns on this character
15% percent. Since, according to accounting practices and previous action of
Congress itself, and in the belief of this committee, the practice of allowing
these affiliated groups to file consolidated returns Is fair and correct in principle,
there is no justification for placing a penalty on the application of the prac-
tice. The ends of justice and fairness would be better served by encouraging
rather than discouraging the filing of such returns.

OMIT FOR TAXES PAID AmoAD

By limiting the credit now allowed for taxes paid abroad, the revenue bill
will seriously aggravate the tax burden on American enterprises marketing
their products in foreign countries, while at the same time the Government
is endeavoring to stimulate export trade through reciprocal tariff agreements,
the establishment of an export-import bank and in other ways. The Treasury
Department favored the retention of the full credit now allowed by law and
the Department of Commerce has also recommended that the present credit
provisions be continued. The retention in the bill of the principle is an ad-
mission of its soundness, yet the credit is arbitrarily reduced by one half.
Such reduction is likely in effect to nullify the advantages of maintaining the
principle.

The credit for foreign taxes was introduced in the Revenue Act of 1918 when
the cumulation of the high postwar rates of two or more countries on the
same income was paralyzing trade. Due partly at least to the sound policy
of relief from double taxation, American enterprises established themselves in
most of thV markets of the world, and through bringing home their income
they increased the general taxable wealth of this country. This policy helped
to lift our commerce out of the depression of 1920 and is essential at the
present time as a means of expediting recovery from the present depression.
In fact, the credit for foreign taxes is needed much more at the present time
because of the additional barriers to our export trade that have been raised
in the last decade.
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The credit for foreign taxes is necessary to enable American enterprises to
compete in foreign markets with the enterprises of other important exporting
countries (e.g., Great Britain, France, Italy, and Germany), which, with
respect to certain inarkets or all markets, allow even greater relief from
double taxation of their enterprises than Is allowed by the United States to
its own enterprises under existing law.

Reduced foreign sales by American enterprises would mean a corresponding
reduction in the industrial activity and labor at home which is now devoted to
the production of goods designed for sale abroad. This, in turn, will lessen
business profits and result in smaller distribution of taxable dividends. It will
also mean a reduction in the taxable income received by employees.

On the other hand, if foreign commerceis fostered and encouraged and the
inflow of profits from abroad not obstructed by an artificial tax barrier erected
by the United States itself, not only would there be increased taxable income
resulting from greater business and industrial activity within the country but
the inflow of earnings from abroad would increase the profits available for
distribution in the form of taxable dividends.

It seems clear that the additional revenues estimated to accrue from the
proposed restriction would not be realized but that, when all aspects of the
situation are considered, there might well be a decrease in Government receipts.

Not only have various countries given direct relief for taxes paid abroad
but they have also entered into agreements with other nations for the purpose
of preventing double taxation. Great Britain, France, Germany, Italy, and
other countries have been parties to about 30 agreements of this character all
designed to facilitate the foreign commerce of their respective nationals, but
as yet this country has not taken any such action. Authority granted the
Executive to enter into agreements concerning the allocation of income for tax
purposes and for preventing double taxation thereof would be helpful to Ameri-
can foreign commerce and give it relief similar to that now given by various
other countries to their foreign trade. In the absence of such agreements the
retention of the full credit allowed under existing law becomes all the more
essential if American foreign commerce is to compete with other countries on all
equal basis.

TAXES ON P55-MARCH 1913 MRNINGS

Until a constitutional amendment was passed in 1913 the United States Gov-
ernment could not levy an income tax. In view of this situation Congress
early recognized that it was not fair to tax profits earned before that time even
though they should be actually distributed after the income tax became effective.
This principle has been in the revenue laws since 1916. The question has been
repeatedly considered at the time of the enactment of the various revenue bills
and it has been the carefully considered judgment of Congress in each instance
in the past that the principle is fair and should be retained.

The present bill eliminates this principle and taxes these profits when dis-
tributed as dividends even though such .profits may have been actually earned
prior to the time the Government had constituted power to levy an Income tax.
A tax on dividends of this character wonld be in effect a tax on capital and
would also operate in an unusually discriminatory manner. It would apply
almost exclusively to the earnings of corporations whose assets consist of
natural resources, such as mines and timber, and the stockholders of such
corporations would consequently be discriminated against as compared with
those of other corporations.

A tax on dividends of this character would also result It discrimination as
between the shareholders of corporations which have distrllmted their pre-
March 1913 earnings, either as ordinary or liquidating dividends, have not
been required to pay taxes on them. Stockholders of other similar corpora.
tions, however, which have conserved their assets and continued business, thus
giving employment and contributing to the economic welfare of their com-
munities, will be penalized if they are now subjected to a tax which was not
imposed on the shareholders of like corporations which have already 'distributed
their pre-March 1913 earnings.

It is estimated that only about $6,000,000 additional revenues would be
gained by levying taxes on dividends of this character and it seems rather
clear that, due to practical circumstances, this is an overestimate. In
any event, the advantage accruing to the Government because of a nominal
increase in revenues would be admittedly small. The burden of the tax on
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individual taxpayers, however, cannot be adequately measured by the total
yield of the tax. If the small amount of additional revenues were spread
evenly over the total number of income taxpayers the increase in any one
instance would be small. The tax will not, however, be evenly distributed
and the total burden will fall on a relatively small number of individual tax-
payers and result in a heavy increase in the taxes of those who happen to be
Included in this small number.

PERSONAL HOLDING COMPANIES

Section 102 of the bill, pertaining to personal holding companies, is new
material. The two determining tests of a holding company for the purpose
of the proposed statute are (1) the type of income--80 percent or more of
its gross income derived from rents, royalties, dividends, interest, aluities,
and gains from the sale of stock or securities, and (2) the number of stock-
holders--that is, 50 percent or more of the voting stock owned by not more
than five individuals. Such a company could retain undistributed 10 percent
of its "adjusted" income, but a heavy penalty tax would be placed on any
earnings retained in excess of that amount.

The declared purpose of this provision is to reach companies of this character
which are being used as a means of tax avoidance. The provisions as written,
however, are so broad that they will reach and seriously affect mny corpora-
tions engaged in proper and usual conduct of business where neither they nor
their stockholders can be fairly charged with tax avoidance.

Among the corporations which may come technically within the provisions
of the bill, but which the framers of the section presumably did not intend to
include, would be many which, because of recent capital losses, should not as a
matter of good business policy pay out current earnings but should retain them
in order to build up their impaired capital, Corporations whose principal assets
consist of real estate rather typically have only a very limited number of share-
holders. Many such corporations have had heavy capital losses and should they
attempt to repair their capital by retaining rather than distributing current
earnings, they would be subject to heavy penalty under the provisions of the
bill. Numerous other concrete cases can be cited which would be seriously and
adversely affected although it does not seem that the tax was intended to apply
to them, nor, as a matter of good business policy, should be applied to them.

It Is recognized that there has been tax avoidance through the use of porsonal
holding companies and that a satisfactory method should be sought to prevent
such practices. Tests of liability based simply on the type of income, the num-
ber of stockholders and the family relationship thereof are, however, likely to
fall short of their purpose and will certainly and unjustifiably penalize innocent
individuals and legitimate sound practices and financial policies of business
corporations.

W rATE TAX ON NONRESIDENT DFXEDENTS

Section 403 of the revenue bill amends existing law in such a manner that
full Federal estate taxes will be imposed in case of United States citizens ir-
respective of whether they are residents or nonresidents at the time of death.

It is the almost universal rule followed in other countries that the estate of
resident decedents are taxed except as to real estate located outside the country
of domicile. The result of the proposed amendment would be that an American
citizen dying abroad, in many instances having lived abroad in the interest of
American foreign trade, would be taxed on his entire estate by the country in
which he resided and likewise on the entire estate by the American Government.
The only exceptions front complete double taxation would be as to any real
property located within this country.

This accumulation of taxes would result in excessive levies and at times in
complete confscation as the taxes might equal or exceed the value of the estate
itself. The American Government would also be treating its citizens more
harshly than most other governments which almost universally follow the rule
of subjecting'to full taxation only estates of resident decedents.

The amendment is being proposed at a time when the excessive taxation of
estates through double or multiple liability to death dues has been practically
eliminated within the United States and when various foreign countries through
bilateral treaties are endeavoring to relieve their respective nationals of the
burdens of double taxation. The proposal Is a distinct step backward and in
direct conflict with the vigorous constructive efforts now being made to lessen
or eliminate double taxation,
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EXCHANGES AND REOROANIZATIONS

While the bill wisely retains most of the provisions of existing law for
exchanges and reorganizations, two important changes are proposed.

Section 112 (g) of the present revenue act Is omitted In this bill. This sec-
tion provides that If a corporation pursuant to a plan of reorganization to
which it Is a party, makes to its stockholders, without surrender by them of
their stock, a distribution of the stock or securities of a corporation which
is a party to the reorganization, no gain to the distributee is then to be
recognized.

This means that when a stockholder .under certain circumstances simply
receives two stock certificates, one in each of two corporations, to represent
parts of his equitable interest in the same property which was formerly repre-
sented by one stock certificate in one of the corporations, no gain to him is to
be recognized. The gain is to be recognized as realized, when by sale or
otherwise he receives cash or its equivalent in some different property. The
rule grants no exemption from taxation but merely recognizes that no income
has resulted and defers the recognition of gain or loss until something is re-
ceived other than the mere paper evidences of equitable interest in the same
property in which the stockholder previously had a similar equitable interest.

In the cases covered by section 112 (g) no cash or property dividend has been
paid. There have been no sales to outsiders. There has been nothing but a
rearrangement of property interest, a change in the form of ownership. If the
stockholder sells his stock in one or both corporations so as to receive cash
or its equivalent, he will e taxable upon any gain just as he would be if lie
had sold an equivalent amount of his original stock.

As an illnstration, assume Corporation "A" is engaged In manufacturing
office appliances. It pays $2,500 for the patent rights to a new kind of electric
typewriter. Its directors hesitate to go into the typewriter field, but the stock-
holders are willing to risk a moderate sum of money on the new product.
Corporation 1 B" Is formed and all its stock is issued to Corporation "A" for
the rights to the electric typewriter. Corporation "A" distributes the "B"
stock to its stockholders, who thereafter attend to the financing and manage-
ment of Corporation "B." Corporation "A" goes ahead with its office ap-
pliance business as before. This amendment would operate to levy a tax
based upon an appraised or estimated value of the patent rights.

This illustration is typical of numerous legitimate business transactions, large
and small, occurring daily, to which section 112 (g) of the present law applies.
Similar situations ariso, for example, where a manufacturing corporation
whose stock it turns over to its own stockholders. The problems may occur if
the manufacturing corporation undertakes the venture of supplying one or
more of its own raw materials, and frequently is solved in the same way.
Other illustralons are the formation of separate corporations to hold the land
and factory in which the business is.conducted or the offices located; to provide
for the segregation of an unprofitable or necessarily speculative branch of the
business; to segregate a wholly unrelated business acquired in satisfaction of
indebtedness; to isolate property or branches of the business required by law
to be owned by separate corporations, such as real estate and employees'
insurance fund; or to provide satisfactory means of meeting various conditions
which arise in normal business operations.

The present provisions of the law in this respect are fair and reasonable
and should be retained.

The other important amendment to section 112 pertains to the definition of
reorganization. This definition is changed by omitting the language of the
present law which brings within that definition "the acquisition by a c6r-
poration of at least a majority of the voting stock and at least a majority of
the total number of shares of all other classes of stock of another corporation
or substantially all the properties of another corporation."

The apparant effect of this amendment will be to eliminate perhaps the most
usual and important form of reorganization, leaving only comparatively re-
stricted and technical forms permissible without tax. Under the amendment,
if two corporations owned by different interests desire to consolidate and give
their stockholders no cash or property, but only stock representing the same
properties, they may apparently do so free of tax if they happen both to be in
the same State and that State provides by law for procedure which can be
called a "merger or consolidation ", but if not, and if the transaction involves -
one of the corporations or a new corporation taking over the stocks or proper-
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ties then a tax is seemingly payable based upon appraised or estimated values
of the stocks.

The provisions in the income law pertaining to mergers and consolidations
have always been complicated and difficult of iriterpretation. The omission
of one of the clarifying definitions of these terms will make the law more con-
fusing and more indefinite. The technical meaning of the terms would ap-
parently have to be determined in various instances by the laws of the particular
State which might be applicable in the case. What would be a merger or
consolidation in one State might not be in another. Instead, then, of having
uniform principles generally applicable to all corporations, there would be
different standards applicable to different corporations.

The provisions applying to such cases have remained In the law practically
unchanged for a considerable period of years and there has been presented
no convincing evidence of any real tax avoidance. Stockholders will be very.
relunctant to engage In such consolidations when any apparent paper profits
become immediately taxable. The net result of the amendment will logically
be to preclude reorganizations, which in view of the recent financial difficulties
may be highly advisable from the standpoint of business policy, while at
the same time little or no gain will result to the Government in the form of
additional revenues.

In the Government's struggle to cope with the occasional tax avoider the
great majority of taxpayers are placed in the position of innocent sufferers,
unless their interests are considered and protected. It is a doubtful bene-
fit to the revenues to catch the avoider by means which work serious Injury
to the large group of bona fide taxpayers. To repeal these provisions of exist-
ing law would be doubly unfortunate at the present time when every effort
is being made to accelerate the orderly recovery of industry and when tax
rates are so high that unfair burdens deter or even defeat that desirable
purpose.

STATUTORY TiMi LMr

Time for asse8ment.-The time allowed the Government to assess income
taxes Is increased by the bill from 2 to 3 years and the time allowed a tax-
payer to file a claim for refund or credit is also Increased. Extending the
time now allowed to the government for assessing income taxes appears un-
warranted and unnecessary. The Bureau of Internal Revenue has now had
about 20 years' experience with Income tax administration and about 16 years
in administering the complex revenue laws resulting from the War. Tax-
payers should not have hanging 'over them any longer than absolutely nec-
essary a Damoclean sword in the form of taxes unknown in amount. If under
present conditions taxes cannot be definitely assessed within a period of 2 years,
then the obvious remedy is not to harass the taxpayers further, but to sim-
plify the law and improve administration.

UNDERSTATEMENT OF GROSS INCOME

Understatement of gross itwome.--Under the present law if a taxpayer files
a fraudulent return with intent to evade the tax, or fails to file a return the
statute of limitations is suspended and the tax may be assessed at any time.
The bill (section 276) retains this part of the law, but extends the provision
to a taxpayer who "omits from gross income an amount properly includible
therein which is in excess of 25 percent of the amount of gross income stated
in the return." Such a provision appears to be unreasonable and impracticable.

Neither the Revenue Act nor administrative rulings have ever attempted' to
set forth the exact rules for computing gross income. No fine distinctions have
been drawn as to whether deductions are to be made in computing gross income
or from gross income. If this provision is enacted into law, a complete new
line of regulations and decisions would have to be built up to distinguish, as
have never been done before, between deductions in computing gross income and
deductie. . from groA income. The tax return should, as a matter of fairness
to the taxpayer, also be completely revised so as to Indicate definitely the tech-
nical meaning of the term "gross income."

A taxpayer who has thus understated his gross income, even though such
understatement is due to an honest mistake of fact or law, is placed in the
same position and under the same penalty as one who has filed a fraudulent
return or failed to file any return at all. In view of the very complicated
nature of the income tax law provisions, the frequent changes in the revenue

IN-
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law and the uncertainty now surrounding the legal definition of gross income,
there is ample opportunity, even though the taxpayer has the best of intentions
for honest mistakes both as to law and fact.

This provision will be exceedingly unfair in many instances. For meample,
taxpayers frequently, but in good faith, report items of income in the /' ong
year. Again cases will arise where a relatively slight error in valuing inven-
tories will result in such an understatement of gross income as wJl give tile
Goverment an unlimited period for collecting additional taxes.

-Provisions which are necessary in order to collect taxes from persons who
have attempted to avoid them are to be commended, but the penalty should not
be inflicted upon the innocent who are entitled to demand certainty and finality
in the determination of their tax liabilities. Furthermore, any extension, of
tim for collection of adfditional taxes should be accomplished by a reciprocal
extension to the taxpayers for the recovery of overpayments.

EXCISES ON LUBRIOATINO OIL AND GASOLINE

The revenue bill, while not changing the rates now imposed on gasoline and
lubricating oil, modifies very materially the method of collecting the tax.

The law contemplates that the tax shall be paid once and only once. Under
existing provisions the original manufacturer is responsible for the tax except
where he sells to another manufacturer for further processing of a taxable
article, in which case the second manufacturer files a certificate with the first
producer to that effect. The second manufacturer then receives the article
tax free and is responsible for and pays the tax. This plan recognizes the
practical operation of the petroleum industry and when reasonably well ad-
ministered assures collection of taxes on the total volume of.oil ond gasoline
sold or used for domestic consumption, excepting, of course, the amount pur-
chased by such tax-exempt agencies as the states and their local subdivisions.
The bill eliminates all tax-free sales by the original manufacturer and provides
for refunds or credits if the original payor can secure the necessary evidence
that the tax has been later paid elsewhere.

Due to conditions of the industry, however, the proposed method of estab-
lishing a claim for a refund would in many instances be impossible. There is
a constant exchange of thousands of cars of petroleum products between pro-
ducers. Many refineries are equipped to make only one quality of oil or
gasoline: others a different kind or quality. Many refiners run only to certain
cuts of the crude oil with the crude residue sold to and further refined by
other refiners differently equipped. Some refineries operate upon crude oil;
others use only partly finished material. Many refineries have limited market-
ing outlets. Others have marketing facilities beyond their own refining capa-
city and consequently buy for resale. Exchange of products between com-
ponent parts of the refining industry is an inherent and necessary characteristic
of the industry.

Another and more concrete example will still further illustrate the dificulty
of securing the refund or credit proposed by the amendment. A producer may
sell to another producer a car load of lubricating oil. According to usual prac-
tice the second producer may purchase similar car loads of oil from other
producers. In connection with each of these transactions, the original producer
under the proposed amendment will pay the tax. The aggregate amount of oil
purchased then goes into a common tank of the second producer. Some of this
may be sold in the same form in which purchased. Some may be further
refined, leaving a residue of nontaxable articles. Some may be sold by the
second producer to an exempt agency, such as a state or political subdivision,
or it may be sold to a dealer who in turn sells to such an exempt agency. It
would be physically impossible in the light of the actual practices in the
industry to prove that any particular part of oil purchased from any given
original producer has gone into any given channel of consumption. If, as a
matter of administration, strict proof of the disposition of the oil was required
before allowing credit or refund, there would inevitably be a duplication of
taxation on oil which is exchanged between producers prior to sale to the
consuming public.

This normal interchange of petroleum products between producers of oil or
gasoline also means that the product must be held in store a considerable
period before being resold or, in the case of further refining, before sale of the
finished product. If it should be required that the tax be paid on gasoline and
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oil at the time of the sale by the first producer, the investment in inventories
would be very materially increased. This increase would correspondingly
increase personal property taxes and insurance costs because of the greater
insurable value of the products stored. In addition thereto, the inclusion of the
tax would make it necessary to increase the credit extended. All these items
wP1l run into many millions of dollars.

T;2e very nature of gasoline makes it susceptible to losses due to shrinkage
because of temperature variations or because of losses incident to transporta-
tion, leakagre, refining, and other operations Incident to the industry. Losses
due to those !'auses have been reliably estimated to amount to at least 2 per-
cent and in a la ge number of cases somewhat greater.

It is contemplated that the tax should be paid once and only once, and only
on the volume of artic)).es actually passing into consumption. The law conse-
quently should be so framed that, in line with conditions under which the in-
dustry must operate, the intent of the law cal be realized in fact without undue
and perhaps impossible burdens placed either upon the industry or upon the
administrators of the law.

DEPRECIATION

The bill makes no material change in the provisions of existing law affecting
depreciation. The Ways and Means Committee, however, in Its report on the
revenue bill discusses the administration of the depreciation section of the
law and a letter from the Secretary of the Treasury on the subject is incor-
porated In the report. Since the matter is thus In the legislative record, it
appears proper to comment on it here.

The earlier proposal to incorporate in the law a provision for fi arbitrary
reduction of 25 percent in depreciation allowances is abandoned and Ihe deter-
mination of reasonable allowances is left to administrative action of the
Treasury. This, it is believed, Is the proper manner for checking and con-
trolling depreciation allowances. It is urged, however, that there should be
no intention, expressed or implied, that the Treasury should be expected to do
anything else than grant the reasonable allowances to which the taxpayer is
fairly entitled under the law..

The fact that depreciation deductions have, in the post-war years, gradually
been increasing, is, In itself, no indication of a tendency toward excessive allow-
ance. Naturally there would and should be increased depreciation to corre-
spond to the immense expenditures which in those years were made for new
and additional construction and equipment, generally on a high-cost scale. A
business to be sound and survive must recover its plant and equipment invest-
ment out of its earnings during the period of useful life of the depreciable
property. Otherwise, the gradual exhaustion, wear and tear, and obsolescence
of such property will mean the ultimate impairment of its capital.

The appropriate allowances to be made in any particular case are not a
matter of fixed rules or formulas, but rather of fair and reasonable Judgment
under the facts and conditions of its capital.

The appropriate allowances to be made in any particular case are not a
matter of fixed rules or formulas, but rather of fair and reasonable Judgment
under the facts and conditions applicable to such case.

There is no convincing evidence that excessive depreciation allowances have
been made, but if there are such Instances, then appropriate correction and
adjustment should be made. There should, however, be no thought that those
who have heretofore been receiving only the reasonable allowances to which
they were fairly entitled should now be subjected to drastic or unwarranted
reductions.

Furthermore, there should be no thought of placing upon taxpayers a burden
of presenting such extensive and detailed schedules and statement of facts as
would tend to discourage and prevent the taxpayer from claiming reasonable
allowances. Where the taxpayer keeps his full an#I appropriate records and
accounts open for examination by the Bureau auditors, it should not be ex-
pected or required that such records need be duplicated in the Bureau's files.
Appropriate. allowances can better be Judged on the ground where the records
are kept and the property is located than in any other way.

It is generally recognized that the restoration of a market for capital goods
is fundamental for business recovery. This will not be encouraged if there is
any indication of an intention by the Government to deny to taxpayers the
reasonable allowances necessary to recover the tost of depreciable assets
during their useful life.
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STATEMENT OP GEORGE X. MORRIS, REPRESENTING THE
AXERICAN BAR ASSOCIATION

The CHAIRMAN. Mr. Morris, how much time do you want?
Mr. MoRnis. I can say all that I have to say, Senators, in about

7 or 8 minutes, unless somebody wants to ask me some questions, in
which event it will take longer.

Senator CONALLY. Mr. Chairman, is this the oil matter?
The CHAIRMAN. No. Mr. Morris is representing the American

Bar Association.
Mr. Monnis. We wish, Senator, to commend, in the first place, the

studies which the Joint Committee on Internal Revenue has made
with respect to conflicting State and Federal taxation, with respect
to the alteration of the valuation base in estate tax cases to take
care of the widely fluctuating price features of estate assets between
the time of death and the time for payment of tax. Those two
studies we regard as very valuable. We hope they will be continued.
We hope the committee when it has an opportunity, will give close
attention to the studies by the joint committee.

We also commend to this committee a study by the joint com-
mittee of international double taxation. It is apparent from the
House bill, that there is a lot to be learned yet about international
taxation, and no one is better capable to do the work than Mr.
Parker and his staff.

We wish also to commend to this committee, the following sections
of the House bill, namely, the change in the method of taxing gains
gnd losses, so far as that change in method eliminates two very
troublesome questions that have caused a great deal of litigation.
The first question was the base which one may employ in stating
his net income for the purpose of deducting the 15 percent con-
tribution to charities. There has been a great deal o dispute as
to whether that included the gains and losses or not. A new set-up
in the House bill will eliminate that question and stop its further
agitation. The second set-up in the House bill which arises from
a change in the method of taxing capital gains and losses, is a
source of questions that arose as to whether the redemption of a
bond or the redemption of any obligation by the obligor, consti-
tuted an exchange for the man who was holding the obligation, or
whether it was ordinary income. Well, the change that the House
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has proposed in taxing capital gains and losses, will take care of
that much-agitated question, and to that extent is a distinct gain
for the community as well as the Government.

The third commendation we wish to put on the House bill for
the benefit of this committee is that provision in section 503 which
now provides, for the first time, clearly, that when the Commissioner
of Internal Revenue and a taxpayer enter into an agreement to sus-
pend the particular dispute in which they are engaged, to await the
decision of some court case or some case before the Board of TaxAppeals, that by that agreement the running of the statute of
limitations against bringing suit either by the commissioner or by
the taxpayer "is automatically suspended. That clears up a question
which has caused a good deal of doubt in the minds both of the
commissioners and the taxpayers. We wish to propose to this
committee the following changes in the bill, as it passed the House.

In the first place, in the 1932 act, Congress made a retroactive
change in a section having to do with reorganizations. Prior to
the 1932 act, it was provided that when a reorganization took place,

.unless at least 80 percent of the ownership of the existing organiza-
tion, the existing assets, entered into the new organization, that the
assets that were transferred to the new enterprise should have a
basis in accordance with their cost. By the 1932 act, it was pro-
vided retroactively that the percentage of ownership should be
reduced from 80 percent to 50 percent. The effect of that measure
was to upset the calculations that people had been making since
December 31, 1917, as to the basis of assets paid in for the purpose
of calculating depreciation, cost, and so forth. We regard that
retroactive enactment as extremely unfortunate, and must protest
and ask that so far as the past is concerned that mistake be rectified
in this bill, so far as the future is concerned. From June 2, 1932,
on we have no concern with. it at all, because that is a substantive
matter affecting taxation, but the vice of the retroactive application
is that everybody who was trying to obey the law and trying to
follow what the statute said suddenly finds himself, after a period
of 12 or 13 years, thrown entirely out of the way, on a statute
obviously existing before. We think that should be changed.

Senator RFD. What is this-taxation of earnings prior to 1913?
Mr. Momuas. No, Senator, it is the change that the 1932 Act made

with respect to the basis for assets which are paid into a new enter-
prise. Prior to 1932, if 80 percent of the ownership of the new enter-
prise was the same as the ownership which held the assets, then the
basis for the assets for depreciation, for subsequent sale, and so
forth, remained the same. Now, the 1932 act dropped the 80-percent
figure down to 50 percent, and it thereby was retroactive, clear back
to December 31, 1917 and it is the retroactive feature from which we
complain, because it has upset everyone who tried their best to follow
the laws that the4. existed.

Our second point which we wish to present to the committee is
this: As it. stands now, when a man is discharged from bankruptcy,
he is not discharged from the debt which he owes the United States
for taxes, and we believe that the Government should have a com-
plete prior lien for all taxes claimed by it, so far as the bankrupt
estate exists.

46982-84--5--
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Senator CONNALLY. Before you get to that point what is there
about this reorganization? What change does the bill make in that
old system that you are talking about?

11r. Noms. The 1932 bill?
Senator CONNALLY. I am talking about this bill.
Mr. MoRms. This bill makes no change, Senator, and we think it

should. We think that this bill should provide that that provision
in the 1932 act should not be extended retroactively.

Senator CONNALLY. I see. All right. Thank you.
Mr. MoRRIs. With respect to the bankruptcy situation. At thb

present time, when a man is discharged from a bankruptcy proceed-
ing, the debts that he owes the. United States for taxes hold over
his head. We think that if the spirit of the bankruptcy laws is to
be followed, particularly in the present time, which gives emphasis
to the situation, that a man who is discharged, in the absence of
fraud or improper conduct upon his part, from his debts, should
also be discharged from his debt for federal taxes. We have so
recommended and I am glad to say that we have the approve' -f our
own committee-and when I say "our own ", I mean the American
Bar Association's Committee on Bankruptcy. They feel the same
way that we do. So long as the spirit of the bankruptcy laws is
the rebabilitation of the debtor he should be rehabilitated against
his obligations to the Federal Government for taxes as well as he
should for any other obligations.

The third point we wish to make is this: As the matter now
stands, when a tman is a transferee of a taxpayer, he may be pursued
for the taxpayer's tax. The way the thing practically works out
very frequently is this: The Commissioner of Internal Revenue selects
the man who is most likely to be able to pay the tax of the taxpayer
whose assets he now holds. The Commissioner of Internal Revenue
then proceeds against that one personally. The ordinary situation,
of course, is this: A corporation distributes its assets. It distributes
its assets among its stockholders. There may be one, ten, fifteen, or
twenty. It is then discovered the corporation has not paid the correct
tax. The Commissioner of Internal Revenue goes against one of these
transferees. Now this individual- may receive what is known as the
60-day letter and be brought before the Board of Tax Appeals, if
he wishes to take his appeal. Un fortunately, however, there is no
process by which that individual may bring the other transferees
before the Board of Tax Appeals. The individual who is brought
in is liable to the extent of the entire distribution to him for any
tax which the original taxpayer owes.

Senator REED. Isn't he subrogated if he makes the payment?
Mr. MOms. He is, Senator, afterwards.
Senator REED. He can sue in a common law court?
Mr. Moms. Yes, sir; in an equity court. Now, this is the diffi-

culty in the first place, when that man goes into the equity court
to compel contribution from the other transferees, he is met with a
necessity upon his part to prove the correctness of the tax against
the original taxpayer. Now, when the Commissioner of Internal
Revenue comes before the Board of Tax Appeals, prima face, his
finding as to the tax of the original taxpayer is correct. The trans-
feree must upset it. Now, when the transferee who is actually held

As
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by the Board of Tax Appealshas to go into an equity court, he has
a different burden than the Commissioner has, because he has no
prima facie presumption in his favor. It is necessary for him to
prove that all the tax that the Commission laid out was the correct
tax against the original taxpayer. Very frequently, he has no
means in his possession of showing that.

Senator REM. Isn't there a presumption of correctness in a tax
which was assessed and enforced by a Board of Tax Appealsf

ME MoRis. No, sir; not in the court. He starts ab initio. He
starts from the beginning, and he has to prove the tax claimed
against the original transferor, the original taxpayer, was correct.

Senator CouzENs. Have you drafted the kind of an amendment
you would like to have in the bill on that?

Mr. MoRRIs. Yes, we have, and we have no pride in it. This is
a very difficult question. We have talked it over with the men
on the joint committee and the legislative draftsmen. I think
everybody has sympathy, to a large extent, with what we are try-
ing to do, but we all have difficulty in doing it effectively, and
cleanly and in such a way as not to confuse an already complicated
situation; but the point is, that I am trying to make here, this is
an important matter. This should be pursued until it is success-
fully solved. We can put up something to shoot at.

Senator Couztnss. Will that be included in the brief you are going
to fileI

Mr. Moeans. Yes, sir; and we have something here to shoot at.
As I say we are not proud of it. It can be im proved undoubtedly.
It should be improved, and this thing should be straightened out,
because it is a continual situation that one man is being called in
and being held, and lie has to pay the tax on the transferor, and
then he has to scatter all over the United States to get the people
who ought to pay at the same 'time; whereas, if lie were permitted
by a motion before the Board of Tax Appeals to bring in all these
other people that he knows about, similar transferees, then in one
procedure you could settle the question, and anybody who was
obligated to pay, and the extent of their obligation.

Senator REED. You do not know of any case where the Commis-
sioner has followed property into the hands of the transferee, who
gave full value for the transfer, do you?

Mr. Monmis. Oh, no; you cannot do that, of course, because that
would be a straight sale from the transferor.

Senator REED. Yes.
Mr. Monitis. When the transferee pays for what he gets, then he

cannot be followed any more than he could in any other conveyance.
Senator REED. Not until a lien is filed ?
Mr. ISoits. But he could not even be followed then, if lie paid

for what he got.
Senator REED. O1, yes, he could, if there was a lien filed against

him.
Mr. MoRPs. Well, if the transferor received- a consideration, I

mean if the taxpayer received adequate consideration, and it were
not a fraudulent transaction, the transferee, I should think, would
be completely clear. It is only when he does not pay in as much
as he should.
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Senator RiEw. Just like the lien of a judgment, that would apply
to anybody.

Mr. Moiais. I bow to your superior knowledge on that, Senator;
but I do not think it gets right into this problem. I know of no
case where it has been attempted, at any rate, which was your
original question.

The next point we wish to call attention to, is this: When a case
is brought before the Board of Tax Appeals, the Commissioner of
Internal Revenue quite properly, we all agree, is able, at any time,
at a hearing or at a rehearing, to increase the amount of deficiency
which he claims against the taxpayer. There is no limitation that
will stop him. Now that is the- way it should be. So long as that
matter is open before the Board of Tax Appeals, the Commissioner
ought to be able to assert a deficiency and collect the amount of
the tax that is owed. On the other hand, the taxpayer, in the
event that he has paid too much, as it turns out, is not able to get
his money back unless he has filed his petition before the Board,
or a refund claim, prior to the running of the statute of limitations.

So then, we have this situation: The Commissioner, by reason
of the taxpayer's appearing before the Board of Tax AIppeals, is
absolved from any statute of limitations so far as the deficiency
for the years is concerned; but the poor taxpayer if it turns out as a
matter of fact that he has paid too much money, if he has not filed
a claim within the statute of limitations, he cannot get his money
back. Now all we feel about that thing, is that the relationship
should be reciprocal; if the matter goes before the tribunal to settle
the dispute, and one party thereto may get what he is entitled
to get, we think the other party should get it too; and it is a matter
of straight reciprocity. We think that situation should be cor-
rected.

The next point is this: There has been a correction in the time
for filing petitions before the Board of Tax Appeals. Frequently
this situation arises: Some chap who is not a; resident of Washing-
ton and does not know the holiday that are observed in the District
of Columbia, sends in his petition on the assumption he is going
to be within the limitation period. * Prior to the House bill, it was
60 days. Now it is 90 days- but on principle it makes no difference
what the time period is. Supposing we have a holiday here on a
Monday, that that same man out in Nebraska, for instance, does
nbt have in his State at all, he calculates that his petition is going
to get here on the Monday morning mail. The Board of Tax Appeals
is closed. The petition is not filed until Tuesday, and that fellow
is out of court. Now, we have taken care of the situation, the
existing statute takes care of the situation bv saying that if the last
day is a Sunday then the next day coui. .. We will propose an
amendment which simply says, that if the last day is a holiday
or a half holiday in t e District of Columbia, the next day will
be an adequate filing. Now, that is the way it is done' in most
States, and it should be done in the Federal statutes, which is a
very simple thing and which ought to be taken care of, because
every now and then some poor devil is left out on the end of a
limb because he does not know the holidays in the District of
Columbia.
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Senator BAURLEY. Well, there are a lot of people in the District
of Columbia who cannot keep up with them.

Mr. Momus. All right, Senator, I am sure the Senators are keep-
ing up with them anyway.

Senator BAKzLY. By working.
Senator KING. We have no holidays.
The CRAIRMAN. All right.
Mr. Mobiis. Our next point is this: At the present time there is a

confusion in the existing statute as to the circuit court to which
appeals are taken from the Board of Tax Appeals. In at least nine
cases, appeals have been improperly taken because of the existing
confusion in the statutes. In at least 100 cases or more, now, it
has been necessary to appeal to 2 circuit courts at the same time,
in order to be protected against a misconstruction, or against the
construction of the court to which your first appeal, against your
construction of the statute. That situation should be remedied.
It applies both to the taxpayer and to the Commissioner. Sometimes
the Commissioner has made the mistake of appealing to the wrong
court. Sometimes the taxpayer has.

Senator KING. You have offered a clarifying amendment, have
youI

Mr. Momtis. We have proposed one, Senator, of which, again I
say, we are not particularly proud, but it is something to shoot at.
The situation should be remedied. Maybe we did it wrong here. It
might be better to go back and correct the original statement. I
am not so sure about it, but. it is an important matter and should
be fixed up. It is a reciprocal matter, as I have said before. We
have called attention in the brief we have filed to the necessity of
a change. We have proposed in this set-up here that wherever any-
body wants to raise the question of the March 1, 1913, value, hie
may go before the Commissioner voluntarily, even though there is
no dispute, and have persons appointed to assign March 1, 1918,
value. Rather obviously, that is an inept provision, but this com-
mittee and the Congress sooner or later is going to have to do
something about the March 1, 1913, value.

Senator REED. As far as capital gains are concerned, that would
be corrected if this new method of treating capital gains were car-
ried on by the addition of two or more brackets so 20 percent of the
gain was to be considered if the asset had been held for 10 years
or more and zero if it had been held for 15 years or more?

Mr. Momus. Yes. sir; I think it would.
Senator RFED. That would get us away from March 1, 1913,altogetherI
Wr Momis On capital gains.

Senator REED. On capital gains. •
Mr. MoMis. Which is the most important.
Senator RMED. A§ far as depletion and depreciation go, that has

already been ascertained?
Mr. MonYs. That is very well worked out; yes; sir.
Senator REED. So you could pretty nearly eradicate 1913 if we

would carry that logically to its conclusion ?
Mr. Monnis. I think that is an excellent idea.
Senator REED. The House Ways and Means Committee has gone

the first step, you see, by putting in four brackets.
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Mr. MoP'IS. Oh, I think that would be a grand way out of an
extremely difficult problem, if we could work out something which
would simply obviate the necessity of using it at all, because every-
body is dying or is dead that knew anything about it, and so as a
practical thing it is going to be a proposition of who has got the
biggest liar as to the value that he has got, that he knows nothing
about. That is what it amounts to.

The CIHAMMAX. What other suggestions have youI
Mr. MORRIs. We have two others, Senator. I have concluded

with our original provisions. We wish to say two things about
the bill that passed the House.

The first is this. Section 276-a provides for the removal of the
statute of limitations in the case of a man who has reported his
gross income 25 percent less than the Comissioner thinks it should
be. We think that that is a very unfortunate suggestion.

Senator REED. Where is that?
Mr. MOauIs. Section 276-a. The situation there is this. Nearly

all mistakes as to the income for a given year, when the taxpayer
is honest, arise from a mistake on his part either of fact or law,
as to which year a given item of income should be placed. The
books are full, for instance, of this type of case. Somebody de-
clares a dividend, a corporation or some man says "I am going to
pay you the money I owe you." That comes aiong at the end of
December. When Is it income? Is it income on that (lay in Decem-
ber, or, is it income in January when the man gets itI

I say, it is a common, matter of dispute. It will vary back and
forth with the fact or the circumstance, which is a very infinitesimal
matter in the whole scale, but turis the balance. Some fellow comes
along and reports his income for 1923, thinking that he got it in
1923. The Commissioner comes along and says, "No; you did not get
it until 1924, therefore the statute of limitations is removed, and we
will tax you for 1924." No allowance at all for the fact that he did
report it in 1923. Over a period of years-and I think everybody
will testify that this is correct-the honest taxpayer necessarily
reports his gross income. He may miss it by 2 or 3 years, as to which
year it goes into, through litigation, for instance. One time the
court says that payment reallylbelonged back in 1923 and the next
court will say in this situation, "This payment belongs in 1927
when you got the money." If you are honest, those things are
Washedout in the long run. If you are dishonest, we have no de-
fense at all in the matter.

The CHAIRMAN. The committee will consider your suggestions.
Mr. MORRIS. There is one other point which I want to make, and

that is this. About section 102. That is the "incorporated pocket-*
book" section. We feel and we say this not as lawyers because this
is going to make money for lawyers, but we feel that this is an
attempt to do legislativel- what is essentially an administrative
problem. Section 102 has uilt ain iron ring, It drops the iron ring
down into a group of taxpayers. It is an o pen invitation to every-
one who actually is operating an incorporated pocketbook to lift his
foot out of the ring, and the minute he has his foot out of the ring,
he is clear.

The section provides, for instance, that the holding should be 50
percent, by not more than 5 people in 1 family. In the last half
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ear. The invitation to a man who wants to beat that racket is to
ring in a sixth person and sell him a little bit of stock on the 29th

of June, or, instead of having 50 percent, cut it down to 49 percent.
You can sell a share of stock. So much for the invitation to the
fellow who wants to beat this thing. The other problem on this
thing is this-

Senator CouzE.s (interrupting). If they do that, does not the
control pass out of the original owners?

Mr. MoRnRs. For the last half year, yes; but there are other situa-
tions where the man could buy the share of stock at a small figure
and would be willing to go along with the original owners.

The other situation, and this is the most unfortunate-seems to
be that administratively that is inept, because it is so easy to evade-
the other aspect of it is this: there are, I think in the knowledge of all
of the members of the committee, a number of situations where
holding companies exist for a perfectly legitimate purpose. It has
nothing to do with this "incorporated pocketbook." For instance,
somethhig such as this-that they control a manufacturing concern
on the one hand and a selling concern, say, marketing the product
of the United States; and on the other hand there may be another
selling concern marketing it in Canada, or some such situation as
that. For pure business economy, for good business reasons, they
have various operating organizations which may be controlled by
some organization which simply stands there holding the proceeds.
If those people are unfairly accumulating surplus, if they are not
trying to discharge some bond obligation with a sinking fund, then
they should be penalized under this section 103, which is an appro-
priate section, but that is an administrative problem, and in order to
be handled in an administrative way, so that the real intent and the
real purpose to evade or to avoid the tax is discernible before you
let this thing down, and as it is in section 102 you automatically drop
this ring right down on a number of people who are not operating
an "incorporated pocketbook" at all, but who are operating busi-
nesses. They simply happen to fall within the definition of section
102, that which it sets out, or they would fall within any definition.
It is not section 102-the definition-that we complain about. It is
that method of approach.

Senator, I have a letter that I would like to submit to the legisla-
tive draftsmen, if I may.

The CHAIRMAx. Thank you, very much. And your brief is filed.
Senator REED. Just a minute. w want to ask a question or two

about that. After all, this witness knows so much about the income.
tax law that I think what he is telling us is profitable. It occurs to
me that section 102 is pretty easy to beat?

Mr. MoRnis. Yes, sir.
Senator REED. In the first l)ace, the holding company does not

need to take front" its subsidiaries any more than just enough to
pay its dividends.

Mr. Moni0s. Yes, sir.
Senator REED. Unless it has debts to meet, and then it is in trouble.

In the* next place, it has been said-I am still a little doubtful about
it-that the whole section would be defeated Jy the filing of a con-
solidated return. What do you think about that?
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Mr. MoRRis. That would entirely depend, of course, upon your
factual set-up in your consolidated affiliated situation. In other
words, there are situations undoubtedly where the effect of section
102 could be defeated, and in others it could not be. That would
turn upon the facts and not the law.

Senator REED. In an incorporated pocketbook idea, where a man
is not one of many stockholders, he puts all of his holdings in his
ownrivatcomnpany-the Wiggilns type of company-there he could

not file consolidated returns of his company with the Chase Bank.
Mr. MoRRIs. No; not at all. That type of corporation would be

definitely out. He would be in the classification. On the other hand,
you pick that fellow up so rapidly under section 103 or under the
type of provision which is section 103. If I may take just another
moment. I have had a number of the old section 104 cases.

Senator REED. Section 220.
Mr. Monis. Yes. And old section 104. Those are the accumula-

tion of improper surplus. Those sections have been a marvelous
policeman because the minute a man is called in by the Bureau of
Internal Revenue, the Commissioner says, "We suspect you of ac-
cumulating surplus for the purpose of avoiding a rair tax." The
man has to come in and say, " Here is my story." The man sitting
on the Commissioner's side says, "That story does not sound good
to me." This fellow says, "My goodness, I want to know what is
the right thing to do about this.' "All right, if you want to do
what is right, you go ahead and distribute that accumulated surplus
and pay the dividend tax on it the way anybody else does." That is
a splendid policeman, and it does a much better job in a policing job
than it does in a. prosecuting job. -

Senator COUZENS. Do you know any taxes that ever were paid
under section 104?

Mr. MoR Is. Yes; I do. Myself. That is, my clients did.
Senator COUZENS. Under section 104?
Mr. MoRRIs. Yes.
Senator REED. What would you do if you were attempting to

reach the objective contemplated under section 102?
Mr. MORRIS. I would drop section 102 and use section 103. There

may be one or two features in section 102 that may be worth incor-
porating in section 103, but as I look at it, I do not think that is a
wise thing to do. I think what should be done is the bolstering of
the administrative arm through section 103. If section 103 does not

ive you enough authority to administer this thing properly, then
would bolster section 103, but the moment you go beyond that,

the legislative end of this thing on section 102, you are headed for
trouble through the innocent protestant, and you are setting up a
direct authority for the fellow who wants to step around this thing
and evade it. He says, "There is the ring I want to get out of"
and the moment his foot is out, even the administrator cannot catch
him. I

Senator KING. Don't you think it would be good to levy a very
heavy tax on undistributed profits, if it is for the purpose of evading
taxation I

Mr. MoRRIS. I think the 25 percent is very close to what it ought
to be.
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Senator HAsTIos. What viould you think of changing the pre-
sumption and setting up that under a certain state of facts, he will
be presumed to have done a certain thing; in other words, change
the burden of proof on the taxpayer instead of on the administration
as it is now.

Mr. MORRIs. As a practical matter, Senator Hastings, that is the
way they handle it now. You see, as soon as the Commissioner as-
serts a deficiency against the taxpayer, the Commissioner is held
to be prima facie correct, and it is up to the taxpayer to prove that
the Commissioner is not correct. Generally, unless we provide in
the statute, as we do in fraud cases, where it is an allegation of
fraud, that the burden shall be on the Commissioner, automatically
in all of the other cases the burden falls upon the taxpayer, so for
practical purposes, that is exactly the way it works. The Commis-
sioner calls you in and says, "Here, I t ink you are unfairly ac-
cumulating a surplus. Show me." You have to show him. If
you do not show him you meet the tax.

Senator CoUzENs. M fay I ask this one question ? A case came to
my attention yesterday where a mill owner was saving up-he might
be considered as one of these personal holding companies-and he
said he was conserving his dividends for the purpose of rebuilding
his mill and therefore did not distribute. In what position is the
Commissioner of Internal Revenue to determine a case of that sort?

Mr. Mourns. The Commissioner of Internal Revenue is usually in
a very strong position, because it then devolves on the man who
makes that protest to show that as a matter of fact he really has
the plans, that the plans are sensible plans, that it is quite within
the scope of the prospective future as lie and his associates in his
business see it to need the money for that purpose.

Senator Couztnis. Then in your judgment, that personal holding
company should be permitted to conserve its dividends for the pur-
pose of reconstructing or rebuilding the plant.

Mr. MoRRis. Not at all. - Only if the nman could show affirmatively
that that was a logical, reasonable prospect, and that they definitely
had that prospect in mind, and had not invented it for the purpose of
avoiding the tax inder section 103.

Senator CoUzENs. Then you would give the Commissioner author-
ity to waive the tax?

Mr. MoPnts. Well, I would not give him authority to waive the
tax. I would give him authority to assert it if he thought there
were grounds upon which he could collect.

Senator CONNALLY. Isn't that inaccurate? You would find him
not liable for the tax unless he was doing it for the purpose of
evadingy it.

Mr. fomwis. If lie was holding it for avoiding it, he would have to
pay. and I would see that he did.

Senator CONNALLY. If you found that he was holding it not for
the purpose of evading the tax, but for rebuilding his plant, he would
not be liable.

Mr. MoRnts. That is right.
Senator CouzENs. If lie set up adequate reserves, why should that

not be sufficient for rebuilding without having to hold dividends?
Mr. MoRRiS. Now you are raising an entirely different question.

I I
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Senator COUZENS. It resolves itself into the same question, as to
whether or not a taxpayer can withhold paying dividends for the
alleged purpose of building a plant or a building.

Mr. Moiuus. Yes, sir; I would say that if this man had a sufficient
depreciation fund for the purpose of replacing his buildings, then
he could not demonstrate to me as the commissioner that he was
saving the money to build, but was obviously holding up the surplus
to evade the tax.

Senator KING. Why could not the owner of a home- instead of
reporting his earnings in his profession as a doctor, a lawyer, etc.,'
why could he not say, "I am withholding reporting those because I
expect to build myself a better home next year or in two years, and
I hhve employed an architect." Do you think that is right?

Mr. MouRis. But an individual does not declare dividends.
Senator KINo. But he is subtracting it from his income.
Mr. MoRRis. No; he cannot under the law.
Senator KING. *hy should he not be permitted to subtract it from

the income tax upon the theory that those were accumulations which
he intended to use for the building of a new home?

Mr. MoRus. In the first place, you are talking about a situation
where the man is not putting his money into wealth-creating or
income. creating enterprise. Tfhe situation presented hire was that
this factory owner is about to create an income-producing enterprise.
If it is legitimate and honest, and that is what the money is being
used for, and he can establish against the burden which lies against
him, as I pointed out to Senator Hastings, certainly he is not keep-
ing it to avoid the dividend tax. If he is keeping it to avoid the
dividend tax, he ought to be. held.-

Senator CouzENS. I can see the point which Senator King is mak-
ing. That is, that an individual who is saving up to build a home,
that it is just as reasonable that he be exempted from taxation on
that special rule as that a corporation is exempted on savings for
the same purpose.

Senator Kixo. After allowing for depreciation, obsolescence, etc.
Mr. MoRRIs. A man's home creates no income. A man's factory

does. ."
The CHAITRMAN. Thank you very much.
(The brief of the American Bar Association is as follows:)

REo1MMENo.D%TIo~s OF TIM A-hEtticAN BAR ASSOCIATION. JYRRSENTED BlY ITS
COMMITTEES ON FEDERAL TAXATION TO THE SEVENTY-THIRD CONGRESS, SECOND
SESSION

WAsIIIIToN, D.C.,
December" 21, 1938.

To the Chwarnaa and Members of the waVys and Means Uonto'nttee of the
United states House of ReptsRentotives.

To the Chairnla?& aut 3 ltmbe s of the Finance (votaniittee of the United
StatCs Sen ate.
GENTLEMEN: We are privileged to present lierein recommendations of the

American Bir Association with respect to the inter ,al-revenue legislation,
Contemplated at the second session of the Seventy-Third Congress beginning
In January 1934, and with respect to allied subjects. The recommendations
were adopted by the American Bar Association at its flfty-sixth annual meet-
Ing at Grand Rapids, Mich., on August 30, 31, and September 1, 1933.
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For a better understanding of die purposes of the resolutions adopted by

our association we have reprinted therewith the recommendations of the com-
mittee which proposed the original resolutions.

Respectfully,
THE COMMITTEE ON FEDERAL TAXATION OF

THE AMERIcAN BAR ASS0OIATKON.
Louis A. Lronmi, Wisconsin,
RoBT N. MILLR, District of Columbia,
GEOROGE M. MoRHis, Chairman, District of

Columbia,
HENRY W. TOLL, Colorado,
GEORGE B. YouNo, Vermont,
HARRY C. Wzzxs, Texas,
ABEL\M WALKER WILIEDRANIfT, California.

RECOMMENDATIONS

1. CONFLICTINU AND DOUBLE TAXATION

A. Tax coniticts betwecit Federal, State, and local goveruntents.-The costs
of operation of the Federal, State, and local governments total approximately
$13,000,000,000 a year. This cost is being increased. At the same time, the
yield from existing taxes has decreased. Consequently the Federal Government
and the States have added new taxes, many (if which overlap. Income and
inheritance taxes are levied both by the Federal Government and by most
of the States. In the field of sales taxes, serious conflicts already exist as
to tobacco, beer, electrical energy, and gasoline. Facing the taxpayer is the
prospect of nitwit more serious conflicts created by the enactment of general
sales taxes.

Governmental efficiency, and equity to the citizen, a substantial proportion
of whose Income is now consumed by taxes, require a vigorous attempt to liar-
monize the national tax system and 48 State taxing systems.

No adequate governmental mailnery exists to accomplish this intricate
and difficult task. Several significant efforts, however, are now being made.
The Ways and Means Committee of the United States House of Representa-
tives and the Finance Committee of the United States Senate have organized
subcommittees on conflicting taxation which are surveying the situation from
the standpoint of the Federal Govetnment; the Interstate Assembly, organized
by the American Legislators' Association, and composed of delegates sent by
both the legislatures and the executives of the various states, hits established
the Interstate Committee on Conflicting Taxation, which Is surveying the
problem of double and conflicting t:txation from the standpoint of the states.
The Chamber of Commerce of the United States and the National Tax Asso-
ciation also are taking active parts in the solution of the problem.

Your committee believes that the American Bar Association can serve best
in connection with (lie problem by endorsing the undertakings already under
way, cooperating with the organizations above mentioned and re'!ognizing
them as capable of definite and much iieeded public service.

Your committee, therefore, recommends the following resolution:
Be it rcnolred, That the American Bar Association commends the undertak-

ings of the subcommittee on conflicting taxation of the House of Representa-
tives and Senate. the Interstate Committee on Conflicting Taxation of the
Interstate Assembly, the United States Chamber of Commerce and the Na-
tional Tax Association, to harm1ionize the taxing systems of the federal gov-
ernment and of the 48 states; that the American liar A-sociation recognizes
these undertakings as muw-h needed and endorses the objectives of the studies
Mow in course.

B. International double taation.-The problem of domestic conflicts in
taxation has its even niore complex counterpart, quite apart from the question
of tariffs, in- tle international sphere. While varlou governments through
domestic legislation or through treaties have redued. in a tieasure, interia-
tional tax conflicts, these adjustments have been rather sporadic and lacking
in uniformity. Your committee has been gratified to observe that definite
proposals are now being drafted by representatives of various nations and
designed for approval by many governments to relieve from undesirable
effects of international double taxation and to develop tax uniformity. Such
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organizations as the International Chamber of Commerce and the League of
Nations are giving active attention to problems of international double taxa-
tion. The undertakings of these organizations, as well as others, deserve,
your committee believes, the full endorsement of the American Bar Associa-
tion. Your cotnitttee also believes that the American Bar Association can be
of valuable assistance in passing on the merits of either general principles or of
particular proposals as they may be formulated. The American Bar Associa-
tion. should also, your committee believes, urge the American and other gov-
ernments to approach the problem of double taxation in a broad-minded,
sympathetic manner and to make concessions if such are necessary, in order
tbot the problem of double taxation may be solved and world trle stimulated
V; the removal of the present heavy burden.

Your committee, therefore, recommends the following resolution:
Bo it resolved, That the American Bar Association recognizes the problem of

international double and conflicting taxation as one of extreme importance both
to international traders and to the different governments; that the association
endorses the efforts of the International Chamber of Commerce, the League of
Nations, and other organizations in their efforts to solve this problem; that it
offers its assistance in passing on the merits of either general principles or of
Particular proposals as they may be formulated and that it urges the United
States and other governments to give tile problem their speedy and favorable
attention, to approach it in a broadminded, sympathetic manner anl to make
concessions, if such are necessary, in order tha.t it may be solved.

2. 1STAIE TAX IELIEP

In its report to the fifty-fourth annual meeting of the agsocihation, the coin.
mittee on Federal taxation reported its recommendation to Treasury officials
that the rules with respect to the valuation of securities and other property in
the case of decedents' estates be liberalized to take into consideration abnormal
rises and falls in market value. Efforts of administrative officers in this direc-
tion have proved to be too circumscribed to afford adequate relief in the case
of the estates of decedents dying during the high prices of recent years. Recog-
nizing this situation, the staff of tile Congressional Joint Committee on Internal
Revenue Taxation, in the course of an exhaustive report on "Federal and State
Death Taxes" (U.S. Government Printing Office, 1933) has dealt with the situ-
ation in a style affording a basis for an intelligent advance in legislation of this
character. While the subject matter leads to the substantive aspect of taxes
rather than the practice and procedural topics with which this committee has
concerned itself, it is believed that the studies are commendable and further
inquiry by the Congress is warranted. Your committee proposes, therefore,
the following resolution:

Be it resolved, That the American Bar Association, recognizing that the
valuation base for determining the Federal estate tax has proved too Inelastic
for a just reflection of values in an era of rapidly changing price levels, endorses
the studies published by the staff of the Congressional .Tolnt Committee on
Internal Revenue Taxation and commends to the Congress and to the Treasury
Department the development of a system of estate taxation better calculated to
reflect the price fluctuations in the value of assets in the estates of decedents
both at the time of death and at the time the tax is paid.

3. BASIS OF DEDUCTIONS FOI CONTRIBUTIONS TO OHARITABLE AND OTHER
ORGANIZATIONS.

Considerable confusion has arisen under the present tax laws as to whether
capital gains and capital losses are to be included in making the computation
of that "net income" which serves as the basis for the 15 percent limitation
on deductions for contributions to charitable and other organizations. The
United States Board of Tax Appeals has held that capital losses tire to be
excluded in making the computation. Hiking, 24 B T.A. 572. The Board first
held that capital gains were to be included. Harblson, 27 B.T.A. 898. Later
it reversed its previous position. Strauts, 27 B.T.A.-, no. 100. Your committee
believes that rather than to compel taxpayers to make controversial returns
and to incur the expenses of the litigation necessary to clarify the law, it Is
preferable to secure affirmative legislative action clarifying the law.

Your committee, therefore, recommends the following resolution and
amendment:
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re it resolved, That the American Bar Association recommends to the Con-
gress that section 23 (n) of the Revenue Act of 1932 be amended definitely to
make clear whether capital net gains and capital net losses are to be included
or excluded in computing net income for the purpose of determining the amount
of contributions that are deductible in the calculation of taxable income and
that the association's committee on Federal 'Taxation is directed to urge the
following proposed amendment and, failing the acceptance of the proposal as
drafted, its equivalent in purpose, upon the proper committees of the Congress:

Proposed amendment:
"That section 23 (n) of the Revenue Act of 1932 be aniended by inserting

after the phrase ' 15 per centum of the taxpayer's net income ' the parenthetical
clause '(including In the computation thereof the amount of capital net gain
or capital net loss),' and by adding at the end thereof, ' Similarly In the compu-
tation of net income as used in section 23 (n) of the Revenue Act of 1928 and
in section 214 (a) of the Revenue Acts of 1926, 1924, and 1921 there shall be
included the amounts of capital net gains or of capital net loss,' so that the
phrase, as amended, will read as follows:

'() Oharitable and other contribution.-In the case of an individual, con-
tributions or gifts made within the taxable year to or for the use of:

to an amount which in all the above cases combined does not exceed 15 per
centum of the taxpayer's net income (liwluding i& the compnitation. thereof the
amount of capital net gain or capital net loss) as computed without the benefit
of this subsection. Such contributions or gifts shall be allowable aq deductions
only if verified under rules and regulations prescribed by the Comnissioner, with
the approval of the Secretary. (For unlimited deduction if contributions and
gifts exceed 90 per centum of the net Income, see section 120.) ,Iinflarly in
the computation of net income as used in section 83 (n) of the Revenue Act
of 1928 and in sections 814 (a,) of the Revenue Acts of 1926, 192.f, ant 1921
there shall be included the amounts of capital net gain or of capital net los8.'"

4. RELAXATION OF LIMITATION ON DEDUCTIONS FOR CONT1IBU1-1ONS TO OHARITABLE
ORGANIZATIONS

The failure of charitable organizations sufficiently to meet the demands
made upon them as a result of the present emergency is resulting in the ne-
cessity of greatly Increased public aid. It appears advisable that every facility
for enabling charities to fulfill their.function without drain upon governmental
funds be granted to them. The flow of necessary contributions to charitable
organizations, instead of being materially encouraged, has been gnd will con-
tinue to be considerably retarded because of the limitation placed by the Con-
gress on the amount of deduction In the calculation of taxable income allowed
for contributions to such organizations. This committee believes that the
existing limitation will, while reducing in a measure governmental income,
effect a total saving by reducing the requirement of governmental public as-
sistance. Your committee believes, however, that only contributions to those
charities dispensing the necessities of life should be benefited.

Your committee, therefore, recommends the following resolution and pro-
]mPsed amendment:

i it resolved, That the American lar Association recommends to the Con-
gress thit deductions for contributions to those charitable organizations dis-
lensing the necessities of life to needy individuals should be allowed to the
extent of 100 percent of the net incofle of the donor and that the Association's
Committee on Federal Taxation is directed to urge the following proposed
amendment and, failing the acceptance of the proposal as drafted, its equiva-
lent in purpose, upon the proper committees of the Congress:

Proposed amendment:
"That section 23 (n).,be amended to read as follows:
"'C hartable and Other contributions.-In the case of an individual, contri-

butions or gifts made within the taxable year to or for. the use of:

"'(2) a corporation, trust, or community chest, fund, or foundation organized
and operated exclusively for religious, charitable, scientific, literary, or edu-
cational purposes, or for the prevention of cruelty to children or animals, no
part of the net earnings of which inures to the benefit of any private share-
holder or Individual;

€ * € € €
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to an amount which in all the above cases combined does not exceed 15 per.
centum of the taxpayer's net income as computed without the benefit of this
subsection. The amountof contributions or gifts made to institutions speol-
fied in this subsection organized and operated primarily for the relief of the
poor and the indigent shall be deductible without limitation and the amount of
such, deduction shall not be included in calculating the 15 per centum limitation
hereinabove imposed.'"

5. CAPITAL GAINS AND .OSSES

Section 101 (c) of the 1932 act defines cal)ital gains and losses as the gains
or losses resulting from the "sale or exchange" of capital assets. The United
States Board of Tax Appeals has determined in Henry P. Werner, 15 B.T.A.
482, that Included within the terms.of "sale or exchange" was the redemp-
tion by the obligor, at or before maturity, of a capital asset. Later, the Board
held in Watson, 27 B.T.A. 463, that such redemption was not a "sale or ex-
change." Your committee believes that the Congress did not intend to remove
from the benefits of the capital gains and loss provisions gains or losses from
the redemption of capital assets, especially when such gains or losses, if the
assets had been sold by the holder immediately before redemption, would be
considered capital gains or losses.&

Your committee recommends, therefore, the following resolution and tmend-
ment to section 101 (c) of the 1932 act:

Be it resold, That the American Bar Association recommends to the Con-
gress that the Congress redefine the terms "capital gain" and "capital loss"
to make clear whether such terms include gains and losses resulting from the
redemption at maturity of capital assets, and that the association's committee
on Federal taxation is directed to urge the following proposed amendment and,
failing the acceptance of the proposal as drafted, its equivalent in purpose,
upon the proper committee of the Congress:

Proposed amendment:
"That section 101 (c) (1) and (2) be atmenfled to read as follows:
'(c) Dellnitions.-For the purposes of this title-
'(1) 'Capital gain' means taxable- gain from the [sale or exchange] sale,

exchange, or redemption of capital assets consummated after December 31,
1921.

"'(2) 'Capital loss' means taxable loss resulting from the [sale or ex-
change] sale, exchange, or redemption of capital assets.'"

6. ADJUSTED BASIS FOR PROP RTY AOQUIRIED IN -ItROANIZATIONS

Your committee was authorized by the association at its fifty-fifth annual
meeting "actively to oppose * * * any retroactive provisions in proposed
measures as to Federal revenue where the circumstances are such that tile
public and the bar have relied and acted on the basis of the previously existing
state of law."

Section 113 of the Revenue Act of 1932 made particularly distressing retro-
active changes in the prior law. It upset the basis of all property acquired in
any corporate reorganization made after December 31, 1917, where more thn
50 percent and less than 80 percent of the control of the old company continued
into the new. It also upset the basis of all property acquired by a corporation
after December 31, 1921, as paid-in surplus or as a contribution to capital. If
the property has been transferred to bona fide holders for value, the section
unjustly affects the income-tax liability of these bona fide holders who relied,
as they had to do, upon the law as it then existed. It also affects the bar, in
that the sound advice of those members of the bar whom corporations and indi-
viduals consulted with respect to their then existing rights has become, by
virtue of the change in the law, a trap from which there Is no escape through
administrative action.

Your committee, therefore, recommends the following resolution and
amendment:

' See House Ways and Means Committee Report No. 850, 67th Cong., lot seas., to
accompany H.R. 8i45, pp. 10, 11.
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Be it resolved, That the American Bar Association recommends to the Con.
gress that the Congress amend section 113 of the Revenue Act of 1932 to re-
move therefrom its retroactive features and that the association's committee on
Federal taxation is directed to urge the following proposed amendment and,
failing the acceptance of the proposal as drafted, its equivalent in purpose
upon the proper committees of the Congress:
(Proposed amendment.)

"That section 113 (a) (7) and (8) of the Revenue Act of 1932 be amended
to read as follows:

"'(7) Transfers to Corporations Where Control (of Prolrty Remains in
Same Persons.-If the property was acquired after December 31, 1917, by a
corporation in connectiot.,with a reorganization, and Immediately after the
transfer an interest or control in such property of [50] 80 per centum (or, if
such property was acquired. after Juw 6, 1932, thct 50 per centurn) or more
remained in the same person or any of them, then the basis shall be the same
as it would be in the hands of the transferor, increased in the amount of gain
or decreased 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.
This paragraph shall not apply if the property acquired consists of stock or
securities in a corporation a party to the reorganization, unless acquired by the
issuance in stock or securities of the transferee as the consideration in whole
or in part for the transfer.

"'(8) Property Acquired by Issuance of Stock or as Paid-in Surplus.-lf-
"'(A) The property was acquired after December 31, 1920, by a corporation

[(A)] by the Issu n ce of its stock or securities in connection with a transaction
described in section 112 (b) (5) (including, also, cases where part of the
consideration for the transfer of such property to the corporation was prop-
erty or money, in addition to such stock or securities), or,

"6 (B) The property was acquired by a corporation after June 6, 19M,
C(B)] as paid-in surplus or as a contribution to capital, as paid-in surplus or as
a contribution to capital,
then the basis shall be the same as it would be in the hands of the transferor,
Increased in the amount of gain br decreased 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.'"

7. DISCHARGE OF A BANKRUPT FROM PMEDRAL TAX LIABILITY

Under the present bankruptcy law, a discharge in bankruptcy does not dis-
charge Federal tax liability. .Thus a bankrupt may have incurred all the (I1s-
advantages of bankruptcy and yet be forced to carry his tax burden Which,
in many instances, is sufficiently large to prevent him from making a success-
ful new start in business. There is no essential reason why the Government
should not share as other creditors in the losses resulting from bankruptcy nor
why the bankrupt should be compelled to carry his tax burdens after he has
been discharged. Such a situation is contrary to the economic rehabilitation
spirit of our bankruptcy laws. Your committee, in concurrence with the as-
sociation's committee on commercial law and bankruptcy, believes that to
put the Government in the position of an ordinary creditor would not only
relieve actual distress and make more effective the purposes of the Bankruptcy
Act. but also would result in no lowering of the guard against fraudulent
bankruptcies, which have severely injured many reputable creditors.

Your committee, therefore, recommends that the association direct this com-
mittee, with the concurrence of the association's committee on commercial law
and bankruptcy (which committee is making an identical recommendation to
the association), to propose an amendment to the bankruptcy law to discharge
a bankrupt from his tax liability, with adequate safeguards to the Government,
and proposes the following resolution and amendment:

Be it Reoved, That the American Bar Association recommended to the
Congress that the Bankruptcy Act be amended to permit the discharge from
his tax liability of a bankrupt and that the association's committee on Federal
taxation is directed to urge, with the concurrence of the association's com-
mittee on commercial law and bankruptcy, the following proposed amend-
ments and, failing the acceptance of the proposals as drafted, their equivalent
in purpose, upon the proper committees of the Congress:

Proposed amendment.

I
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"That section 17 of the act of July 1, 1898 (80 Stat. 550, 11 U.S.C. 35), be
amended to read as follows:

"'A discharge in bankruptcy shall release a bankrupt from all of his prova.
ble debts except such as (first) are due as a tax levied by [the United
States] the State, county, district, or municipality In which he resides;
(second) are liabilities for obtaining property by false pretenses and false
representations; or for willful and malicious injuries to the person or prop-
erty of another. * * *'

"That section 1 of the act of July 1, 1898 (30 Stat. 544, 11 U.S.C. 1), as
amended, be amended to read as follows:

"' SZE oN 1.-Meaning of Words and Phrases.-The words and phrases used,
in this title and In proceedings pursuant hereto shIM, unless the same be ' in-
consistent with the context, be construed as follows.

"'(4) "Bankrupt" shall Include a person against whom an involuntary
petition or an application to set a composition aside or to revoke the discharge
has been filed, or who has filed a voluntary petition, or who has been adjudged
a bankrupt;

"'(4%) "Claim" shall include the claim of the United States against the
bankrupt for Federal tawae;"

1"That section 58 (b) of the act of July 1, 1898 (80 Stat. 561, 11 U.S.C. 94),
as amended, be amended by adding at the end thereof the following:

"'(b) * * * It shall also be the duty of the referee to notify by regis.
tered mail, idthis thirty days after the reference of a bankruptcy to hit, the
proper United States collector of internal revenue of the fact of the bank-
ruptcy proceedtis. If the baonAkrupt is an individual, the referee shall notify
the collector of the district in which is located the legal residence or she
principal place of business of the bankrupt (or, if he has no ligal residence
or principal place of business within the United States, then, the collector of
Baltimore, Maryland); if the bankrupt is a corporation, the referee shall notify
the collector of the district in which is located t1w principal place of business
or principal office or agency of the bankrutpt corporation (or, if it has no
principal place of business or principal ofike or agency within the Uaited
States, then the collector at Baltimore, Maryland)."

"That Section 57 (n) of the Act of July 1, 1898, 30 Stat. 560, 11 U.S.C. 93,
as amended, be amended to read as follows: * * *

"'(n) Claims, including claims of the United State. for Federal taxes, shall
not be proved against a bankrupt estate subsequent to one year after the
adjudication; or if they are liquidated by litigation and the final Judgment
therein is rendered within 80 days before or after the expiration of such time.
then within 60 days sifter the rendition of such judgment. Tile right of
infants and insane persons without guardians, without notice of the proceedings,
may continue six months longer.'"

8. PROCMURE IN TWUN-FCMrE CASS

Under the present law, a single transferee of a corporation or estate may be
held liable to the extent of the value of the property received by him for the
full amount of the transferor's unpaid Federal income taxes, although all
the other transferees are solvent and do not contribute to the payment of tile
tax.' Usually the most accessible and wealthiest transferee is selected by the
Bureau as the object of a tax deficiency notice. While a tratsferee theoret-
ically may compel contribution from the other transferees he must, in c se of
a contest, affirmatively prove the tax liability of the transferor. If the statute
of limitations on the liability of the transferees had run at the time the
deficiency was paid, or if the deficiency was voluntarily paid, it becomes legally
impossible for him to compel contribution. A procedure which will more
adequately protect the rights of all transferees and facilitate the enforcement
of contribution from their cotransferees is believed desirable and necessary
if Justice is to be done. There are five different sections of various revenue
acts relating to transferee proceedings. Amending each of these sections in
turn is an awkward and cumlersome procedure. To avoid this result your
committee proposes the enactment of an entirely new section of the law in
substitution. The exact location of this section will have to depend upon the
general topic structure of the expected new legislation. In a situation of the
historical and inherent procedural complexities of this subject perfection in
drafting is hardly to be obtained. The anlendment is proposed, therefore,
pnot as an embodiment of perfection but of purpose:
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Be it resolved, That the American Bar Association recommends to the

Congress that those held liable for the taxes of their transferors be afforded
a process for compelling pro-rata contribution by their fellow transferees and
that the Association's committee on Federal taxation is directed to urge the
following proposed amendment, and failing the acceptance of the proposal as
drafted, its equivalent In purpose, upon the proper committees of the Congress:

Proposed amendment:
"Sec. -. (a) The United States Board of Tax Appeals is hereby given

jursdiotioa in all proceedings before it now pending, or hereafter brought,
to determine in ojw proceeding the respective liabilities in law or equity of all
transferees of a ta delinquent transferor. The Board shall nake rules deemed
by it needful and proper to effect the purpose of this section., including a rule
requiring the Comnmissioner of Internal Retenue to notify all the transferees of
a delinquent transferor of an asserted deficlemy against any one or more or
them.

" (b) In any proceeding under (a), the defense of the statute of limitations
shall not avail any impleaded party before the Board unless such defense is
available to all finpleaded parties; provided, however, that no transferee may
waive the statute of limitations except with the consent, in writing, of all his
cotransferees.

°'(o) The decision of the Board of Tom Appeals in any proceeding under (a)
shall be reviewable in the manner provided for review of other decisions of the
Board.

"(d) The final determination, of the Board shall be binding upon all trans.
ferees to whom notice of the proceeding has been, given, under such rules as the
Board shall prescribe.

"(e) Properly certified copies of the final decision and order of the Board in
any proceeding under (a) shall be prkne favte evidence in any court of the
correct tao liability of the transferor and of the liability of each transferee
therefore."

0. JURISDICTION OF BOARD OF TAX APPEALS OVER REFUND CLAIMS

.he American Bar Association at its fifty-second, fifty-third, and fifty-fourth,
annual meetings approved resolutions urging upon the Congress the grant to
the United States Board of Tax Appeals of full Jurisdiction over refund claims.
Your committee believes that the opportunity for the fulfillment of the American
Bar Association recommendation is'now at hand. If the Board were granted
Jurisdiction over refund claims, the result would be increased speed in disposi-
tion of tax cases, relief of a heavy burden upon the district courts, greater
efficiency in settlement of tax disputes and increased consistency in tax admin-
Istration.

Your committee, therefore, recommends the following resolution and amend-
nient:

Be It resolved, That the American liar Association again recommends to the
Congress that the Jurisdiction of the Board of Tax Appeals be extended to
suits by the taxpayer for recovery of overpayments of tax, and that the associa-
tion's conunittee on Federal taxation is directed to urge the following proposed
a amendment and, failing the acceptance of the proposal as drafted, its equivalent
in purpose, upon the proper committees of the Congress:

Proposed amendment.
"That section 32.0 of the Revised Statutes, as amended, be amended to read

as follows:
"'o Sm. 3220. No suit or proceeding shall be maintained in any court or in the

Board of Tax Appeals for the recovery of any internal-revenue tax alleged to
have been erroneously or illegally assessed or collected, or of any penalty
clainied to have been collected without authority, or of any sum alleged to have
been excessive or in aly manner wrongfully collected until a claim for refund
or credit las been duly filed with the Commissioner of Internal Revenue,
according to the provisions of law in that regard, and the regulations of the
Secretary of the Treasury established in pursuance thereof; but such suit or
proceeding may be maintained, whether or not such tax, penalty, or sum has
beer. paid under protest or duress. No such suit or proceeding shall be begun
before the expiration of six months from the date of filing such claim unless
the Commissioner renders a decision thereon within, that time, nor after the

46932-34-0
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expiration of two years from the date of mailing by registered mail by the Corn-
missioner to the taxpayer of a notice of the disallowance of the part of the
claim to which such suit or proceeding relates. In lieu of suit in any court,
the ta xpayer "my, within two ears after a mailing by registered mat to the
taxpayer by the Commnsstoler of a notice of disallowance of the claim, or a part
thereof ilo a petition with, the Board of Tax Appeals for a redetermination of
any income, war-profits, or excess-propfts tax, or estate tax, and if the Board
finds that the taxpayer has made an overpayment thereof, the amount thereof
shall, when the decision of the Board has become final, be credited or refunded
to the taxpayer in the same manner as an overpayment found by the Board
where the taxpayer has filed a petition for redeterm4nation of a deficiency.' o

10. TIME FOR RAISING CLAIMS FOR REFUNDS

Under the present law, the Commissioner of Internal Revenue may at any
time before the hearing, or rehearing, of a case before the United States Board
of Tax Appeals urge upon the Board an increase in the deficiency of tax. The
taxpayer, however, has no right, if he files his petition or a claim for refund
after the expiration of the statutory period for filing claims, to secure a refund
even though the board determines that a refund is due. The Congress, your
committee believes, intended to grant the taxpayer reciprocal rights with the
Commissioner by an amendment made to section 284 (e) of the Revenue Act
of 1920 by section 507 of the Revenue Act of 1928,' but this amendment did not
accomplish the intended result. Further amendment is required to this end.
Your committee, therefore, recommends the following resolution and
amendment:

Be it resolved, That the American Bar Association recommends to the Con-
gress that section 507, Revenue Act 1928, be amended to give the Board of Tax
Appeals, in all cases where it finds that the taxpayer has overpaid his tax,
Jurisdiction to determine the amount of such overpayment which shall, when
the decision of the Board has become final, be credited or refunded to the
taxpayer, and that the association's committee on Federal taxation is directed
to urge the following proposed amendment and, failing the acceptanee of the
proposal as drafted, its equivalent in purpose, upon the proper committees of
the Congress:

Proposed amendment.
"That section 284 (e) of the Revenue Act of 1920, as amended by section

507 of the Revenue Act of 1928, be further amended to read as follows:
"'(e) If the Board finds that there is no deficiency and further finds that

the taxpayer has made an overpayment of tax in respect of the taxable year in
respect of which the Commissioner determined the deficiency, the Board shall
have jurisdiction to determine the amount of such overpayment, and such
amount shall, when the decision of the Board has become final, be credited or
refunded to the taxpayer [as provided 4n subdivision (a) and in such eases, no
claim for refund shall be required. Unless claim for credit or refund, or the
petition, was filed within the time prescribed in subdivision (9) for filing
claims, no such credit or refund shall be made of any portion of the tax paid
more than four years (or, in the case of a tax imposed by this title, more than
threp years) before the filing of the claim or the filing of the petition, whichever
is earlier.' "I

11. TIME FOR FILING PI/TION8 WITH THU BOARD OF TAX APPEALS

Under the present law taxpayers may file petitions with the United States.
Board of Tax Appeals within sixty days after the mailing by the Commissioner
of a notice of deficiency in income tax. If, however, the sixtieth day falls
upon a holiday, the taxpayer is given only fifty-nine days. In several instances,
taxpayers have been deprived of their "day in court" by the fact that their
petitions, although arriving in Washington on the sixtieth day, were not
received by the Board until the sixty-first day, due to the intervention of a
holiday. Your committee suggests that the present law be amended to give
the taxpayer in every instance his full sixty days. It, therefore, recommends
the following resolution and amendment:

2 Waya an4 Means Committee Report No. 2 (70th Cong., let sess.), to accompany H.R.1, pp. i9, $0.
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Be it resolved, That the American Bar Association recommends to the
Congress that section 274 (a) of the Revenue Act of 19M be amended to per.
mit the filing of petitions to the Board of Tax Appeals with the Board on the
next succeeding business day when the sixtieth day falls on a Sunday, or
holiday, and that the association's committee on Federal taxation is directed
to urge the following proposed amendment and, failing the acceptance of the
proposal as drafted, its equivalent in purpose, upon the proper committees of
the Congress:

Proposed amendment:
That section 274 (a) of the Revenue Act of 1926 be amended by inserting

after the phrase "Within sixty days after such notice is mailed, not counting
Sunday ", a comma and the words "a holiday or partial holiday in the District
of Columbia ", so that the first two sentences of 274 read as follows:

"' Swo. 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
Commissioner is authorized to send notice of such deficiency to the taxpayer
by registered mail. Within sixty days after such notice Is mailed (not counting
Sunday, a holiday, or a partial holiday, in the District tf Columbia as the
sixtieth day), the taxpayer may file a petition with the Board of Tax Appeals
for a redetermination of the deficiency.'

12. SUSPENSION OF THE STATUTORY PERIOD FOR BRINGING SUIT

Frequently disputes between taxpayers and the Commissioner of Internal
Revenue turn upon adjudications already pending in the Board of Tax
Appeals or In the courts.

Taxpayers often cannot wait as they would like to do until the controlling
cases are decided but must, in order to protect their rights against the bar
of the statute of limitations, incur the expenses of suit. To make unnecessary
such litigation, the Congress provided in the Revenue Act of 1928 that the
Commissioner of Internal Revenue might make refunds after the applicable
statutory period if he and the taxpayer had consented to a suspension of
the statute of limitations on suits against the United States until after the
applicable decisions had been made by the courts.

The Congress, It Is believed, intended to give the taxpayer the right to sue
for a refund within the statutory period as extended by the agreements. Con-
siderable doubt, however, exists as to whether it accomplished this purpose.
Your committee recommends that this doubt be clarified by appropriate
amendment to the existing revenue law and reconmmends the following
resolution and amendment:

Be it resolved, That the Alnerican Bar Association recommends to the Con-
gress an amendment to Section 3226 of the Revised Statutes to permit taxpayers,
in case such agreements under Section 608 (b) (2) of the Revenue Act of 1928
have been entered into, to bring suit at any time within ninety days after the
final decision of the case, or cases, specifically mentioned in said agreement, not-
withstanding other provisions of law, and that the association's committee on
Federal taxation is directed to urge the following proposed amendment and,
failing the acceptance of the proposal as drafted, its equivalent in purpose, upon
the proper committees of the Congress:

Proposed amendment:
"Section 3226 of the Revised Statutes, as amended, is amended to read aif

follows:
"'No suit * * * except that if the taxpaller and the commissioner have,

either before or after the enactment of this anendm nt, agreed in writing to
.9uspend the running of the statute of limitations for filing suit front the date of
the agreement to the date of final deoieon in one or more named cases then
pending before the United States Board of Tax Appeals or the courts, then a
stit or proceeding may be maintained if brought within ninety days subsequent
to the date the decision of the last-decided case named in said agreement became
flal.' "

" 18. APPEALS FROM THE BOARD OF TAX APPEALS

Appeals under the present law may be taken from decisions of the Board of
Tax Appeals to the Circuit Courts of Appeals. Considerable confusion has
arisen In many cases as to which Circuit Court of Appeals has jurisdiction. In
at least nine cases during recent years petitions of taxpayers have been dis.
missed on jurisdictional grounds. In more than one hundred eases the petitioner
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has been required, in order to protect his interest, to incur the expense and
trouble of filing petitions in two or more circuit courts. Your committee believes
that it is only fair that a petitioner be not penalized where honest doubt exists
as to the proper forum, especially in view of the fact that not all circuit courts
of appeals have ruled consistently on questions of jurisdiction. It, therefore,
recommends the following resolution and amendment:

Be it resolved, That the American Bar Association recommends to the Con-
gress -that section 1003 of the Revenue Act of 1926 be amended to permit any
circuit court of appeals and the Court of Appeals of the District of Columbia,
to determine without dismissal of petitions for review of decisions of the Board
of Tax Appeals, what circuit court has jurisdiction of said petitions, and to
transfer said petitions to the proper court, which shall proceed to the determi-'
nation thereof with the same effect as if such petition had originally been
taken to it; that the American Bar Association recommends to the Congress the
following proposed amendment to section 1003 of the Revenue Act of 1926, and
that the association's committee on Federal taxation is directed to urge the
following proposed amendment and, failing the acceptance of the proposal as
drafted, its equivalent in purpose, upon the proper committees of the Congress:

Proposed amendment."That section 1003 of the Revenue Act of 1926 be hereby amended by adding
at the end thereof the following new subsection:

"'(c) If any such petition for review Ias been or shall be taken to a court
referred to in section 1002 and such court decides that it has no furlsdlotIon
thereof, such petition shall not for that reason be dismissed. In such event the
court shall also determine (subject to review by the Supreme courtt of the
United States upon certiorari, it the manner provided in Section 240 of the
Judical (Jode, as amended) which, other of said courts has Jurisdiction thereof,
and shall thereupon transfer the petition to the proper court, which shall proceed
to the determination thereof with the same effect a* if such petition had oripin-
ally been taken to it. If, as provided 1n section 1001 (o), there is a bond which
refers to the court to which the petition is originally taken, such bond shall
nevertheless have the same effect as if the reference had been to the proper
court. If any such petition has heretofore been dismissed for lack of Juris.
diction it shall be revived and proceedelt woith, as provided herein if a motion
to that effect is flied by either party within 90 days after the approval of this
amendment.'"

14. ESTABLISHMENT OF MARCH 1, 1913 VALUE

The lapse of time since March 1, 1913, resulting in the loss, and danger of
loss, of supporting evidence, makes it increasingly difficult for persons to estab-
lish the fair market value of property on March 1, 1913, as the basis for
determining the gain or loss upon the sale or other disposition of such property.
Your committee believes it desirable, tlirefore, that some procedure be estab-
lished whereby a taxpayer may, if he so desires, have the March 1, 1913, value
of any property determined irrespective of the existence of any controversy,
which determination shall be made by the Commissioner of Internal Revenue
and be conclusive in all subsequent proceedings on all parties thereto. To this
end,- the following resolution and amendment are recommended:

Be It resolved, That the American Bar Association recommends to the Con-
gress that the Congress by appropriate legislation require the Commis sioner,
with the approval of the Secretary of the Treasury, to prescribe rules and regu-
lations whereby a person may, upon application and submission of satisfactory
3upp;orting evidence, bve tile fair market value of property fixed and deter-
mined as of March 1, 1913, as a basis for determining the gain or loss from
subsequvnt sale or other disposition of such property:

Proposed amendment."That Section 773 of the Revenue Act of 1932 be amended by adding at the
end thereof the following:

"'The Commissioner with, the approval of the Secretary shall furthermore
prescribe and publish alt needful rules and regulations and establish a procedure
by which any person, subject to the taxing Jurisdiction of the United States.
may upon application and submission to the Commtssioner of erldencc satis-
factory to the Commissoner, have the fair market value of any property of thW
said person as of March 1, 1913, fixed and determined. When so fixed and
determined such valuation shall thereafter be thW basis of determining gain or

'loss from the subsequent sale or other disposition of such property."'
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15. THI UNITED STATES BOARD OF TAX APPEALS

The committee wishes to express its general satisfaction with the perform-
ance of the United States Board of Tax Appeals. That institution in the 9
years of its existence has demonstrated an adequate capacity to interpret, as a
specialized tax court, the multitude of everchanging Federal tax laws which
began in 1913 and have played so important a part in the business life of the
country ever since. In these 9 years the independence of the Board's judge-
ment, as against mere administrative determinations, is indicated in many
respects. The surest indication of this independence is the reduction of aggre-
gate deficiencies proposed by the Commissioner of Internal Revenue in excess
of $1,300,000,000 to approximately $400,000,000. The records show that less
than 12 percent of appealable decisions of the Board have actually been taken,
that the Board has been affirmed in whole or In part by the Circuit Courts in
more than 70 percent of its decisions, and that Its record before the Supreme
Court is even better.

While the delay in the decision of too many cases is still a condition for
criticism, the performance of the Board, at a surprisingly low cost, and the
protection it has offered the taxpayer against the harsh rule of collection first
and discussion afterwards, has made it apparent that if the Board did not
exist, the invention of its equivalent would be required.

AMERiOAN BAR AsSOCIATION, CosisErm- ox Ft.r1IIAL TAXATION. BEFORE TitE
SENATE F NANCE Co01MITTEE

ADDITIONAL MEMORANDUM FILED IN AGOORDANCE WITI TilE PERMISSION GRANTED
BY THE CHAIRMAN

Re: Section 270 (a) of the House bill removing the statutory limitation on
erroneous returns of gross income.
While this committee is not able to speak for the American Bar Association,

because of the absence of any meeting of that association since the revenue
bll passed the House, the nienibers of our committee, as individuals, feel
im-pelled to comment upon section 276 (a) as contained in the House bill.
As we see it, this section, providing the taxpayer omits from his return of
gross income an amount properly includable therein which Is in excess of
25 percent of the income stated in the return, the tax may be assessed or
collected at any time, would be an unfortunate provision. The effect of the
proposal is to abolish the protection of the statute of limitations to such a
taxpayer regardless of the absence of fraud, deceit, or wrongdoing upon his
part. This means that a taxpayer whose integrity is not impeached will have
no repose and may, years after an innowent error and years after the normal
statute of limitations has run, be held for an additional tax.

Understatement of income in any one year usually arises, where the tax-
payer is honest, as the result of a mistake of law or fact as to the year in
which the income should be included. These mistakes result not so much
from negligence as they do from ignorance and uncertainty. Over a period
of years the honest taxpayer is certain to return all of his gross income.

The provision appears to he directed against the recipient of small inconi ,
coming largely from a single source, rather than against the recipients of large
incomes resulting front a number of sources. It is the little man whose error
on any one Item will amount to 25 percent oif his total income: seldom is that
the situation with the recipient of a large income.

If the privilege of unlimited review is to be given to the Comnmissioner, a
reciprocal opportunity should be extended to all taxpayers who have over-
stated their gross income by 25 percent for any 1 year. In fact, to reopen
the year in which income has been understated and to refuse to reopen the
year in which the same item of income may have resulted in overstatement
Is palpably unjust.

SECTION 102 *OF THE HOUSE BILL RESPECTING PERSONAL HOLDING CORPORATIONS

As in the case with respect to section 276 (a) of the House bill, our com-
mittee is unable to report the position of the American Bar Association, but
as Individuals, we feel that the attention of the Senate Finance Committee
should be called to the ineptness of section 102 to reach the objective which
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the House apparently had in mind and, at the same time, point out the hard-
ship which the proposed section may work in a number of situations which the
House has apparently not considered. The following letter sets out ideas
which have the endorsement of the individual members of our committee:

MARCH 8, 1934.
Hon. GEORGE M. MoRaIs,

Chairman of the American Bar A8soclation,
Special Tax committee,

Washington, D.C.
DEA GEoRGE: I would like to invite the special attention of your cow-

mittee to section 102 (about personal holding companies) in the Federal tax
bill now pending, H.t. 7835. I know, of course, that your committee cannot
advocate legislation without the express approval of the association; but what
I am suggesting here is that section 102 be opposed.

In my judgment, such an arbitrary statutory definition would be wholly
ineffective to reach the "incorporated pocketbooks ", which it means to reach,
but would do injustice to many corporations which, while not organized or
used to avoid taxes, nevertheless come within the statutory definition; many
of them are so tied up in their relations with banks and trustees under the
sinking-fund provisions that they would be powerless to remove themselves
from within the definition.

Suppose a wealthy individual owning a city lot desired, sometime since, to
improve it with a hotel or office building, financing the building with a mortgage
under the sinking-fund provisions. Finding that there was little market for
bonds of ain individual, and that the public is accustomed to buying the bonds
of corporations in like circumstances, a corporation is organized -to build and
operate the property. Such company is a statutory "personal holding corpo-
ration" within the definition of section 102 and would be subject to the 35
percent penalty tax on its undistributed adjusted Income. If the corporation
distributes its earnings in violation of the sinking-fund provisions, the mortgage
con be foreclosed; if it does not, a substantial it 'ount of the earnings will be
absorbed by the 35 percent penalty tax, and this diversion of the earnings may,
again, prevent its complying with the terms of the mortgage.

Or, suppose 51 percent of the value of the outstanding stock of a nianufactur-
ing or mercantile business of long standing happens to be owned by five
individuals or less and its corporate structure includes a parent operating
company which has been doing the financing for the group. and a 100 lpercelt
owned subsidiary which conducts the principal operations for the group.
Under such circumstances more than 80 percent of the parent's income might
easily come from the subsidiary under the form of dividends, though really
from the manufacturing or trading activities of the subsidiary. The parent
would be a statutory "personal holding company" in spite of the fact that its
structure wits adopted many years ago for purely business purposes and its
debts have been incurred on the assumption that it was a free business, agent,
as regards distributions.

Clearly banks, bond owners, or other creditors to which such corporations owe
money are unjustly prejudiced by the 35 percent tax or by any pressure tending
to divert earnings of the corporation to the shareholders Instead of the
creditors of the corporation.

Independent holders of the 49 percent minority stock of such a company,
though without power to decide whether or not distributions are to be made,
suffer front the 35 percent provision in spite of the fact that when they
purchased a minority interest there was no reason to expect sne.h a definition
and such a tax as this.

Any attempt to penalize "the incorporated pocketbooks" by means of an
arbitrary definition such as that the present section 102 contais, enco urges
the incorporated pocketbooks to alter the situation so as to come without the
definition but penalizing many real business agencies wbich were never " pock-
etbooks " at all. A true connmercial business, whether there are one or more
corporations, and whether its activities have to do with lry goods fir natural
resources or machinery, has complicated eteon4inilc problems w hich are entirely
different from those of the investment corporation which is po' perly described
its an " incorporated pocketbook." Provisions applicable to the latter are im-
possible in their application to the former. Just now wlhien business corpora-
tions are not able to borrow what they iieed, a great number ot the businesses
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need to use in their business ever" cent they call earn. Many of them have
been operating on short-term loans and are compelled to use their earnings in
repaying these loans. To command needed credit a business must be able to
demonstrate that it is increasing its surplus. The provision goes further than
the real intent expressed on pages 11 and 12 of the Ways and Means Committee
report, which makes the limit of actual Intention clearly as follows:"Thus, the section should work no real hardship upon any corporation except
one which is being used to reduce surtaxes upon its shareholders."

Section 102 actually exceeds these limits. The same report declares an ill-
tention to distinguish between one corporation and another according to "tile
nature of Its business"; this provision makes the distinction on the ground of
the nature of the income and does not make any distinction is to the nature
of the business conducted-as between investment on the one hand, for instance,
ar-o manufacturing, hotel operating, theater operating, oil producing, etc.

I thoroughly agree with the committee's policy of avoiding recommendations
having to do with tax rates and other substantive matters; this provision does
not belong in that category but is properly clssified as one of the provisions
which are inserted for administrative putelnses. merely for its. influence on the
problem of administering the law. I submit that the bar association comminittee,
composed of men whose experience qualifies then to give information as to
whether such administrative methods will actually work out in practice, should
not withhold its views as regards that provision.

You will understand, of course, that in writing this letter I am merely sug-
gesting that the committee consider this matter, and if it agrees with the views
Just expressed, include this matter with other features which I know tile comi-
mittee is preparing to oppose in the hearings before the Pinance Canmlittee of
the Senate next week.

Sincerely yours,
F. 5. lBIuOIIT.

STATEMENT OF H. B. FERNALD, REPRESENTING THE AMERICAN
MINING CONGRESS

The CIHAIMMA.W. Whom do you represent'?
Mr. FFa-NALD. I am chairman of the executive committee of the

American Mining Congress, and I ani speaking for the mining in-
dustry of the country as represented through that organization.

The CHAmMAN. Very well. Proceed.
Mr. FERN-AM. I shall be very brief, as brief as I can, in trying to

touch on the important points in which the mining industry is
interested, and I shall try not to duplicate what has already been
said on these points.

I want to start from the statement which was made to you by
the Secretary of the Treasury in. his statement of March 6, with
regard to the l)roposed changes for the "elimination of the serious
loopholes which our experience has shown to exist in the present
income-tax law ", where he stated:

No taxl)aY('r can legitilmately Complain (if these changes, since they result
In a ImIc equitable distilbutioni of the tax litirden over tlose- lersoiis who are
best able to sustain It.

Wre believe this is a fair statement of the position of the Treasury
Departnient and of the House of Representatives as to the purpose
and intent of the changes and that it is in this spirit that the Senate
committee will consider them.

Perhaps 'here can be no better statement of -the fair ground on
which taxpayers may ilmeet their Congress in considering these
changes. We shall assume it is the intention that these changes
soul1 d result in a more equitable distribution of the tax burden over
those persons best able to sustain it and that" it is not intended to
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make such changes as give to any taxpayers legitimate ground for
complaint.

Accordingly, we briefly present certain points where we believe
the facts show that the changes will not result in equitably placing
the tax burden on those best able to sustain it.

Foreign tax credits: The proposal of the House bill in section 131
(b) (1) and (2) for cutting in half the credit for foreign taxes as
heretofore allowed seems based principally on the thought that this
will yield some $5,000,000 a year additional revenue to the Govern-
ment. We believe that this assumption is erroneous and that in fact
a reduction, rather than an increase, in Government revenues would
result from the proposed change.

In the effort to assemble and present pertinent facts on this subject,
data have been secured from six of the leading -ompanies engaged
in mining abroad. These companies furnish a very large tonnage of
products to be smelted and refined in this country, although the
resulting base metals are not. marketed here hut sold to foreign con-
sumers. They have in connection with this foreign business ex-
pended in the United States an annual average of approximately
$16.000.000 for materials and supplies and an annual average of
approximately $19,000,J00 for wares, salaries, services, freight, in-
surance. taxes, and other expenditures, or a total anhual average
expenditure in the United States in connection with their foreign
business of $35,000,000. Since the foreign-tax credit first became
effective in 1918, there has been spent by these companies in this
country as a result of their foreign business, some $600,000,000.

All of these expenditures have contributed to employment, created
business. and, both directly and indirectly., aided in the production
of incomes subject to our income and profit taxes here.

These expenditures include large amounts for freight to the rail-
roads and we need not emphasize what additional business for the
railroads mean in wages. materials, and supplies, and to every in-
vestor in railroad securities. It has meant millions of dollars of
ocean freight for the American merchant marine. It has meant a
large business in smelting and refining by plants in the United States
of mineral products which, except- for the American interest in these
properties, would never have been bropght to this country. Millions
of dollars of insurance premiums have been paid to American com-
panies on the properties and products of these companies.

These expenditures have aided the general welfare of the country,
and they have also meant very material contributions to the taxes
of our P ederal and our other Governments.

Furthermore, this group of com panies has distributed in this
country out of the earnings from this foreign business a total of
interest and dividends paid during the period 1918 to 1933, inclusive,
of approximately $400,000,000.

Our Government has derived large revenues from the individual
taxes which had to be paid upon these amounts as the were di,;
tributed to stockholders, bondholders, and so forth. lhen, again,
these funds, as disbursed by those who received them, have given
rise to further wages and business which yield further taxes as
these funds circulate through the country.

These are only incomplete figures, far from the totals involved,
but they are sufficient to show that even though the full foreign-tax
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credit is given, large revenues accrue to our Government from this
foreign business.

Another example: The coal regions are directly interested in the
export of coal. For the 4 years, 1928 to 1931, inclusive, our exports
of anthracite, bituminous, and coke averaged in value about $90,-
000,000 per year. This business largely results from established out-
lets created by American firms and American interests abroad. This
and more of this export business in coal is certainly needed for the
benefit of the coal regions.

Any additional tax on this foreign business is just so much re-
duction in incentive to try to build up and develop our foreign trade.
Furthermore, the double taxation often means a direct competitive
disadvantage against those of other nations who are exempt from
double taxation.

Senator KixG. You are not asking for a tariff in that connection,
are you, because there might be retaliation, and such as wold close
your market to this $90,000,000.

Mr. FERNALD. I do not want to go into the tariff question, because
I think I have enough to cover in the little time that I have.

Senator KING. You appreciate the value of the foreign markets
for your coal and coke and your bituminous products i

Mr. FERNALD. Yes; es, sir.
Senator CoVzE.qs. Have you anything else to take up but foreign

credits?
Mr. F ERNALD. Yes, sir; I have. I want to speak briefly on a few

other things.
On the matter of consolidated returns, no stronger reasons for

the consolidated return provision can be given than the statement
of the Trreasury Departmnent's position its set forth in the House
committee's report on this bill (p). 17). It is admittedly the one way
to secure it correct statement Uof income of affiliated corporations,
with elimination of intercompany transactions, thus guarding
against a shifting of profit from one company to another and get-
ting an accurate picture of the earnings of the group as a whole.
The consolidated etrrprise actually pays tax on its real income.
Administration is simpler because the Treasury is able to deal with
a single taxpayer and to eliminate the necessity of examining into
the bonn fides of thousands of intercompany transactions. Accord-
ingly, the House committee and the House itself concluded that it
would be undesirable to abolish consolidated returns. There was,
however, written into the bill a provision which would place a pen-
alty tax of 2 percent on consolidated net income where consolidated,
rather than separate, returns were used.

The reasons stated for continuing the provision for consolidated
returns seem to us equally effective reasons for not discouraging
them by placing a penalty'tax upon them.

It is" doubtless true that there will be corporations that would
continue to submit their consolidated returns even though this 2-
percent perralty was imposed. There will be many, however, to
whom this penalty tax will be enough to make them shift from A
consolidated to a separate basis. More important than this is the
fact that by imposing a penalty tax on consolidated returns, the
GoVernment is taking a position that it does not wish to have the

87



REVENUE ACT OF 1934

tax paid on the true net income of a consolidated enterprise but
prefers to have the tax imposed with all the artificialities which can
be brought into separate corporate organizations. We urge that
the spirit and intent, as well as the letter of the law, should be the
imposition of tax on true income and no penalties should be imposed
on returns which will show the true net income and the tax ap-
plicale thereto.

I do not believe that you can afford to tell people that you do
not want this tax impose(1 on the true'net income of an enterprise.
I think that tinges your entire effect throughout the country.

Senator KiNo. It depends upon what you mean by an enterprise.
There might be a number of enterprises'acting independently, soine
of which are profitable. Then there may be a number of enterprises
acting independently which are operating unprofitably and a group
makes a. return, and the gains in some are absorbed by the losses in
the others.

Mr. FEMNALD. I think y0u will fin(d that verv rare. if you find thatthey are not affiliated and subsidiary enterprises. You will find it
just as you will find it in a single corporation, which may have sev-
eral different things it is engaged in, hut usually when one taxpayer
or one group of corporations are under consideration, you will And
there is very definite relationship between the various plants or the
various manufacturing and selling and distributing divisions, or an
interrelation in the products they are turning out.

Senator REm). In other words, the Treasury should not permit a
consolidated return unless they are truly affiliated.

Mr. FEIINKA.. We have made the test now as to OwnershiIp of
stock. We have abandoned the test of whether or not they were
engaged in similar enterprises, because that was simply found im-
possible to determine as they merged one into the other, and we made
the test in that way, and I' thinkthis is a much more practical test,
that they have now. You can have the Treasury's own testimony
as to the administrative feature. o t n

Now I want to speak briefly of this denial of deduction for losses.
Section 117 gives a very broad *definition of what constitute capi-

tal assets and provides that losses from sales or exchanges of capital
assets shall be allowed only to the extent of the gaiiis from such
sales or exchanges.

We join with others in urging before you the essential unfairness
of, :axing capital gains but denying deduction for capital losses
except to the extent that such gaiis and losses occur within the same
taxable year. It is certainly not equitable treatment as between tax-
pal)ers to say that oeie taxpayer who has a. gain in one year and a loss
in another shall be fully taxed on his gain in addition to any other'
income he may have in the year of gain, but will not be permitted to
dedlct his loss from his other income in the year of loss, whereas the
man who hal)pens to have both gain an(l loss in the same year can off-
set the one against the other. The iman who has his gain in Decem-
her and his loss in the next month of Januarv wouid be allowed no
deduction for his loss, whereas the miman with a gain in January and
a loss in the following December, or a loss in January and a giain in
the following l)ecember would be alIowed his offset one against the
other, or vice versa.
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Senator CoUZENS. He will see that he does not get into that
position.

Mr. FERNALD. He cannot always see that he does not.
Senator CouzEzs. He regulates his losses and gains so that lie does

not pay any more tax than he has to pay. However, I am just com-
menting. You may proceed.

Mr. FERNALD. Furthermore, many items of capital tain or lossare closely related to so-called "ordinary" income. Fr example,
when a taxpayer purchases stocks or bonds (possibly acquiring an
interest in a corporation he is attempting to develop), if he receives
any interest or dividends, these are to be fully taxable as received,
but if ultimately the investment is sold or licviidated at a loss, the
loss is to be disallowed even though the entire amount recovered
through interest, dividends, and final selling price may be less than
the original investment.

There even seems question of whether ordinary plant assets would
fall within this designation so that when they were dismantled and
sold the loss, which is a very definite business loss, might be dis-
allowed.

Additional revenue requirements should not be met by departure
from sound principles upon which tax-paying ability is "determined
and measured. Capital losses are just as real as other losses. They
reduce ability to pay to an equal extent. They are a proper deduc-
tion in computing tiixable net income, whether or not a capital gain
has been currently realized. The sale of assets held more than 2
years certainly aflords no opportunity for tax avoidance. The )ro-
)osed change in existing law is unnecessarily harsh and inequitable.

Then there is this question of the so-callel "incorporated pocket-
book" to which the Senator was referring. You may have questions
arise, and you do, covering that. proposition there, but all I am asking,
and that comes up under this section A, that in trying to reach a
few people who may be guilty of such abuses, you do not go to work
and penalize and hurt ordinary and legitimate business.

I am not going to try to go into that entire subject, but just simply
record our hope that you will not do that thing.

As to the tax on capital gains, the proposed bill would depart from
the fundamental principle which was the basis for the 121/ percent
rate of the present law, namely, that this rate was about as high
as it was possible to impose on sales of capital assets without sub-
stantially blocking the sales. Only under extreme conditions will a
man be likely to sell valuable property if it means payment of a
substantial proportion of its value to the Government as a tax. The
man who may have paid $10,000 for a property now worth $00,000
is not likely to sell it if he has to give up $30,000 or $40,000 of his
price as Government tax. He will not be inclin-3d to sell a $100,000
property if he will only have $60,000 or $70,000 net to show for it.
The higher tax rats which this proposal involves will defeat them-
selves. "For these reasons we believe the law should iml)ose the flat
maximum limit of 121/ percent on capital gains, at least as to
property which has been held for more th-an 2 years.

For the same reasons we urge that t.he provisions of section 102
(of the 1932 act should still be continued, limiting the tax to 16 per-
cent of the selling price in the case of sale of mines and oil or gas
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wells where the principal value has been demonstrated by the tax-
payer. While this is of limited application, it is of importance in
some cases. If a man acquires a property and within a short time
proves he has a valuable mine, oil or gas well, the sale of his property
to others who might be able better to carry it forward and develop it
will .probably be stopped unless some such provision as this is in
the law.

Senator REED. If that is a fair thing, why should we not extend
it to inventions?

Mr. FERNALD. I do not know that I should argue with you on that,
Senator.

Senator REED. I do not know Wvhy we should differentiate between
different kinds of property.

Mr. FERNALD. I am just trying to speak from the standpoint of a
mining man as to something which I think should be done there,
and whether or not patents are adequately covered by a 121//., percent
limitation, I shall leave to you.

Senator WALCOTT. I would like to ask you a question just before
you leave capital gains, so that it is a part of the record. How do
you feel toward the former capital gains tax? Don't you think it
was a very big factor in our excessive speculations in. 1927, 1928,
and 1929? That the capital gains tax was?

Mr. FERNALD. I do not think the capital gains tax itself was so
much a factor in our speculation. I think it is perfectly true that
many people did not sell securities during those years, which would
have tended to avoid the terrible peak of 1928 a'nd 1929 because of
the tax which would be involved in selling.
Senator WALCOr. Did not failure to sell or unwillingness to sell,

because of the tax that they would have to pay the Federal Govern-
ment, cause a practical shortage in many of the stocks, and there-
fore accentuate the gambling feature? *

Mr. FERNALD. There is no question that it retarded sales which if
made would have tended to keep the prices from running up. I do
not like to try to say how much effect it had on gambling, because
I think some people will gamble in stocks regardless, but there is no
question that it did mean-I should state from my personal knowl-
edge-that there were very many people who looked at the prices
and said, "These are too high." They figured how much tax they
would have to pay and they said, "Why should I sell this stock for
what is equivalent to 20 or 30 or 40 points under the market? I
will hold this." That same condition is existing today.

Senator CouzENs. And they were penalized for it.
Mr. FERNALD. They were. There is no question about it.
Senator WALCOTT. "But the Government was, too.
Mr. FERNALD. I agree with you, Senator.
The CHAIRMVAN. You have had 20 minutes.
Mr. FERNALD. Excuse me. I have just. given you the title of a few

things, and I will offer this brief so that you can see our points. We
do want to protest against the additional 4 percent tax on dividends
as it appears here under this change from normal to surtax rates.

As to exchanges and reorganization provisions, we feel it is un-
fortunate to change that definition or at least to leave it in the status
as it is in the House bill, where they lhave given far more indefinite-
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ness and uncertainty to it instead of giving greater definiteness and
certainty, which if anything, was desirable.

We think the March 1, 1913, value of property should apply for
the losses as much as for the gains.

We urge that the old provision of March 1, 1913, distributions out
of earnings and profits should be continued for the reasons which
this committee has repeatedly set forth.

The CHAIRMAN. You do not think very much of this bill?
Mr. FERNALD. I am trying to state a number of these changes to

which we feel there is very little exception to be taken.
The CHAIRMAN. We are very glad to get your opinion.
Mr. FERNALD. I also want to speak or this 25 percent provision-

this proposal to class an error of 25 percent of the gross income in
with the cases of fraud or with the intention to avoid the tax, which
means the statute of limitations does not run. I hope you will read
my criticism on that.

The CHAIRMAN. The committee will, and the experts will study
your suggestions, because we appreciate the fact that you are really
an expert in this proposition, and we thank you.

Mr. FERNALD. Thank you.
(The portions of the brief of Henry B. Fernald, not orally pre-

sented to the committee, are as follows:)

5. ADDITIONAL TAX ON DIVIDENDS

The proposed scale of individual tax rates differs principally from the present
law in that it would decrease tie present 8-percent normal tax by' 4 percent
and add this 4 percent to the surtax rates. The main result of this is to
place an additional 4-percent tax on dividends. The profits represented by
these dividends have already been subject to tax in the hands of the corporation.
The basic principle evidenced by our earlier incomc-tax laws was that the
earnings of the corporation should be taxed at their source and then, on distri-
bution to stockholders, would be exempt from individual tax to an amount
equal to the corporate rate. Existing law has already departed from that
principle when It taxes these qarnings 12% percent to the corporation, but al-
lows a maximum 8-percent normal-tax exemption when received by the stock-
holders. The pending bill would reduce this normal-tax exemption to 4 percent,
although the corporation would be required to pay 13%1 percent on these
earnings. We believe this is unfair and excessive taxation on such distributions
of corporate earnings.

There are other points which we can only briefly mention to support what
others are presenting to you, but we wish to record that these are of substantial
interest to the mining industry.

6. EXCHANGES AND ORGANIZATIONS

The proposed change in definition of "reorganization " we believe would be
unfortunate, giving uncertainty rather than definiteness. We also believe the
proposed elimination of section 112 (g) is not called for. Where the taxpayer
receives, simply two pieces of paper to indicate the same property ownership
previously evidenced by a single certificate, we see no reason for. imposing the
tax. Where cash or other real assets are distributed, the tax would be im-
posed under present law. We believe this is as far as the law should go.

T. BASIS FX)R PETERIMININ O GAIN OR LOSS

The bill in section 113 would deny the March 1, 1013, value of the property
as its basis in case of a loss, if such basis is more than cost. We believe the
principle of March 1, 1913, value for property should be continued as inuell for
determining loss as for determining gain, and urge that the present provisions
of the law in this respect be continued.
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8. DISTRIBUTIONS OUT OF MARCH 1, 1913t EAI1NINOS OR PROFITS

We urge that the present provisions of section 115 should be continued for
tile reasons which heretofore repeatedly have been set forth by the Finance
Conmlittee.

9. PERSONAL HOLDING COMPANIES

The new provisions of section 102 are intended to meet the matter of the
so-called "incorporated pocketbook." As they are now written they will, how-
ever, reach and penalize many corporations regularly and properly engaged in
ordinary business which we believe it is not the intention of Congress thus to,
penalize. We urge that this feature receive your careful consideration in order
to prevent an unnecessary and uncalled-for penalty on legitimate business
enterprises.

It should be manifest at this time that it is not to the interest of business of
the country or of the Government to penalize reasonable accumulation of those
reserves which are necessary to carry business over recurring perils of depres-
sion. Few enterprises would have survived the past few years except for their
established and consistent policy of building up a substantial surplus.

10. STATUTMC OF LIMITATIONS

Section 276 (a) would remove the statute (of limitations if there was tul
oniissi(lo from gross Incone anoulnting to 25 percent of the gross income stated
by the return, placing any instance of such difference in tile state(] gross income
in the samme classification as the failure to lil. return or the filing of a false
or fraudulent return with intent to evade the tax. This provision regarding
erroneous computatlon of gross Income is impracticable of udmnilistratlo be-
cause of the uncertainties which il iutny event surround the determlnlat ion of
"gross Income." Neither the Treasury Regulatious, the tax return forms, nor
the Treasury audit procedure have ever been calculated t'o try to determine a
figure for the gross Income of the taxpayer. Ali entirely new body of rules,
regulations and decisions would have to be built up to make this provision
effective.

1Equitably tile statute of limitations should not be removed or extended
merely because of errors made in the preparation of returns which involve no
intent to evade the tax.

11. GAIN ON DISSOLUTION

Section 115 (c) 1. amended to provide that the entire gain on dissolution
should be 100 percent taxable at full normal and surtax rates, regardless of
the length of time the taxpayer may have owned the stock. This would simply
mean that if such a taxpayer sells his stock before dissolution, he might only
have to pay on 40 percent, of his gain, but if he holds his stock and himself
receives the proceeds of dissolutiot, he would be 100 percent taxabh'. Such
discrimination would certainly be unjust to those who continued to hold the
stwk mill dissolution as against those who, perhaps better advised, might
sell it before the dissolution took place. Every argument which justifies tle
redtled rate on the sale of capital assets, would seem equally to apply to the
redu,-e! rate on dissolution.

STATEMENT OF EDWIN A. KRAUTHOFP, BALTIMORE, MD.

Mr. KIRAUTiorFF. Gentlemen, I want to give you iy relation to
this situation. I aln attorney of some experience, and having some
time at miy command that I wanted to dedicate to the service of my
country, I appear here in an individualistic attituide to present some
thoughts with respect to tile improvement of this bill, not with rela-
tion to representing any industry whatsoever, not even by own
income tax.

The CIrAIiIMAN. We will give you 10 minutes.
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Mr. KRAUTHOFF. In addition to that, I wanted to present some
considerations in respect to some new taxes.

The CHAIRMIAN. Have you a brief?
Mr. KRAUTHOFF. I have my suggestions in writing.
The first subject to which I wanted to direct the attention of the

committee was the effective (late of the new act. The new act at-
tempts to miake a radical change in the policy of the law of 1932.

The CHAIRMAN. YOU Oppose that'?
Mr. KRAUTHOFF. Under the law of 1932, the new law became ef-

fective immediately as to everybody without regard to how they
kept their books. This law, as passed by the House, undertakes
to say that one who keeps his books according to the fiscal year
will not be subject to the new law until the next fiscal years begins.

The CHAIRMAN. Do you oppose that?
Mr. KRAUTHOFF. So far as opposing that-
The CHAIRMAN (iterruptinig). 117e knlow juIst what thle change

is. I understood you were giving us the benefit of SomeI views.
Mr. KRAuTo1tF. My thought I's that that wouldl matke the whole

law unconstitutional.
The CHAIRMAN. DO yOU ol))OSe it?
Mr. KRAUT 'HOiT. Yes, sir. And the reasons that make it. m(on-

stitutional are that 2 taxpayers, operating side by side, like 2 part-
ners deriving income from the same partnership, would flind them-
selves possibly paying a different tax, depending upon their individ.
1a1 method of bookeeping, and if it be argued that that ix a method
that the taxpayer could change under section 46, he camot change
his method of bookkeeping atnd change his tax rates, except with
tile apl)Poval of the Commissioner, so to tmlke tihe oplerlltii) of the
a.t. delend upon the unregulated discretion of the Commissioner is
vital in that relation. The Commissioner has the absolute power to
say as to one taxpayer that Ie'may change, and ais to another tax-
l)ay1er that he maY not change, asS.unhing thait 11 hIus tile absolute
right to change. It woulh be possible for a mam to now take a fiscal
year from I)ecember 1, 1933, to 1)ecember 1, 1934, and not pay the
new taxes until the fisval year had begun, the 1st of December
1934-

Senator Coi~zims (interrupting). In other words, 1 months after
the other taxpayer.

Mr. KRAirr'oFF. Yes, sir.
Senator KiNa. You challenge that upoii the grouid that it pro-

duces lack of uniformity in taxation.
Mr. Ku'rHoF. It prodiees a lack of uniformity, on the one hand,

and if it be held valid, it lp'odlces in,(liality, beeaiso it perm nits
taxpayers of one ('lass to pay at one rate, amh taxlayers of another
cla s to pay at another ra ,te. -

For that reason I sbAmit. memor1anduni1 that yo should restore
either the 1932 phim of making it ulI)i the eahkilmbi year without
regard to fiscal year,,. or at least give t1e taxpayer'a (.halce to
change to fiscal years if lie so clooses without tie Coll)is.ioner hav-
ing the control over the situation.

Tihe ( InMCUM.*x. I hope that the taiiftr an, d tax eXl)Prts will listen
to that. smggestion. because it i's a que.stion. Mr. Parker.. that you have
to combat when we get into executive session. "

__ __"P
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Mr. KHAUTHOFF. I have presented my views in writing, and I re-
grard it as exceedingly serious because Ithink if that should be held
invalid, it would cause the whole income-tax structure of the law
to fall. In other words, it is not a separable proposition that the
court could say, "We will make it work in some other way."

The next thing I have undertaken to do is to rewrite sections 102
and' 103-the ones as to personal holding companies and improper
accumulation of surpluses of companies.

The Treasury Department points out that the present definition
of personal holding company is arbitrary. It undertakes to say that
it applies to five individuals or less, it applies to corporations that
have a certain income. 80 percent derived from a certain source, and
absolutely determines'that if they keep a certain proportion of their
income, that they are conclusively subject to the 35-percent law.
The theory I have is that sections 102 and 103 may be consolidated
into one section and made operative according to a prirLciple and not
according to a fixed and definite arbitrary rule. In other words, that
if the Commissioner in any case finds that any corporation is formed
for the purpose of improperly accumulating a surplus, that then he
may advise the corporation of the amount of the surplus which in
his judgment they have improperly accumulated and give them 30
days in which to distribute this improperly accumulated surplus, or
to file an agreement by their stockholders to include it in their in-
come, and then if at the end of those 30 days it has not been distri-
buted, the tax is imposed. In other words, it does not make a man
violate the law at a penalty of being assessed in one case 35 percent
and in another case 25 percent.

Senator CouzENs. I understand that your proposal still leaves
that great power with the Commissioner of Internal Revenue.

Mr. KRAUTHOF. It is a question of fact that has to be decided
by somebody.

Senator COUZENS. The question of a fact cannot be predicated
upon the future. Many of these corporations come in when they
are accumulating their funds and say that they are accumulating
them to rebuild their plant or to rebuild their hotel or to rebuild
their apartment houses, and in that view the Commissioner may say
they are not improperly accumulating.

Mr. KRAUTHOF. The court would have to decide it. It is a ques-
tion of fact whether it is a reasonable accumulation for the purpose.
The question that I have undertaken to frame-it is not easy-and
if you were inclined to adopt this suggestion at all, it is to strike
out all of sections 102 and 103 and insert in lieu thereof the fol-
lowing:

SEc. 102. In the event that the Commissioner shiIl find, subject to review'
on appeal to the Board of Tax appeals, under such rules and regulations as
may be prescribed by the Commissioner, that any corporation, partnership,
trust estate, or any form of organization wihat(,ver, however created or organ.
sized, was formed or is being availed of for the purpose of preventing the
imposition of the surtax levied in this title upon the stockholders, members,
donors, or beneficiaries of such organization through permitting gains antd
profits to unduly Or unreasonably accumulatte, not in good faith for the usual or
ordinary puriposes of business, but for tht purpose of preventing the iniposi-
tion of surtaxes upon the stockholders, members, donors, or b ,e ,l'ilrles or
such organization, instead of being divided or distriliuted, then the ('omais.
sioner, subject to apvpeal to the Board of Tax Appeals as hereinbefore pro.



REVENUE ACT OF 1934

vided, shall determine under the same rules, regulations, and laws applicable
to like incomes, the amount of the undistributed surplus of gains and profits
which the Commissioner shall find to have been unduly or unreasonably per-
mitted to accumulate not in good faith for the usual or ordinary purpose of
business but for the purpose of preventing the imposition of surtaxes.

And so forth.
Of course, that would have to take into consideration both the

present and the future, just as a railroad has to take into considera-
tion its depreciation when it fixes its present rates. I assume if the
Commissioner were arbitrary in his action and decided it upon a
state of facts that was not proved, a court would say that his finding
was void.

Senator CouzENs. Of course, when the Commissioner decides in
favor of the taxpayer, it does not come to court.

Mr. KRAUT11OFF. Perhaps not. Still, the Government can take it
into court over the Commissioner's finding.

Senator GEORGE. Isn't that substantially the same thing as the
present law.? Does not the power exist today substantially as you
suggest?

Mr. KRAOTHOFF. There is a provision now in the present law about
a corporation which improperly accumulates a surplus.

Senator GEORGE. That is what this is aimed to prevent.
Mr. KRAUTHOFF. I doubt that that is sufficient to cover the evil of

which I speak.
The CHAIRMAN. You have your suggestion in writing?
Mr. KnAU roPF. Yes. sir.
Senttor ICING. Do yfu think the present law, the one which has

been operating for a number of years with respect to accumulations
of profits, suMciently penalizes-although I do not like to use that
word?

Mr. KHAUTHOFF. It makes it.50 percent, as I understand it now.
The present law is 50 percent, and the new law has less.

Senator KING. You remember that during the speculation in
stocks some of these large corporations had accumulations from
100 to 250 millions of dollars, that they threw those large holdings
into the market for the l)urpose of stimulating stock speculation
and made large profits, charging a high rate oF interest, and con-
tributed thereby very much to the development of the gambling
spirit which brought about the debacle.

Mr. KIRAUTHOFF. The evil is something that should be corrected.
I agree with that. But the pointt I am trying to make is that in-
stead of making it a. definite fixed and certain rule-as an English
judge .said many centuries ago, he refused to define "fraud ", be-
cause just as soon as he defined fraud, somebody w6uld undertake to
defraud the definition-and in the debates of the Senate oii what con-
stitutes unfair practices in interstate commerce time and time again
the effort was made to write som6 law that would define what is
unfair practice in interstate commerce, and the Senate refused to do
it. Like the question of gust and reasonable rates in Interstate Com-
merce Act, or under the Standard Oil case of what is the unduly in-
restraint-of-trade contract. I do not see that anyone can write one
of these laws that undertakes to say just exactly what it shall be in
any particular case, and for that reason I have undertaken to make
it flexible.

46932-34-7
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The present law makes it a matter of judicial scrutiny, I assume,
because it does not say that the Commissioner may find-this pro-
posed act makes the finding of tlu. C,,missioner a definite propo-
sition, just like the finding of the Interstate Commerce Commission-
and then the important thing that I am bringing out here is that the
Commissioner finds it, and after he has found it, the corporation
can then comply with his finding and turn over its surplus instead
of violating the law at its peril. At present a business man would
go to a lawyer and say, "How much surplus can I accumulate? ".

And he would would have to tell him, "Well, we cannot tell you.
That depends. You cannot improperly accumulate it." And that
is all that it says.

Now, the question of these family transactions. I think that that
too is open to criticism in that it makes an arbitrary rule as to some
transactions and leaves the door entirely open as to any other.

Senator Kiwo. You are speaking of the bill before us rather than
the existing law?

Mr. KRiATTHOFF. I mean the law that is proposed. Under the pro-
posed law, if a man sells to his wife or his son or his daughter or
certain members of his family, he may not claim the deductible loss,
but if he sells to his brother-in-law as distinguished from. his brother,
then he may claim it as the deductible loss. It does not say that in
so many words, but it does not mention a sale to his brother-in-law.
It is possible for a man to actually sell property to his brother. I
think some people still may sell to their brother and still may sell
to their wives--that there are men who have brothers who do buy
property from them, and the information I want to submit to the
committee in this respect for its Consideration is the fact that it be
made flexible, and in every case where the sale is not made in good
faith, and such as an ordinarily prudent business man- would make
in the usual and ordinary course of 'business, but for the purpose
of evading payment of the income tax, that then the law shall pro-
vide that the loss shall not be deductible. Further, in creating a
prima facie rule that in case of family transactions, it is prima facie
in violation of the law putting the burden on the man that made the
sale to sustain the ood faith of the transaction.

Senator KING. With no difference in the degree of consanguinity
or affinity.

Mr. KI AUTHOFF. The primary rule is the same as in the proposed
la*."

Senator KiNo. Have you submitted a proposed amendment?
Mr. KRAUTHOFF. I have the amendment here.
Now, I think there are some things in the proposed law that are

unfortunate. There is a jump from $6,000 and another to the $8,000
figure where the $8,000 man gets a reduction of $20 but the $6,000
man does not get the benefit of a reduction, and I therefore have
intimated that the surtax between $4,000 and $6,000 should be 31/2
percent so that the man between $4,000 and $6,000 would get $10
while the man at $8,000 was getting the $20 advantage, but not re-
arranging the whole surtax structure. Just making it 31/ between
those two amounts.

There are several things you can do to increase your revenue which
I think are very just. One of the things that I propose is that all
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of the money that passes through the hands of the United States
courts should pay a tax of 1 percent. Senator McAdoo is familiar
with the situation in California, I believe, where large estates have
been brought into the Federal courts to be administered as courts
of e uity.

ITave in mind, for example, in St.. Louis, the St. Louis & San
Francisco Railway Co. was sold at public auction for $45,000,000,
and the securities that were issued were $315,000,000, and the judge
in passing on the reorganization plan, had to pass on securities in-
volving $315,000,000.

The ChIAIRMAN. YOU would put a 1-percent tax on all of the un-
fortunate fellows that had to go through the courts?

Mr. KRAUTHOFF. All the money that passed through the court.
The CHAI]MAN. That would be the unfortunate corporation or in-

dividual who had to go through.
Mr. KRAUTHOFF. ,On the theory that that is a fair contribution to

the expense of the Government in administering the estate. In other
words, he pays everything else out of the estate, he pays the lawyers,
he pays the receiver, he pays fees of one sort or another, but the
court is the machinery set up by the Government.

Senator KiNo. Let me see how far you would go. Take one of
these men who has a little home. He has a first and a second trust.
His home is foreclosed and sold under the hammer, and the sheriff
receives, say, $1,000. That goes toward the payment of the first
or the second trust, and then there is a deficiency judgment against
the poor homeowner. Do you think that that $1,000 should be
taxed? Of course, it gets into the hands of the court.

Mr. KRAUTHOFF. It does not apply to a State court. These fore-
closures do not come into the Federal courts. But it might be just
to have an exemption, that it shall not apply to any estate less than
$10,000.

Senator McADoo. Is it your idea that the tax you suggest should
be imposed on the bid price of the property, or the knock-down
price?

Mr. KRAUTHOFF. On the value.
Senator MoADoo. Would that be taken as the value or would the

issue of securities be taken as the value?
Mr. KRAUTHOFF. It is to be taxed as costs in the administration,

and I suppose the court would say that presumptively the bid price
was the value and it might be worth a great deal more.

Senator McAnoo. Wouldn't it be well to define that?
Mr. KRAUTHOFF. I have said in here that it should be upon the

value, and also upon all of the money that passes through the hands
of the court.

Senator McAivoo. On the theory of the inheritance tax. It is a
tax based upon the right of transfer of title.

Mr. KRAUT'HOrF' Yes, sir. And if you have a case in the bank.
ruptcy court, you pay 1 percent to the referee in bankruptcy -for
his services'. It seems to me if you deposit honey with the cleek
of the Federal court, and where you pay 1 percentr-

Senator KiNo (interrupting). I think that insofar as the small
man is concerned, that is unjust. There should be a reasonable fee
to be determined by the court.

I
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Mr. KRAUTiotF. I think there should be a limit on the amount.
But, if a corporation like a railroad company should sell itself for
millions of dollars, and then pay a few dollars of clerk's fees as
the contribution to the Government, while at the same time the
lawyers, the receivers, the bankers, and everybody else connected
are'dealing in large fees-I understand the Chicago, Milwaukee &
St. Paul Railroad paid out millions of dollars.

Senator CorzENs. Nine millions.
Mr. KAU 1O7T. Millions of dollars to reorganization managers,

and lawyers and receivers and innumerable people.
Senator CouzEws. Why not take this out of the lawyers and the

bankers instead of out of the bankrupt?
Mr. KEAUTIOFF. 'The lawyers are always open to that, of course.

.lLaughter.]
Senator McAnoo. I think there is merit in the suggestion that a

tax should be applied on the theory of tax on the privilege of
transfer.

Mr. KRAUT1nor. It is court costs.
Senator McADoo. It could be taken either wav. In the Federal

.courts (as we have developed it in this investigation of receivers
and bankruptcies in the Federal courts, and in the. administration
of them) I know that there is room there for readjustment in the
taxing power that would be just and advantageous, as well as pro-

•viding revenue.
Mr. KRAUTIIOFF. My thought is that they should pay the expenses

that the Government undertakes in setting up the machinery.
Senator McAnoo. We impose it in bankruptcy upon the estate of

the distressed debtor. If you go into the equity side of the Federal
court, where those large receiverships go usually, there absolutely
is no tax of any kind or fee of any kind charged.

Mr. KRAUTHorF. There is a 1 percent commission in bankruptcy.
I can quite see Senator King's intimation that it ought not to apply
to any estate where the total estate disbursed is less than $10,000.

Senator MoADoo. There is no distinction in the bankruptcy court.
*They pay 1 percent all the way through.

Senator Kiwo (acting chairman). 'Let us proceed.
Senator McADOO. We have no foreclosure in the Federal courts

that I am aware of. That is always in the State courts, and they
would not be included in the tax bill.

Senator KINGo. 'We have a practice, there are a number of pro-
ceedings in the Federal courts where corporations interested in such
character-

Mr. KRAuTio"' (interrupting). Nonresident; yes.
Senator KINo. We have had some here in the District.
Senator McADoo. Those are large matters.
Senator KING. But those large matters involve a great many homes

sometimes.
Mr. KRAuTHoFF. I think that is a wise provision. I would sug-

gest an exemption, say, of $10,000?
Senator KING. Submit it as you wish. Proceed, please.
Mr. KEAUTHOFF. M idea would be that in every case $10,000

should be exempt, so tMat there will be an equality between the large
estates and the small estates.
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There is an opportunity here, if you are reaching out for excise
taxes to levy a tax on some articles that are sold in great numbers.
One is this cellophane wrapping paper, this transparent wrapping
paper that they call cellophane. It is almost impossible to buy any-
thing today that is not wrapped in that cellophnne. It is made by
the du Ponts, and I think that they should pay a tax of 2 percent.

Senator CouzEws. Have you estimated what that would be?
Mr. KRAUTXIoFF. I have not any idea. Safety razors and razor

blades, and toilet paper. There was one advertisement in the Satur-
day Evening Post a week ago by the Scott Tissue Paper Co., boast-
ing of how many trees they cut down every day in serving the world
with toilet paper.

I have an idea which is so elaborate that I am not going to voice
it in full, but suggest it and you may do with it what you think
best. It is the check tax. The present check tax is a 2-cent tax on
every check, regardless of its size, regardless of where deposited, or
where it is handled. I have an idea that a check tax which is based
on a logical basis and will yield a sum of money that I do not know
how great it might be. and that is, that if you present a check-for
instance. Senator King-if I may be personal or a moment-takes
a eheck'to a bank in Washington on his bank account in Utah.
Under the present system of banking, the bank takes the check at
par and makes no charge for that check although it may take a week
or 10 days for it. to get. the proceeds oi that clieck. That is one of
the beneficent results of the Federal Reserve Banking System. I
have an idea. that you should levy a stamp tax on any check. war-
rant, or order for ihe payment of money that is presented for pay-
nient in a city other than the city in which the check is drawn. ias a
fair charge r handling that transaction. You are getting an ac-
comniodation. You take in a.$100 check, say. and you should pay
10 cents or 20 cents for the j[u rpose of getting that check cashed and
getting the money on it. :1 hat does not seem unreasonable.

Senator Kno.*It has ben the practice of some banks to charge,
treating it as a collection.

Mr. KRATIHOFF. I think what you should do, if you will pardon
my saying so. is to make the stamp tax a tax of which one half goes
to the bank for handling the stamps, and then say that a bank who,
is a. national bank or a member of the Federal Reserve System shall
not make any other or further charge for the handling of checks,
so that those banks that are charging will have to pay something to,
the Government for what they get out of it, and those that are not
charging will get something out of it. and the Government will
get something out of it also. Senator McAdoo will probably know
what the volume of these check transactions is.

Senator McADoo. I am not familiar with it now.
Mr. KnAUTROFF. It is quite large.
Senator McAnoo:" You mean interstate checks I
Mr. KnAt'THOFF. Yes. sir; checks presented in one city on banks

in another."
The law is very liberal just now in exempting mutual savings

banks. I appreciate that we open a wide door of controversy in
this. But I think the paper in Baltimore the other day said "that
there were 10 billions of dollars on deposit in the mutual savings
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banks in this country, whose earning power would be somewhere in
the neighborhood of 350 million dollars of interest. These deposi-
tors do get the benefit of that. The public does not get it. The
average depositor has $700, this paper said, so that if there were
excise tax of say 2 percent on the interest, it would cost one of these
depositors somewhere in the neighborhood of 40 or 50 cents in the
course of the year, but the Government would get about $7,000,000
in money out of the situation.

Then the building and loan associations or corporations of the
saine nature. They operate purely for the benefit of the inan wh~o
is a stockholder in it. He puts in a certain amount of money for a
certain length of time. anT at the end of it, he is immediately in
possession of a certain'sum of money. If you are taxing annuities
on insurance companies and taxing insurance conmpanies, I do not
see a logical reason for the building and loan associations escaping.

I have an intimation here that speaks for itself, that suits against
the internal revenue tax collector should be brought against the
Government and not against the collector. The Treasury Depart-
ment I think has recommended that all suits to recover taxes, be
brought against the Government and not against the collector. As
it is now, you sue the collector, but you cannot collect it. You
cannot issue execution against the collector. And it ineans that if
the collector is sued and if he dies, his estate is technically held up
until the final settlement and administration, and there is no reason
why the taxpayer who has a claim against the Government should
not be able to present it against the Government and sue the Govern-
ment.

I think it is unfortunate to put in the retaliatory clause, in view
of our efforts to restore world trade.

I do not believe that is a very good way to start doing business
with the world, by saying to the world, "1 We are going to soak your
nationals in this country if you do not behave in that country." In
other words, if you are dealing with a man across the table, it is
best to deal with him and not carry a club.

The earned-income credit is open to a peculiar situation. It pro-
vides that if a man has a little Mh6p in which capital is. a part, in
thelaw as presented, that if the income depends upon capital as well
as u)on working power, that he cannot get an earned income in ex-
cess of over 20 percent of his profits. Take in the case of this, for
instance, if there is a little shoemaker in my neighborhood who has
his capital invested in shoemaking machinery, and before he could
get the credit, he would have to earn $8,000. I have undertaken to
eliminate that and leave the rule the same as in the case of a cor-
poration, namely, that it should be reasonable in every case having
regard to the rules and regulations of the Department.

SI have undertaken to intimate also from details here that speak
for themselves-I will not elaborate, them-and that is that the law
should plainly state upon its face, without elaboration of the regula-
tions, to what individuals the law applies. It says that there shall
be levied upon the net income of every individual an income tax, but
if you start to find out what individual that refers to you do not
find it. I did not at least, in the months of study that I gave to the
situation. But you do find in the regulations that it shall apply to

i0
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an individual, whatever inconie he has, and a resident of the United
States of the income that he gets wherever he gets t-

Senator KING (interrupting). You think the regulations are too
comprehensive and include something in the term "individual" that
,ought not to have been included?

Mr. KItAUTHOFF. No; I think they should be in the law.
Senator KiNo. Do you think that the regulations defining the

word "individual" and who would come within that category, are
too ambiguous or need clarification, or what?

Mr. K-AUTHOFF. I have not undertaken to sit in judgment on that.
I have taken the liberty of following the regulations and writing it
in the law what the regulations provide, but I think a law that
undertakes to levy a tax on the net income of individuals ought to
show at least on the face of the law what individuals it applies to,
without having to write to Washington to find out what the law
means.

'hen, as to contributions to charity, that has been pointed out.
I will not mention that. Corporations these days, as a business
proposition, contribute to community chests and charity drives, and
they should be permitted to deduct them. I understand in practice,
they do deduct that as business expense, and that the Department
allows them.

Senator CozENs. We have had that up before.
Mr. KRAUTHOFF. But the law says, "individual ".
Senator GonE. I infer that you think that corporations ought to

be allowed to make contributions.
Mr. KRAUTHOFF. The same as an individual. The proposed law

permits a partnership to deduct it. Of course I appreciate that
Senator Couzens knows that a corporation cannot indulge in a geii-
.eral charitable scheme.

Senator CoUzENs. As a matter of fact, most of the community
chests are now raised by corporations, and there has been no general
.objection to it.

Senator KING. Is that all?
Mr. KRAUTHOFF. One other suggestion, and then I shall be

through. That is, the Supreme Court of the United States has de-
cided that if a man paid a debt from which he had been discharged
in bankruptcy, that there was a pure gift on his part in so doing,
there being no legal responsibility on his part, and he was in effect
making a gift. It seems to me that that type of honesty ought to be
encouraged rather than discouraged, and if a man paid a debt that
was discharged in bankruptcy or barred by limitation, he should have
the same deduction as if he paid an actual debt that was really alive.

In connection with the bankruptcy law, if I may suggest it, there
is a provision in this act that a man who is discharged in bankruptcy
is not discharged of his income-tax obligation, and it seemed to me
that if we have a bankruptcy law that discharges a man of his indi-
vidual debts on the theory that thereby he is restored and made an
;active member of society, that the Government ought to be willing
to be a pood neighbor, as the President says-

The CHAIRMAN (interrupting). The committee thanks you very
much, and we will consider your suggestions and submit them to our
experts.
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Mr. KRAuTHOFF. One further question. Are you interested in the
power of Congress to levy a surtax on estate obligations without
Constitution amendment?

The CHAIRMAN. We would be very glad for you to submit it.
Senator GORE. What is your reaction on that?
Mr. KRAUT11OF. I think under the sixteenth amendment, properly

coiistrued, the Government has the right to tax such obligations.
Senator GoRE. The Supreme Court has held that under the six.

teenth aniendment you could not tax.anything that you could not
tax before.

Mr. KRAUTHOFF. I am sufficiently bold to intimate that the Su-
preme Court was wrong about that.

Senator GoRE. It often is, in my judgment.
The CHAIRMAN. You will file your miggestions in the record?
Mr. KRAUTHOF. Yes, sir.
(The suggestions mentioned are as follows:)

SUGGESTION BY EDWIN A. KRAUTHOFF, 667 WiEST FRANKLIN STMNIrT,
BALTIMORE, MD.

The author of this memorandum submits the same to the committee, pro
bone public, in the hope it may be of service to the committee.

lit logical order, the first point to be considered i.s the affective date of the
proposed act.

H.I. 7835, as passed by the House, contains an important change from the
policy of the Revenue Act of 1932, as to the time that Revenue Act of 1934,
as the new law Is called, takes effect.

The Revenue Act of 1932 was approved June 6, 1932, and applied to the
taxable year 1932, and succeeding taxable years, without regard to whether
the books of the taxpayer were kept tLccording to the calendar year or accord.
Ing to an accounting period or fiscal year of the taxpayer's own choosing.
That is, the rates charged by the 19:32 act applied to all income derived after
January 1, 1932, without regard to methods of bookkeeping. Provisions were
made in Revenue Act, 1932, for prorating in case of taxable year, as chosen by
a taxpayer, embraced portions of 2 calendar years for which the laws are
different (Revenue Act, 1932, sees. 14 and 105).

But the proposed law, Revenue Act of 1934. in its present form, applies:
(a) To taxpayers who keep their books on the basis of the calendar year,

for all income derived in the year beginning January 1, 1934; and
(b) To all taxpayers wlo keep their books on a fiscal year basis, a year or

accounting period chosen by the taxpayer, or distinguished from tile calendar
year, for all income derived in a fiscal year which began after January 1,
1934.

For example, as to a taxpayer who keeps his books from July I to June 30,
the proposed rates would apply from July 1, 1934, to .Tune 30, 1933, instead of
Jantary 1 to December 31, 1934, as provided with respect to taxpayers
who keep their books according to the calendar year. This is a discrimination
in favor of oe class of taxpayers against another. Two taxpayers, operating
side by side. competitors perhaps in the same line of business, would pay
different rates of taxes, dependent on a method of bookkeeping.

Equality before the law Is a cardinal principle of American Jurisprudence.'
Inasmuch as an income-tax law is in part at least, as to such intangibles

as salaries, all excise tax, the income tax must be uniform.
If it he argued that such a law is uniform because taxpayers are free to

choose their method of bookkeeping, the answer is this:
(a) Under section 46. if a taxpayer changes his accounting period, the net

Income can be computed on the basis of the new accounting period only with
the approval of the commissioner. So a taxpayer, according to the language
of the act, is not free to remove the discrimination.

(b) But if It be contended, and such is the logical conclusion from the
proposition that Congress cannot delegate its power to make a law, that the
clause in section 46 (H.R. 7835, p. 37, lines 13 and 14), relating to the approval
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of the Commissioner is void as an attempted delegation of legislative power
(Pield v. Olar, 143 U.S. - ), then a taxpayer who is on a fiscal-year basis
way select a new fiscal-year basis beginning December 1, 1933, and escape the
new taxes on all income derived prior to December 1, 1934. The ordinary tax-
payer pays his taxes on an income calculated according to the calendar year.
It is the larger taxpayers, the ones whose Income taxes are substantially
increased by the proposed act and against whom many of the reforms proposed
by the new law are directed who keep their books on a fiscal-year basis, in many
cases, or have the ingenuity to charge their accountings periods so as to mini-
mize taxes and avoid paying the new taxes as long as possible. The new law
In Its present form benefits unjusly the very class of taxpayers whom it is
desired to reach.

The foregoing considcrations are fundamental:
(a,) If the law be ield valid because the taxpayer may change his book-

feepitng, there will be a great loss of revenue.
(b) If the law be held invalid, because section 1 does not operate to make

it uliforin, the whole structure falls.

AMNDMRNT. M .o4- ,,TO H.R. 7835

Amend section 1, H.It7 I tOtWi
"(a) The provision I O4rd t AJM the taxable year 1934

a11( succeeding ta~Abe ,, i# ~ iwf
"(b) Income, W years preced-

ing the taxable ei4*,*, be affected bI t*-nIvOisions of this title,
but shall ren i b to th ilicable pioduidn Of prior revenue acts,
except as suc* ~ are .1 d by t~l .of; i*letor by legislation
enacted sub 4tite this aet ."' , P .,, - -j.) t

46(c) Se d 105, R.1e$re contiti I* force and shall
apply to tlds 4. ' .,

"(d) An ti ? g , L 7835, A& ilft' thereto the
following ': i.' . , . ', ' , . i" ' ('.

"'The e cft'he l .4sbali be the
calendar y Wothtpoto.ea*i$* *I WR*Ior to Janu-
ary 1, MO&, tended bft ~ da ~r~ @tpt uceeding
fiscal yei. w 4gan after # Janluay.:'W4, whtC Wlhe elapsed on
December 11 'I

If present the5 as to S Ef bstWen calendar-year
and fiscal-year'I tpA* fa to be maint 0 tJMW ing amendment Is
submitted so as t*aV o u aI aRdiRl and taak thmeaning clear:

mend I.7885seecta . -thby d.lng the following:Amend H.R. 78t Ok4%, A. Wlmr

"The first taxable 1t i: L , r 1934 or any fiscal year
beginning during the calendi and 103 of Itevenue Act of
1932 shall not be applicable t' der this title."

And by adding to section 48, the following paragraph:
"(b) Taxes on income derived after January 1, 1934, whose fiscal years ends

after December 31, 1933, shall be computed prior to the end of such fiscal
year, by the prior revenue acts, and after the end of such fiscal year, by the
provisions of this title."

.AMNINDMFNT NO. 3 TO JI. 7835

Amend H.R. 7835, section 46, to read as follows:
"SEc. 40. (a) In case the Commissioner shall find that the change in the

accounting period of the taxpayer hereinafter mentioned shall not operate to
reduce the amount or taxt-s payable by the tiixpayer. the tmxpayer may charge
his accounting perlo(l from fiscal yestr to calendar year, f'omn calendar year to
fiscal year, or from one fiscal year to another, then, in such case, the net
income shall be computed on the basis of such new accounting period, subject
to the provisions of section 47.

"(b) In case the Commissioner shall find that the 'charge in the accounting
period mentioned in paragraph (a) of tilts section would operate to reduce the
amount of income taxes payable by the taxpayer, the taxpayer may neverthe-
less make such charge, but in such case the net income shall be so computed
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that such' charge shall not have the effect of reducing the amount of income
taxes payable by the taxpayer."

In Brshaber v. Uio& Paie/b R. R. Co. (240 U.S. 1), Mr. Chief Justice
White pointed out that the Constitution recognizes two classes of taxes: Direct
taxes required to be apportionment:

DUTIES, IMPOSTS, ANT EXCISES RtEQUIRIED TO IE UNIFORM

The sixteenth amendment, it was ruled, did not undertake to create a new
class of taxes, a direct tax not requiring either apportionment or uniformity
but left the income tax in the class of duties, imposts, and excises required
to be uniform.

M. Poe v. Seaborne (282 U.S. 101, 117), it was assumed that a Federal
income tax law is required to be uniform.
Again, certain income taxes are uphheld as excises, which are specifically

required to be uniform.
In the majority opinion on rehearings in Pollock v. ,arniers ' Loan & Trust

Co. (158 U.S. 601, 635), Mr. (hief Justice ltullvr recognized that in cases of
"gains or profits from business, privileges, or employments ", income taxation

has assumed the guise of an excise tax and been sustained as such."
(See, also, dissenting opinion of Mr. Justice Jackson (158 U.S. 086, 697).)
The proposed law (H.R. 7835), as to all the manifold changes in its income-

tax provisions makes a distinction between taxpayers dependent on an existing
state of facts, a method of bookkeeping; a method which the taxpayer can
only alter with the consent of the Commissioner (see. 46). Hence void as
not uniform.
"* * * a classification, to meet the requirements of the organic law must

as applied to any subdivision of the State, be based upon natural or prospec-
tive conditions of such subdivision and not to the possibility of legislative
action."

State, ex tpj., v. Perki,.s (283 Mo. 161, 163).
A statute which depended as to its effect upon the uncontrolled discretion

of a county court; held, not uniform in its operation.
State, ex rel., v. Bailey (808 Mo. 444; 452).
A law prescribing different methods as to fixing the salaries of prosecuting

attorneys and circuit clerks, not uniform.State, ex rot., v. Hantiltoa (312 Me. 157, 171).
A statute is a general law, "when it prescribes a rule for future government

in all such cities as may, in the course of time, reach the requisite population,
and is not restricted by its provisions to a state of facts thetn existing, and not
applicable to any other city which may in the future attain that population."

State, ex rel., v. Wofford (121 Mo. 61, 09).
" * * * statutes which were restricted in their appreciation to one or

imore counties or cities, with no proviston by which those subsequently attain-
ing the specified number of inhabitants, might enjoy the benefits or powers
conferred by the act ", held not uniform (131 Mo. 5).

A law applying to counties of a designated population which is "designed to,
apply to counties that may have the stated population at any time after the
statute takes effect ", held uniform.

Ex parte Lovhrg (178 Mo. 194, 210) ; Dunue v. KIavsas ('ity Cable Ry. Co.
(131 Mo. 1, 5).

"A mere arbitrary classification " is forbidden.
State v. Logan (268 Mo. 109, 177).
"* * * this act only applies to Columbia, and citn never apply .to other

portions of the State although the same conditions may subsequently exist
there ", hence not uniform.

State, e rel., v. 1Vlluants (232 Mo. 50, 74).
A law "which divides a natural class into two portions, making tw classes

out of one, and thus in effect arbitrarily enacts different rules for the govern-
ment of each ", held not uniform.

State v. '1homa8 (138 Mo. 05, 101, 102).
"If a law effects equally all persons who come within its operation, it cannot

be local or special within the meaning of the constitution."
Waterman d Bridge d Iron 1'ork* (328 Mo. (19, 695).
"* * * the classification made by the legislature shall rest on a reason-

able basis and not upon a mere arbitrary division made only for purposes of
legislation" (328 Mo. 690).
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See, also, State v. Mcfann (329 Mo. 748, 758, 759). State. (,.r rel.. v. Biukuer,
(808 Mo. 390, 401).

State, ex fnf., v. Southern& (265 Mo. 275, 286).
A law regulating the Jurisdiction of Justices of the peace by a differentiation

based on whether the justice was a salary or a fee justice, held i3ot uniform.State, ex rel., v. Pollock, (310 Ale. 620).
if it be contended that section 46 is void as an attempted delegation of legis-

lative power, then the proposed law would produce most unjust results in its
application to taxpayers of the same class and deprive the Government of con-
siderable of the benefits of H.R. 7835, in many cases, for 11 months.

Amend Hi.R. 7-835 by striking out all of sections 142 and 103. and lnserting in
litln th(reof the following:

c8.e. 14P2. In the evelnt that the Colnmissioter shitli find. subject to review
oil al)1el to B'ard of Tax Appeals, under such rules and regulations its may
be prescribed by lte Comumissioner, that any corporation. partnership, trust
estate, or silly form1 of organization whatever, however created or organized
was forivied or is being availed of for the purlosw of preventing the imposition
of the surtax evied it this title upon the, stockholders, members, donors, or
beneficiaries of suchl organization through permitting gains and profits to unduly
or tinreatson11ily a4elinulate, no1t Ii good faith for the usual or ordinary lur-
looses of business, Nut for the piurpose of preventing the inlOsitiot of surtaxes
ulSm the stockholders, numbers, donors, or beneficiaries, of such organization,
Instead of being divided or distributed, then the Commissioner, subject to appeal
to Board of Tax Appeals, as hereinbefore provided, shall determine under
tile saille rules, regulations, and laws applicable to like Incmnes, the amount
of the distributed surplus of gains and profits whicl the Commissioner shall
flid to have been utiduly or unreasonably permitted to secunuhlte, not in good
falth for the usual or ordinary purposes of business but for the purpose of
preventing the impositions of surtaxes upon the stockholders, members, donors,
or leneficlaries of such organization and advise such organization of his
dletermilatimln. Thereupon If within thirty days after such determination shall
have becow, fiatol, such unduly anj unreasoniably accumulated surplus as afore.
said, shall not have been dlistriluted among the stockholders. members, donors
or beneficiaries of such organization either In cash, or by all agreement on the
part of such stockholders, members, donors or beneficiaries to include the same
in their taxable Income for the taxable year in which the commissioner may
find the accumulitlim to have oc('uryed, plus a 10 per i'ttuill itcrea.se in the
amount thereof, then tile Commissioner shall assess upon such organization, in
additioil to the other income taxes imposed4 by law, a further tax of 3, per
cenitum of tile net taxable income of said organization whihll shall become
immediately due mid payable."

NORMAL TAXES AND SURTAXES

The lrnposed blw (H.R. 7835) mnakea it striking hllatge it tle rates its to
1rnial taxes itud surtaxes and the manner 4if their coniiputatllin.

Utnder the present law there is deducted for the piurplnse (of the normal tax
till of tile vreiits tigailnst net inconle provided in section 25. These credits

Iluclde dividends froin corporations, intTrest on GoVeinnient bonds not wholly
tax exe1mpt, an11d family exempltions. The ilicomlie tax is theii (mlllited at 4
percent of tile first $4,000 and 8 percent oi the excess.

But. under tile present law, the surtax begins at $6.000. with a surtax of
I lPol'eilt up1) too $10,000. anid tile credits tinder sectioti 25 are litit dt-ducted in
coliputihlg the sulrtax.

Under tle new law. Ihe normal tax is II fiat rait of 4 livrieit to all tl iwomes
id credit is giveit for the saute deductions as-t. uider the lresolmt lw, al1d the

surtax lItgins at $4,000 will credit for family ,xellptiojis mis provided in
sectioni 25 (b). a.

Ili vase a siligle 3n1n hills till earned income Of $5.',.l, 14 allowed under
both laws aln $.emmhltion of $1.Ot)0, leaving a taxable Il-i. Je for the nornllh rate
min1hr file present law of $4,000 at 4 percent or $1641. Uinjder the Ir'ese lt h1tw,
a surtax Is not charged o such income.

Under tile iew law, such a taxpayer ialys $100 iqorniiiil tax mi $4.410), no
surtx, 111141 is givniil a colicessoll of not lets than $12 ior niore tlhaln $16 oni
accilit 4f eari'lud iilliCe. So ia taxpayer of tie (,hliss now under disctissiou
Cill miily save $12 or $16 uider the niew law.
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A man whose taxable income is less than $4,000 can only save $16 or less,
de1etnding on th0 amount of the income and itow much of it Is earned.

A single anau who has an earned income of $6,000 is given exemption of $1,000
under both laws. Taking $5,000 as his taxable income, the amount is the sa1e
undhr lioth laws, $240, less earned-Inconte credit of not less than $12 nor more
than $20.

The saime result is approximately true of 't single man, earned income $7,000,
exelilplioii $1,000, taxable Income $6,000. Under both laws the tax Is $320,
less earned income credit of not less than $12 nor more than $28.
But a single man, earned in"ome ..8,000, exemption $1.000. taxable income

$7.000, undel, the present law, pays
Normal tax:

$4.000, at 4 percent ------------------------------------ $160
.3()0, at S percent ------------------------------------ 240

Surtax:
$2.000, at 1 percent ------------------------------------- 20

Total --------------------------------------------- 420
Under the new law. the tax is-

Normal tax $7.091, at 4 percent ------------------------ $280
Normal tax $3.000. at 4 percent ------------------------------- 120

Total -------------------------------------------- 400
A saving of $20 plus earned income credit of not less than. $12 nor more

.t1t $32.
To bridge this junip of $20 oil an income differing In ani||ount only $1,000,

the surtax under the new law on incomes between $4.100 and $6.000 should
*be 3/ percent, without charging the other percentages or c(4.lputatiotis.

An amendment to that effect is accordingly submitted.
Amendment no. 0 to H.R.7835 submitted by Edwin A. Krauthoff:
Amend H.R. 7&5, section 12 (b) by striking out lines 12 to 14 on page 8

of the printed bill, and inserting in lieu thereof, the following:
" Ipon a surtax net income of $4,000 there shall be no surtax; upon surtax

net incomes in excess of $4,000 and not in excess of $6.000, 3/ per centum of
such excess; $70 upon surtax net incomes in excess of $6,000; and upon surtax
net incomes in excess of $6,000 and not in excess of $8,000, 4 per centum of
such excess."

NEW TAXES

Amend I.R. 7835, by adding a new section thereto, to be numbered (17 (a)
and to read as follows:

"S. 617 (a). There is hereby inpsed upon the following articles sold by
the manufacturer, producer, or importer, a tax equivalent to a 2 per centum of
the price for which as sold: Transparent wrapping material, safety razors, razor
blades, and toilet paper."

Amend 11.R. 7835 by adding a new section thereto, to be known as "scotton
'028.t' and to read as follows:

"SEc. 628. There slhll be charged, in addition to the costs now imposed 1)y
law, as costs of administration, 1 per centum coinunisslon upon Ite fair vllue
of any property passing by any decree or order of sale, reorganization or ad.
justment entered by any district court of the United States. or of any referee in
bankruptcy thereof, either with or without sile, and a like amount upon all.
-expenditures and disbursements by nny officer of any of sald courts in charge of
any property subject to the jurisdiction of the court niot ari ing from a sale
thereof, to be assessed and collected under such rules and regulations as may
be prescribed by tie Commissioner: Prorlded, (a Tht the sas.-le price of any
property sold under the decree of any court as hc'rein provided shall be prmna
facie evidence of the value thereof; (b) In every cast, in which costs may be
taxed as herein provided, an exemption of $100 in eontissions shall be
allowed."

CORPORATIONS EXEMPT

Mutual savings banks do yield a profit to the depositors. Building and loan
associations do yield a profit to their stockholders.
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lBoth should cease to be exempt from income tax, and pay an excise tax of
say (a) no tax oln first $20,000 of net income, (b) 1 percent on next $80,000,.
(c) 2 percent on the excess.

Organizations exempt under 101 (6), liage 49, should pay similar tax on
net income derived from property owned or held in trust by or for them not
expended in the relief of the destitute or in the healing of the sick.

Page 49, line 6, the exemption here granted should be stricken out and
a separate provision made to this effect:

"Corporations, trust estates, and any community chest, funds, or foundation,
organized and operate exclusively for religious, charitable, scientific, literary,
or educational purposes, or for the prevention of cruelty to children or ali.
nuials. no part of the net earnings of which inures to the benefit of any private
share hrder or individual shall be exempt from taxation under this title, ex-
cept that each of the organizations hereinbefore specifically mentioned, as to,
that portion of their income not expended In the relief of the destitute or tile-
care of the sick or orphans or the aged or in the prevention of such cruelty,.
and not received from dues, tuition, or voluntary contributions, in lieu of all
taxes imposed by this title, shall pay an blconile tax upon such Bet Incoi e, to,
be computed as follows:
"On the first $20,00) of said net income or part thereof, no tax shall be'

levied;
"Oil the next $20,000 of said net income or part thereof, a tax of 1 percent

slall be levied;"On the next $100,000 of said net Income or part thereof, a tax of 2 percent
shall be levied."

SUITS VERSUS COLLECTORS

In order to relieve collectors of individual responsibility for collevilion of
taxes claimed to litve beeii ilnilrolkily levied, the following amendnient is pro-
iiosed :

Amend II.R. 7S35, by adding a new section, to be numbered section 278:
"S1 ox. 278. Al action of the natre heretofore cognliZ~ble against an intt'rtltl1

revenue collector to recover overpayment of internal revenue taxes shall here-
after be cognizable against the United States of America in the Court of Claims
or in a district court of the United States for the district In whlch tle taxes
were paid.
"The procedure in such action shall be the same as with respect to other

actions against United States of America of which such courts respectively have
Jurisdiction. In any such action now pending on appeal or otherwise, United
States of America shall be substituted as party defendant in lieu of the present
defendant."
Amend H.11. 7835, by striking out all of section 104.
The proposed law is retaliatory in its nature, and a symptom of tile disease

from which the world is suffering, and does not contribute to that international
good will, essential to building up our foreign trade.

INSTALLMENT OBLIGATIONS

Amend J.1. 7835, by adding to section 44, the following:
"If such gain is derived from a sale or exchange of suciR' installment obli-

gations, in which sale or exchange and as a consideration therefor, the trans-
error thereof is compelled to guarantee the payment of such installment obli-

gations, then the profit arising from such stile or exchange shall be taxable
as, if, and when tile installment payments are actually received by and paid
to the holder of such installment obligations."

(Tile foregoing is self-explanatory and designed to cure an omission in.
the law.)

INCOME CREDIT

Under sectifzl 25 (a) (5) (A), an artisan having a place of business ill
which he has machinery installed. would have to earn $15,000 it profits, before
he could claim more than $3,000 in earned income. The following iN reconm-
mended:

Amend H.R. 7835 (see. 25 (a) (5) (A), p. 30, lines 7 and 8) by striking
out the words: "not in excess of twenty per centum of his share of the net
Profits of such business."
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DIVIDENDS FROM FOREIGN CORPORATIONS

Under the proposed law, dividends from a foreign corporation are not de-
ductible by a domestic corporation (23 (p)) by an Individual (25 (a)), or
Insurance companies (203 (a) (3)).

This is a mistaken policy which should be corrected. We are endeavoring
to restore world trade. We cannot do that by refusing to Invest in foreign
enterprises.

To what individuals does lam apply?

Section 11 of the proposed law provides for a normal tax "upon the net
Income of every individual."

But the word "individual" is nowhere defined in the law.
Under regulations 77, Income tax, Revenue Act, 1932, Bureau of Internal

Revenue, it is stated the tax is levied on citizens of the United States, Irre-
spective of their residence; that resident alien individuals are liable to the
tax; and that in both instances, the tax includes income both within and with.
out the United States, except as otherwise provided In section 116 (a).

Nonresident alien individuals pay an income tax on income derived froili
sources within the United States (sees. 211-216).

it Is respectfully submitted these statements should appear on the face of
section 11 so plaitt, that "he who runs may read."

Hence, aiendient no. 4 is submitted.
Amendment no. 3 to H.R. 7835, proposed by Edwin A. Krauthoff.
Amend section 11, H.R. 7835, so as to make it read as follows:
"Sre. 11. There shall be levied, collected, and paid, subject to.the provisions

of sections 104 and 116 (a) and of the supplements hereto mentioned in section
4, upon the net income of every individual:

"(a) Who is a citizen of the United States, whereever resident, and without
regard to whether such income is derived from sources within or without the
United States;

1'(b) Who is a resident of the United States, without regard to whether such
income is derived from sources within or without the United States; and

"(e) Who is referred to in the supplements hereinbefore mentioned and ill
the manner therein provided; a normal tax of 4 per centum of the amount
of Quch net income in excess of the credits provided in section 25."

Amend H.R. 7835, section 12, clause (b) (p. 8, lines 9-11) so that it will read:
"(b) Rates of Surtax.-There shall be levied, collected, and paid for each

taxable year upon the surtaxes net income of every individual who is subject to
a normal tax, to the extent that such income is subject to a normal tax, except
as otherwise specified in paragraph (a), a surtax as follows:"

Dividends and interest on Government bonds

The charge made in the tax-rate structure in the old and the new rates is
somewhat complicated.

Under the present law, the normal rate is 4 percent of the first $4,000 of the
net income, and 8 percent on the remainder of the Income over $4,000, in either
case, in excess of the credits against net income provided In section 25. These
credits as dividends from corporations, interest on Government bonds, and
family exemptions.

So, under the present law, income in excess of $4,000, bearing an 8-percent
rate, is credited with the three classes of credits Just mentioned.

The surtax rate under the present law begins at $6,000 with a rate of 1 per.
ccit, but no exemptions.

The proposed law is built on a different plan: The normal rate is 4 percent
flat, after taking off all three exemptions, and the surtax begins at $4,000 with
a rate of 4 percent and credit is given for the personal exemptions only in
figuring the surtax.

To illustrate: Married man, total income $22,500, of which $10,000 is de-
rived from dividends and interest exempt from normal tax, family exemption
$Z5o.

His taxable income for the normal tax is $10,000 under the present law or
$640 normal tax. The surtax is $645, total tax, $1,285.

Under the new law, his normal tax is $400, surtax $1,120, total $1,520, an
increase of $235. or nearly 19 percent.



REVENUE ACT OF 1934 109

It must be remembered that in flinking corporate stocks or Goveminient bonds
less valuable for income-tax purposes, we are retarding national rek overy.

Recommendation:
Amend H.R. 7835, section 12 (b), by changing lilies 7 and 8 on page 9 to read:
"Amount of the net income in excess of one third of the credits, not including

earned-income credit, provided in section 25 (a) and all of the credits against
net income provided in section 25 (b)."

Ooittributions to charity

Corporations are often impelled to contribute to charity, especially in cases
of charity drives for community chests. The proposed law permits a partner-
ship to be charitable, or rather encourages it (see. 183). The same rule holds
good as to a corporation.

Recommendations&

Amend H.I. 7835, page 23, line 20, section 23 (o) by inserting the words
"partnership or corporation" after the word "individual."

Taxa on corporations

Section 13 of the proposed law levies a tax upon "the net income of every
corporation." The word "corporation" is not otherwise defined at this place
in the act.

Recom i endation

That H.R. 7835 be amended by changing section 18 (a) so that it will read as
follows:

"Rate of taa.-(a) There shall be levied, collected, and paid for each taxable
year upon the net income of every corporation:

"(1) Net exemption under section 101;
"(2) Except as otherw'ise provided in sections 102 and 103, 104, 201 to 207,

231 to 238, and 261 to 264;
"(3) As to a corporation organized under the laws of the United States, or

any of its territories or the District of Columbia, or of any State, upon its
entire net income wherever derived;

"(4) As to a corporation not organized as described in the preceding para-
graph upon its entire net income derived within the United States;

"A tax of 13.% per centum of the amount of the net income in excess of the
credits against net income provided in section 26.

"(5) Section 26 of Revenu; Act of 1932 is reenacted and made a part of this
title."

The reason for the restoration of the clause stricken out from section 13 by
the present bill and section 20, is this:

Under the present law, it Is clear that corporations do not pay income taxes
on interest received from Government bonds included in gross income. It is not
intended to change this by the proposed law. But it is claimed the provisions
stricken out are unnecessary for this reason:

(a) A corporation does not pay a surtax, but only a normal tax;
(b) In every case, Government bonds are exempt from normal tax;
(c) Hence Government bonds are wholly exempt from income taxation ill

the hands of a corporation under 22 (b) (4).
(d) Therefore section 26 may be repealed.
Again it is submitted the law should be plain and not involve such an argu.

mentative explanation to make its meaning clear.
Amend H.R. 7835, section 23, paragraph (c) by adding a new subdivision:
"(5) Debts which have heretofore been discharged in bankruptcy or have

been barred by the statute of limitations."
Explanation.-The Supreme Court of the United States has decided that

money paid out by an individual in discharge of a debt barred in bankruptcy
was not deductible from income. Ilence the foregoitng Is submitted.

NVlw toPCs

Amend H.R. 7835 by adding a new section thereto to be known as section 629:
"The Attorney General shall classify the several referees in bankruptcy,

having regard to all the circumstances. into four (lasses, known respectively
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as classes A, B, C, and D. Each of said referees shall pay into the Treasury
of the United States, to be credited as miscellaneous receipts, all fees collected
by them during the calendar year 1934 and thereafter, in excess of the following
amounts: Class A, $20,000; class B. $15,000; class C, $10,000; class D, $5,000."

Fictitious losses

Section 24 (a) (6) attempts to prevent fictitious losses by setting up a con-
clusive presumption of fraud as to family transactions, which may or may not
be fraudulent, and leaving the door open to others of like nature-

A man may not sell at a loss to his sister and. deduct the loss.
Suppose he sells to his sister's husband, his brother-in-law?

Recommendation

Amend H.R. 7835, page 27, lines 6 to 17, by striking out section 24 (a) (6)
and inserting in lieu thereof the following:

"(6) (a) Loss from sales or exchange of property which the Commissioner
shall determine, subject to an appeal to Board of Tax Appeals, under such
rules, and regulations as such Commissioner may prescribe, made directly or
indirectly, not in good faith and as an ordinarily prudent man would have
disposed of such property, but in a willful attempt to evade or defeat the
imposition of any tax under this title, or the collection of any tax so imposed.

"(b) Such sale or exchange of property directly or indirectly (a) between
members of a family or (b), except in the case of distributions in liquidation,
between an individual and a corporation in which such individual directly or
indirectly owns more than 50 percentum of the voting stock, prima face, but
not conclusively, shall not be deducted as a loss. For the purpose of this para-
graph (c) an individual shall be considered as owning the stock owned directly
or indirectly by his family; and (d) the family of an individual shall include
only his brothers wind sisters (whether by the whole or half blood), spouse,
ancestors, and lineal descendants."

New taxes (bank checks)

Amend H.R. 7835 by striking out section 606 and inserting in lieu thereof the
following:

"SEo. 606 (a). Section 751, Revenue Act of 1932, is repealed."
And by adding at the end of schedule A of title VIII of Revenue Act of 1926

a new subdivision to read as follows:
"(9) Checks.-(a) A bank which shall accept the benefits of this act and elect

to be bound hereby shall not make any charge for the issuance, payment, collec-
tion, or receiving for credit of any check, draft, bill of exchange, or instrument
in writing of any kind directing the payment of money which is recognized to be
stamped as hereinafter provided.

"(b) Every instrument of writing described In paragraph (a), including
such instruments issued by a national bank" or member of Federal Reserve
System, but not including such instruments issued by any other State or Fed-
eral instrumentality, which shall be payable in a city other than the city in
whieh it is issued, or if presented for payment, deposit, or collection in a city
other than the city In which payable and not previously stamped as herein
required, shall have affixed thereto and canceled a stamp issued by the United
States of 1 cent upon every $10 or fraction thereof, to be affixed:

"(1) In case of issuance by a bank or trust company, by the issuing bank
or trust company."(2) In case of issuance by a drawer, not a bank or trust company, and
transmission to another city to the payee, by the drawer.

"(c) In all other cases not hereinbefore described to by the drawer.
"(d) If not affixed as hereinbefore provided, by the holder thereof. ,
"(e) Any bank or trust company may accept the benefits of subdivision 9 of

title VIII, Revenue Act, 1926, and elect to be bound thereby by an instrument in
writing filed with the collector of internal revenue for the district in which
such bank or trust company is located, and upon such acceptance being filed,
shall be entitled, as compensation for their services in affixing or vending such
stamps to purchase such stamps at 50 per centum of their par value. And
such stamps shall not otherwise be sold in any district in which a bank or
trust company is located which has adopted the provisions of this Act."
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BRIEF OF ASSOCIATED GROCERY MANUFACTURERS OF AMERICA
IN OPPOSITION TO CERTAIN PROVISIONS OF THE REVENUE
BILL OF 1934

To the COMmi ON FINANCE
United Statea Senate:

The Associated Grocery Manufacturers of America is a national organization
of the grocery manufacturing industry, embracing within its membership most
of the substantial food and grocery manufacturing companies in the United
States.

The revenue bill of 1934 as passed by the House of Representatives contains
certain provisions which we feel should be eliminated or amended as herein-
after indicated. Due to the limited time devoted by the committee to oral
hearings upon the bill we have not asked for an opportunity to present an oral
argument in opposition to such provisions, but would like to have our views
made part of the committee record and taken into account by it in its final
consideration of the testimony offered during the course of the hearings.

For reasons set forth below we respectfully urge the committee to recom-
mend-

(1) That the definition of capital assets set forth in section 117 (b) of the
bill be amended to exclude therefrom property held by the taxpayer primarily
for use in the course of his trade or business; and

(2) That the provisions of section 131 (b) of the bill, prescribing a limit
upon the amount of the credit to be allowed in respect of taxes paid to a
foreign country or a possession of the United States, be so amended as to
allow such credit upon the basis of the taxpayer's net Income from sources
within such country or possession, or from sources without the United States,
as the case may be, rather than one half of such net income.

With respect to the first point, section 117 (d) of the bill provides that
losses from sales or exchanges of capital assets shall be allowed only to the
extent of the gains from such sales or exchanges.

Without reference to the merit of this provision as a policy of taxation, it
should be limited to cases involving capital assets held for investment or
speculation as distinguished from property held primarily for use in the course
of a taxpayer's trade or business. Such limitation can be accomplished by in-
serting the words "or for use" in the definition of capital assets set forth in
section 117 (b) of the bill. As thus amended the section would read us follows:

"(b) Definition of capital assets:*-For the purposes of this title, 'capital
assets' means property held by the taxpayer (whether or not connected with
his trade or business), but does not include stock in trade of the taxpayer or
other property of a kind which would properly be included in the inventory of
the taxpayer if on hand at the close of the taxable year, or property held by
the taxpayer primarily for sale or for use in the course of his trade or business."

We respectfully suggest that this amendment should be recommended by the
committee for the following reasons:

(1) Sales of property held primarily for use in a trade or business are
normal and necessary incidents thereof, and both gains and losses from such
sales should be equally recognized in determining taxable net income. If net
gains from such sales be included in taxable net income, then, consistently,
net losses therefrom should be excluded. To tax net gains and prohibit the
allowance of net losses from such sales is to disregard the primary purpose
of an income tax, namely, the raising of revenue by taxation of persons in pro-
portion to their ability to pay.

Unlike property held for investment or speculation, property held primarily
for use in a trade or business Is not purchased for the purpose of deriving
a gain from its sale. Sales of such property are occasioned by developments
in the particular trade or business and, however infrequent they made be,
cannot be avoided asa. normal incident of business operations. Losses as
well as gains from such sales should accordingly be taken into account in
determining the taxable net income derived from such trade or business as
a unit. 4.

(2) The gain or loss realized from the sale oi. property subject to deprecia-
tion or depletion (such as buildings, machinery, and equipment) held primarily
for use in the course of a trade or business is in eff&t an adjustment or cor-
rection for excessive or insufficient annual charges for depreciation or de-
pletion taken or allowed for the years during which such property has been
held. Annual charges for depreciation or depletion are allowable as deduc-

46932-34----8
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tions from gross income under section 23 (1) and (in) of the bill and the
accumulated amount thereof constitutes an adjustment reduction of the basis
prescribed by section 113 (b) of the bill for determination of gain or loss
'pon sale or exchange 6f the asset involved. It is thus seen that taxation
of the gain upon sale of thA asset acts as a check upon excessive depreciation
or depletion charges, and that the allowance of a loss sustained ulpm the
sale of such an asset would likewise operate as an adjustaient for insufmelent
annual charges. Disallowance of such loss in accordanc.e with tile provisions
of sicction 117 (b) and (d) of tht, bill as passed by the House of Representa-
tives would be to impose d heavier total tax burden upon the taxpayer claim-
ing conservative deductions for depreciation or depletion than upon the taxpayer
-claiming excessive deductions therefor during previous taxable years.

It could be arguml that depreciable or depletable property held for use in it
trade or business is already excluded from the term "capital assets" by the
.provisions of section 117 (b) of the bill as constituting property "held by the
taxpayer primarily for sale in the course of his trade or business ", since the
theory underlying the annual allowance for depreciation is "that by using the
plant a gradual sale is made of it." (See United Stetee v. Ludey, 274 U.S.
295.) The doubt whether such is the case, however, should be avoided by
amending section 117 (b) of the bill as suggested above.

The effect of the suggested amendment would be consistent with the effect of
section 112 (b).(1) relating to exchanges of property held for productive use in
trade or business solely for property of like kind.

(3) The effect of the provisions of section 117 (b) and (d) as passed by
the House of Representatives would tend to freeze industrial and commercial
operations in locations which might develop to be unfavorable and to prolong
the use of antiquated or obsolete factories, machinery, and equipment, since the
owner, by selling the same upon a salvage or some similar basis, would in all
probability sustain a substantial net loss rendering the tax upon ordinary
or operating net income, separately determined, it heavy burden. For similar
reasons the effect of such provisions would be to discourage investment In prop-
erties to be held primarily for use in new enterprises or operations. The con-
sequent depressing effect upon the building trades and industries is self-evident.
The suggested amendment would serve to avoid such effect to a substantial
degree.

With reference to the limit prescribed by section 131 (b) of the bill upon
the amount of the credit allowable in respect of taxes paid to a foreign country
or a possession of the United States, it is respectfully suggested that the pro.
visions of section 131 (b) of the Revenue Act of 1932 should be reenacted
without change.

The purpose of the foreign-tax credit is to avoid double taxation of that group
of taxpayers deriving income from sources without the United States, repre-
sented chiefly by exporters of domestic goods to foreign countries. Under tile
Revenue Act of 1932 such credit was subject to a double limitation based upon
the amount of net income derived by the -taxpayer during the taxable year (1)
from sources within the foreign country imposing the tax for which credit was
allowed, and (2) from all sources without the United States. Section 131 (b)
of the bill as passed by tie House of Representatives arbitrarily reduces the
basis of this double limitation to one half of such net income in each case.

,T~he arbitrary decrease in the amount of the foreign-tax credit would result
in a substantial additional tax burden upon income derived from exports of
domestic goods. The domestic taxpayer would be compelled to absorb prac-
tically the entire amount of such additional burden since, due to special or
dumping duties in foreign countries, the amount thereof could in very few
cases only be recovered through increase in sales prices.

It is our considered opinion that this arbitrary additional limitation upon
the amount of the foreign-tax credit is unsound in principle, and that its enact-
ment at this time would be unfortunate in effect. It is without question in-
consistent with the desires and current endeavors of the administration to
encourage exports of domestic products. It would, moreover, discourage and
retard the progress of current efforts to abolish or minimize international
double taxation.

In addition to the foregoing we wish, for the reasons indicated, to register
our opposition to three other provisions of the bill as passed by the House of
Representatives.

We feel. that section 102, imposing an additional tax on personal holding
companies, should be eliminated from the bill because (1) the rigid definition
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of the term "personal holding company" prescribed by subsection (b) would
be conducive to elaborate plans for tax avoidance and probable extensive liti-
gation; (2) the purpose of the section is adequately covered by section 103
of tile bill the provisions of which would be more susceptible of effective ad-
ministration; and (3) the provisions of section 102 might result in an un-
reasonable burden upon an operating holding company not in fact availed of
for purposes of avoiding surtax.

It Is our opinion that the extra tax of 2 percent imposed by section 141 (c)
of the bill upon affiliated corporations for the privilege of filing consolidated
returns should be eliminated from the bill and, if not eliminated, should not
in anf event exceed the additional rate of I percent imposed for such privilege
by the Revenue Act of 1932 as amended by the National Industrial Recovery
Act. The basis of this additional rate of tax is wholly artificial, and the sole
reason assigned for its imposition is the opinion that it should for the first
few years result In an indefinite Increase in revenue. It is conceded that the
consolidated return, with intercompany transactions eliminated, reflects an ac-
curate statement of the net earnings of affiliated corporations, whereas sep-
arate statements or reports of Income do not. It is also admitted that tile
consolidated return simplifies administration of the income tax law. (See re-
port of the Committee on Ways and Means dated Feb. 12, 1934, )p. 18 and 17;
and report of its subcommittee dated Dec. 4, 1933, p. 10.) These are, we
submit, cogent reasons for the elimination of that part of section 141 (c) of
the bill imposing the 2 percent additional rate of tax upon net income reported
in consolidated returns.

The burden of such additional rate of tax would be borne in large part by
persons of moderate means. This is indicated by an analysis of the stockholders
of record of two of the largest corporations in the country whicll shows that
more than half of their stockholders. own from 1 to 10 shares each. fnd that
more than 94 percent own 100 shares or less. This analysis is unquestionably
representative of large publicly owned corporations.

It is respectfully suggested that section 602 of tile bill, imposing a tax of 5
cents a pound upon the processing of coconut and sesame oils Imported into the
United States, should be eliminated from the bill for the reason that such tax
is in purpose and effect a prohibitive tariff. Without regard to the nIerits of
such a prohibitive tariff, it should, if imposed, be levied as a tariff an'd subject
to executive order and administrative regulation as such.

We appreciate that some of the changes and amendments suggested above
would if adopted result in some decrease In estimated revenue. We feel, how.
ever, that the problem of increased revenue requirements should be approached.
first, by establishing a sound base for taxation, and, second, by adjusting the
rate of tax to be imposed. The order of these two steps should under no cir-
cumstances be reversed. The contrary policy of adopting artit-tal particular
changes In the base of taxation, solely for the purpose of securing minor In-
creases in revenue, is illogical and unsound in principle :otd unil'a I ly distriin-
Inatory in effect. This fact cannot reasonably be ignorcul oil tle grounds of
expediency.

Respectfully submitted. ASSOCIATED Gno0ctY MANUFACTURERS 4WF AMIra.',RI

By CIARLES WESLEY DUNN, Gcncrsel (Y(,lnu.ncl.
Nuw YoRz Crry, March 16, 193/.

BRIEF OF THE AMiERICAN FAR-M BUREAU FEDERATION ON 'ERTA.IN |' tOVISION.S OF

THE REVENUE BILL, H.R. 7835

By CHESTER H. GRAY, Washington Representative

MAMCFi 17, 1934.
1. TAX ON GASOLINE

U.

For 5 years the American Farm Bureau Federation has opposed, at every
opportunity, the entrance of the Federal Government into the field of gasoline
taxation. This tax is, comparatively speaking, a Vew source of revenue and
owing to the necessities in States in regard to securing more revenue the gas
tax has been exploited beyond reasonable bounds. In addition to the State



114 REVENUE ACT OF 1984

gasoline taxes many municipalities have added all additional but usually
smaller tax so that the point of diminishing returns has almost been reached.

There was an argument 2 years ago which was used then by the advocates
of the Federal tax on gasoline. That argument was the one which started
the gasoline tax in the States and among our cities, namely: The Government
needed the money. No doubt that was true; but one commodity in general
use by most of our citizens should not be made to bear more than its just por-
tion'of taxes levied by various units of government. Consequently, the Ame-r.
can Farm Bureau Federation took a position several years ago that the Federal
Government should keep out of the gasoline tax field. Now that the Govern-
ment has entered this field the American Farm Bureau maintains that it should
retire from it wholly, should get this revenue from other sources, and should
leave the gasoline tax mostly for State uses.

One cannot consider the effects of a gasoline tax, heavy as that tax has come
to be in most States, without realizing its correlated effects on the general use
of the motor vehicle, whether for pleasure or profit. The cost of gasoline i
naturally the biggest single factor making up the detail cost in the operation
of it motor vehicle. The people of our Nation have built highways f'~r use.
The automobile industry is supplying us more vehicles of various kinds. Tile
Federal Government should not now interfere with the joint use of motor
vehicles and highways by adding to the cost of gasoline through the continued
collection of a Federal tax thereon. Accordingly, it Is reconmiendedl that sec-
tion 617 of H.R. 7835 be stricken from the measure anld, as a result of such
action by the Senate Committee on Finance, the Federal Government will have
retired from the gas-tax field.

It. TAX ON LUBWATING 011.S

For reasons which are similar to those presented by the American Farm
Bureau Federation in favor of the Federal Government withdrawing from its
imposition of taxes on gasoline the Federation also recommends that tle tax
on lubricating oils be discontinued in their operation under time present revenue
act. Some who oppose this action state that the Government must have the
money. A more sensible point of view, however, is to permit our citizens
using greater quantities of lubricating oils, as well as of gas.line. so that in
their daily transactions of business they may have a bigger turnover and at
least an increased prospective profit upon which to pay taxes.

The tax on lubricating oils has a tendency to curtail business development,
since the motor vehicle became prominent and with such curtailment of business
comes a general slowing down in the tax Income of the Federal Government.

11l. TAX OX AUTOMOBILES. ETC.

In section 606 of the Revenue Act of 11.32 certain taxes on automobiles and
accessories are providIed for. The automobile industry, in its production of
motor vehicles for family and farm usi, is stipplying a long-felt need in Amer-
can farm life. It is one of the businesses which appear to be emerging from the
depression more speedily than are some others, even though its products are
carrying extra Federal taxeq. It seems unwise to continue taxing automobiles
and automobile accessories, especially so when such a large portion of these
products are bought by farmers, the purchasing power of wlhom. Is not cable
of meeting the extra costs incident to the Federal taxes. It would be as
reasonable to put a Federal tax on the corn binder or the potato digger as
upon an automobile or an automobl, accessory, for one is no more important.
In modern agricultural life than is tMe other.

Accordingly it is recommended that the taxes provided in section 006 of the
Tariff Act of 1932 he eliminated.

IV. GRADUATED TAX ON CIGARETTF

At present a package of cigarettes, irrespective of price, Is taxed 6 cents.
This opposes the general principle which runs through the Federal-tax structure
of having a tax varied acording to the price of the commodity or In relation
to the ability to pay. On cigars there is now a graduated tax; on individual
incomes the tax plan is based oil graduated rates; the same is true of the
corporatloi-income tax.
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The use of tobacco would be promoted by levying a slightly lesser tax on the

10-cent package of cigarettes because there are evidently greater numbers of our
people who desire to purchase a cheaper package. The continuation of a
6-cent-per-package tax on a 10-cent package of cigarettes will be, obviously,
an exorbitant procedure. Since a 6-cent tWx on a 15-cent package of cigarettes
is not nearly so extreme it will not decrease the consumption of the 15-cent
package of cigarettes. If there is vny one thing which characterizes the present
program in agriculture it is to balance production with consumption. Ac-
cordingly the sale of the 10-cent package of cigarettes should be encouraged so
as to develop an avenue of use for the tobacco produced by our farmers.

Accordingly it is recommended that for the 10-cent package of cigarettes
that there be a tax of 5% cents per package; that the 15-cent package. of
cigarettes b, continued at the present rate of 6 cents per package; and that
the cigarette packages which sell in excess of 15 cents per package be taxed
at the rate of 6% cents per package.

V. BANK-CIIK TAX

Tile American Farm Bureau Federation opposed the bank-check tax when it
was first incetporated in the revenue bill of 1032. Inasmuch, however, as
the ending measure (II.R. 7835) in section 606 proposes to terminate the
bank-check tax on January 1, 1935, support to this action is given providing
the date of termination Is not extended beyond January 1, 1035.

V1. POSTAL RATES

In section 515 of H.R. 7835 provision is made to continue tile revised postal
rates until July 1, 1935.

Since the increase of 1-cent postage for each ounce or fraction thereof on
first-ebiss matter has been discontinued so far as local delivery is concerned,
there is no logical reason why this tax should not be discontinued over the
whole Nation. The first-class matter In the Post Office Department is the only
class which shows year after year a profit. It, too, is the only class of mail
matter which the average citizen directly patronizes. Any increase, therefore,
In the first-class postal rates strikes directly at the average citizen who is not
enjoying an income to permit the payment of higher postal rates. It has been
demonstrated in the experience of the Post Office Department, not once hut
many times., that Increases in postal rates decrease business and decrease
revenues. This is being demonstrated again. The demonstration should pro.
ceed no further, and accordingly it is recommended that the increase of postal
rates provided in section 1001 of the Revenue Act of 1932 be allowed to ter-
minate on the (late specified, July 1, 1934. This recommendation carries with it
striking out section 515 of H.1t. 7835.

VII. EXEMPTIONS ON FRTIT JUICES

Section 601 of H.R. 7835, by repealing paragraph 2. subsection A, section 615
of the Revenue Act of 1932 and amending laragraph 3. subsection A, section
615, Revenue Act of 1932, is approved. "Fruit juices" should be used broadly
enough to include grape juice, pure apple clder. and other juices from fruits.
No taxes should be levied upon "fruit luices " as are to be levied upon
imltations of fruit juices.

ANNUITIES

STATEMENT OF.,ROGER HULL OF NEW YORK, NATIONAL
ASSOCIATON OF LIFE UNDERWRITERS

Mr. HuLLm. I think I have a plan to consolidate the position of
the annuity tax, and to save the time of the committee.

The CHAIRMAN. Will you state your name abd representation?
Mr. HULL. My name is Roger B. Hull, of New York, and I appear

here as counsel for the National Association of Life Underwriters,
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composed of 21,000 leading life insurance agents in the country in
268 cities in 47 States and Hawaii.

We feel that we represent particularly also the policyholders and
annuitants whom we serve.

I would, in order to save the time of the committee and to consoli-
date our position, ask leave first to file a brief, and secondly to pre.
sent Judge Elliott, of St. Louis, in a very short statement, appear-
ing as general counsel of the American Life Conventioi, composed
of 126 life insurance companies, and then another very short state-
ment of Mr. Guy W. Cox, of Boston, general counsel of the John
Hancock Mutual Life Insurance Co., who also carried representation
of all of the life insurance companies of Massachusetts.

I think the entire presentation will take about 12 minutes. We
have been together, if the Chairman please, and consolidated our
views.

The CHAIRMAN. Very well. You may file your brief,.and we will
hear first from Mr. Elliott for 5 minutes.

Mr. HuLL. Thank you.
(Brief filed by Mr. Hull is as follows:)

BRIEF zN OPPOSITION TO PROPOSED ChANGE IN METHOD OF (1 OMPUTINo TAX ON
ANNUITIES. SUBMITTED nY RowaE B. HuuLL, E]sQ., 11 WEST FORTY-SMOOND
STREET, NEW YORK, N.Y.. REPRESKNTIN( THE NATIONALr ASSOCIATION OF LIFE
UNDEltRRTES

SECTION 22 (B) OF THE REVENUE AMT OF 1934

Pursuant to leave granted by the chairman, I beg to present this brief before
the Senate Finance Committee, as general counsel of the National Association
of Life Underwriters. a federation of 23 local associations of life insurance
agents, located in 47 States, the District of Columbia, and Hawaii.

As an appendix to my brief, I would annex a "Statement" which was to have
been presented to the committee at the hearing by Mr. Henry Moir of New
York, president of the United States Life Insurance Co., of New York, and
for many years chief actuary of the Home Life Insurance Co. of New York.
Mr. Moir's appearance had been recorded for the hearing, but, owing to his
having been called as att expert in a case before the Board of Tax Appeals,
which came on for hearing Monday morning, Mr. Moir was unable to be
present.

I would request especially that the committee read Mr. Moirls statement,
inasmuch as I believe it answers several 6f the inquiries propounded during
the hearing by members of the committee.

q I THE PROPOSM) CHANGE

Section 22 (b) (2) of the Revenue Act of 19)34 proposed to tax annuities,
from the beginning of tle period of annuity payments, by arbitrarily labeling
3 percent of the purchase price as income and adding this 3 percent of tile
purchase price to the taxpayers' taxable income.

Payments received by annuitants are now taxed onl the basis prescribed1
by section 22 (1) (2) of the Federal Revenue Act of 1932. which providleo
in part that there shall be excluded from income:

"Amounts received (other than amounts paid by reason of the death of tile
insured and interest payments on such amounts) under a life insurance, en-
dowment. or annuity contractt but if 5u1!t a mounts (0W heni added to amounts
received before the taxable year under such contract) exceed the aggregate
premiums or consideration paid (whether or not paid during the taxable year)
then the excess shall be included in gross income."

It is our opinion that if annuity payments are to be made subject to all
income tax the principles of the 1932 Federal Revenue Act should be ad-
hered to and should not Ie either supplanted or supplemented by any principle.%
based on the new proposal which has been carried Into II.lt. 7835. Our opilloln
is based on a thorough consideration of the following facts:
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DIEINITION AND DESCRIPTION OF' ANNUITIES

Originally the term annuity meant a series of annual payments; in more..
recent years, however, it has grown to mean any series of payments made at
specified intervals, usually yearly or oftener. Payment may be made contingent
only upon lapse of time, as in the case of so-called " annuities certain ". or it
may be made contingent also on the existence of a specified life or group of
lives jointly, as in the case of life annuities. Payments may conmience lit once,
its Ili the case of Immediate annuities or the commencement may be withheld
until the lapse of a definite time, as in the case of deferred annuttles, or it Iay
be withheld until the failure of a given life or group of lives, as in the case of
survivorship or reversionary annuities. Life annuities 1taly run for a temporary
period or for the duration of life. The consideration or purchase price of
immediate annuities is invariably paid in a single suni but that for deferred
contracts may also be paid in periodical installments. In the case of life
annuities, the payment of these Installments is usually made contingent upon
the continued life of the anmuitamnt, in the manner of payment of life-insurance
premiums.

These various types of annuity contracts may be combined with each other,
or with various types of insurance contracts in an almost endless number of
ways. For example, it will be found that the popular cash refund life annuity
is a simple combination of the usual life annuity with a varying life insurance
of sufficient amount to cover any deficiency which may exist at the time of the
aluitant's death, between the total consideration paid in and the total annuity
parents received. if any.

in what follows, unless otherwise specified, reference is had to the various.
types of life annuities as sold by a life-insurance company.

ANALYSIS OF TEi. ANNUITY PAYMENT

When the purchaser of a life annuity buys his contract, he converts a part
of his capital to the extent of the consideration into a valuable contract calling-
for the redistribution of that capital and any earnings thereon in accordance
with the agreed contractual provisions. He gives up all claim to his capital
as such. In that respect, this transaction differs materially from the creation
of a bank. deposit or the Investment of a sum. of money it a bond or other
security. The depositor has an immediate claim against the bank for the full
amount of his deposit and the investor against the issuing corporation and
these claims are readily reconvertible Into the original capital. Not so with the
annuitant; hehas no means of immediate conversion. This difference is of
primary importance.

The relation between the annuitant and the company Is not that of trustee
and cestul qul trust but Is that of debtor and creditor by reason of the nature-
of the annuity contract. The annultant's right to receive payments is absolute
depending only on his continued existence. He hitas no concern with the ilncme
received by the company on the fund which he hirs helped to create. His
rights are fixed whether the company earns 3 percent or 5 percent on its invest-
ments or nothing at all. The situation is much the same as tite case of an
owner who contracts for the erection of a building. Whether his contractor*
profits or loses on the project Is of no consequence to him.

Iut if the company earns interest on its invested funds, why does not a part
of each payment made by the company to the annunitant represent Interest
received? That is a logical question. Let us examine the facts.

The sums received from this annuitant and others like hill are invested by
the company it interest-bearing securities. From the total fund at the end of
the year the required annuity payments are made antd there remains a suffi-
cient amount, as deteripined by actuarial calculations, to meet all future pay-
ments. This process repeats itself year after year until all the annuitants have
died and the fund has become exhausted. Thus, over a long period of years,.
the capital relll'esented by the original consideration, together with the interest
earned by the residue of tte fund from year to year, has been redistributed
to these annuitants. Does it follow that each year's interest earnings of this
fund are eat'marked and are immediately and entirely used to meet the annuity
payments then falling due, to be supplemented by a portion of the capital
fund itself. Perhaps, but not necessarily so. It is not just as reasonable,
to conclude that the capital funds are first exhausted by the annuity demands
Ufore the accumulated interest earnings are resorted to? Mathematically, the
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one theory is just as tenable as the other, as applied to the group. But even
if it is conceded that all interest earnings are immediately distributed to the
group as a whole, does it follow that any individual annuitant receives as a
part of his annuity payment, to he termed interest income, a ratable portion
of the previous year's interest earnings on the fund? Most certainly it does
not. le receives his contract payment and no more. That represents income
to him as an individual only if he has already recovered his principal through
previous annuity payments. Bear in mind that he has no immediate claim
whatever to a share in the remainder of the fund and can hope to recover his
principal only by living to receive his annitity. Moreover, he may die pre-
maturely after receiving only a small part of what he paid for his annuity
contract.

The fallacy lies In concluding that the combined principal and interest theory
of annuity payments, which is valid'on the average or as applied to a large
group, also holds when applied to the individual. Such a conclusion Is not
justified for the obvious reason that there is no average individual in a mor-
tality sense. He is either wholly alive or undeniably dead, and the change in
status occurs instantly at some definite time and not progressively over a period
of years as is the case with the entire group.

It is submitted, therefore, that the conclusion with regard to life-annuity
receipts that "such receipts are as a matter of fact part interest and part
return of capital" Is incorrect as applied to the individual annuitant.

LEGAL CONSIDERATIONS

- Can Congress legally follow the recommendation "that an arbitrary rule be
adopted that 3 percent of the amount paid for the annuity shall be deemed
to be interest "? The cases indicate a negative answer to the question.

Bearing In mind that the constitutional amendment upon which alone rests
the power of Congress to legislate as to taxation of income reads (amend.
XVI): The Congress shall have power to lay and collect taxes on incomes,
from whatever source derived, * * * ", it was established, commencing with
Elsner v. Ma~mber (252 U.S. 189), which held a stock dividend nontaxable
as income, that Congress may not ta\. as income that which is not income.
In that case, after pointing out that it is essential to distinguish between what
is and what is not "income ", the Supreme Court said (page 207), " * * *
we find little to add to the succinct definition * * * I Incom may be defined
as the gain derived from capital, from labor, or from both combined ' * * * ",
and strongly emphasized that the part of the above definition " derived from
capital" must neither be overlooked nor misconceived, saying: "Here we have
the essential matter: Not a gain accruing to capital, not a growth or incre-
ment of value in the investment; but a gain, a profit, something of exchange-
able value, proceeding from the property, severed from the capital, however
invested or employed, and coming in, being ' derived', that is, received or
drawn by the recipient (the taxpayer) for: his separate use, benefit, and dis-
posal; that is income derived from property. Nothing else answers the
description."

An excellent summarization of the Supreme Court decisions since then,
reuffirming the constitutional limitation, is found in the United States cir-
cult court of appeals (sixth circuit) decision in November 1033 (Cormaissloner
of Internal Revenue v. Independent Life Insurance Co. (67 Fed. (2d) C. C. H.
Fed. Tax Service, vol. II, p. 9396). The court there had before it the ques-
tion of whether a revenue act provision (Rev. Act 1924, 245 (b)) requiring
life-insurance companies to include in their gross Income for taxation the
rental value of space occupied by the taxpayer in its home office building as
if same were income, as a condition to taking certain deductions, expenses in
connection with the property, would or would not exceed the constitutional
limitation, and the court held It wo~d. q'he circuit court s-td: '" It might
be said, with a fair show of reason, that benefit in the form of actual rental
value accruing to one who occupies his own building is in the nature of income
from rents. Burt we may not adopt such conception here. We are requiring
to follow the standard definition of income found in the sixteenth amendment
and the interpretation thereof by the Supreme Court. The well-established
meaning of income, in this connection, is found in Es8ner v. Macomber (252
U.S. 189, 207 * * *).

In Bowers v. Kerbaugh-Rmpire Co. (271 U.S. 170, 174), the court said:
"After full consideration, this court declared that income may lie defined as
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gain derived from capital, from lalor, or from both combined, including profit
gained through sale or conversion of capital. Stratton's Independence v. How-
bert (231 U.S. 390, 415) ; Doyle v. Mitehell Brothers Co. (247 U.S. 179, 185) ;
Blier v. Macomber (252 U.S. 189, 907). And that definition has been adhered
to and applied repeatedly. See e. g. Mterehants L. & T. Co. v. S netanka, supra
(518) : Goodrich v. Edwortd & (255 U.S. 527, 635) ; United States v. Phellis (257
U.S. 156. 169) : Miles v. Safe Deposit Co. (259 U.S. 247, 2-2-253) ; United States
v. Supplee-Biddle Co. (265 U.S. 189, 194) ; Irwin v. Gevit (268 U.S. 161, 167) ;
Ediwards v. Cuba Railroad (268 U.S. 628, 633). In determining what consti-
tutes income substance rather than form is to be given controlling weight,
Eisner v. Maconber, supra (206).

Whatever might be said as to the power of Congress to require life-insurance
companies to include in their gross income the actual or fair rental value of
space occupied by them In their own buildings (a question not necessary here
to determine) It is manifest to us that the amount required to be added to gross
income under sec. 245 (b), before deductions may be taken. is not income when
measured by the rule in Esier v. Macomber, supra, and Bowers v. Kerbaugh-
Eintpire 6o.. supra. It does not represent actual gain. It is neither of exchange-
able value nor Is it s-evered from capital. It is not sonaethhg received or drawn
by the taxpayer for his separate use and disposal. It is simply an arbitrary
figure, determined by a mathematical formula, to which, must be added rents
received from other tenants and from which must be deducted taxes, depre-
clation and all other expenses to reach a net income of 4 percent per annum of
the book value (not actual value) of the building at the end of any given
taxable year. It does not even purport to approximate the true rental value of
the space occupied. It must be increased or diminished inversely, each year,
to the increase or decrease (if rents received. In Bar-Waggonor Association v.
HopkIns (269 U.S. 110, 114) the court said: "It is true that Congress cannot
make a thing income which is not so in fact." See also Flint v. Stone Tracyl Co.
(220 U.S. 108, 145).

It is submitted that what is said about as to "an arbitrary figure, deter-
mined by a mathematical formula ", may well apply to the recommendation
whicl was made to the Committee' on Ways and Means that "an arbitrary rule
be adopted that 3 percent of the amount paid for the annuity shall be deemed
to be interest." It is submitted that tie proposal should not be adopted,
because of its doubtful validity under the sixteenth amendment and cases
Interpreting similar points.

"That which is not in fact the taxpayer's income cannot he made such by
calling it income" (U.S. Supreme Court in Hoeper v. T CommIsRsio Of
Wirsconsin. (1931) 284 U.S. 206).

APPLICABILITY OF THESE AIIW-MENTS

These arguments are applicable to all types and combinations of life annuities
under which the annuitant forfeits his immediate interest in the company's
funds. In particular it should be pointed out that they apply to the so-called
"cash refund annuities." The refund feature provides sufficient insurance to
reimburse the annuitant's estate on is death for tile difference between what
lie has paid in and what lie ]iis gotten out but at no time does it give the
annuitant any convertible claim to a share in the fund and under no circum-
stances does lie or his estate receive by its operation, more than enough to
return his original capital, and that settlement is made only at the termination
of his contract by death.

INEQUITIES I4 PROPOSEDO BASIS

Apart from the consideration supporting the opinion that the proposed basis
for determining an annult.int's income is fundamentally unsound and legally
invalid, the use of an 'arbitrary 3 percent rate applied to the amount paid for
the annuity would bring about gross inequities in the taxation of annuitants,
If the recommendation were followed literally, this rate'would be applied to the
purchase price irrespective of, whether or. nut that. amount was paid priors to or
subsequent to the date of enactment. and irrespective of whether or not the
annuity payments began immediately upon purchase or were deferred for a
period of years. The uniform use of the purchase price in this connection
would of itself produce inequitable results. It Is true that the use of titls
arbitrary rule would facilitate administration but this advantage can be oh-
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tained only at tle sacrifice of equity-a sacrifice so costly that it is believed tlhe
recommendations of tile subcommittee could not be literally followed.

It is well to examine in a little more detail, however, the inequities that
would be produced if the newly proposed basis were literally followed.

As between new and old contracts. In the case (if all immediate life annuity,
the present value of tMe future payments decreases with the increase in the age
of the annuitant. An annuitant living at age 60, who purchased an Imnme-
diate annuity 20 years ago would have had to pay a higher pice for his con-
tract than would be chrgcd another annuitant now aged 60 who desired to
purchase the same contract effective immediately. The value of these two con-
tracts would be identical and yet the holder of the 20-year old contract woulh
be receiving a considerably higher income return according to the proposed rtle
than would the holder of the newly purchased contract. On the basis of com-
bined annuity mortality and 3 percent interest, this arbitrary income on the
older contract would be 1.65 times -the Income of the newer. This criticism
would also apply to annuities certain.

As between deferred and immediate annuities. The purchaser of a 20-year
deferred life annuity in 1914 would have paid considerably lesss for his con-
tract than a person of Is same attained age would have to Imy in 1934 for a
contract providing the stmue future payments, Under the formula proposeol
therefore, the purchaser of the immediate annuity would be assessed with a
larger annuity income than would the purchaser of the deferred contract, not-
withstanding the fact that the future benefits would be identical in each case.
This criticism also applies to deferred and immediate annuities certain.

As between ages for new life annuitants. The rate of return on al imme-
diate life annuity as measured by the ratio of the yearly payment to the pur-
chase price is higher at the older ages at entry than at the younger. This is
because the more numerous forfeitures of principal resulting from the higher
death rates at the older ages permit a more rapid annual distribution of the
annuity fund at those ages. For example, on the assumption of the combined
annuity mortality table with 3 percent interest, it is found that tile rate of
return varies from 5.30 percent for a man aged 40, to 8.76 percent at age 60,
and increases to 21.39 percent at age 80. Obviously any tax based on 8 per-
cent of the purchase price would bear little relation to this so-called "rate of
return."

As between long-lived and short-lived annuitants. This is by far the most
important criticism of the proposed method related as it is to the fundamental
question of what constitutes income for an annuitant.. It can hardly be said
in fairness that the man who purchases a life annuity for $20,000 and dies
prematurely after having received but a few hundred dollars of tile contract
payments has profited by his investment. Under all such circumstances, a tax
on any annuity income would, in fact, be a capital levy.

Compound an-nuities which change lit, stats.-If the arbitrary 3 percent
formula were applied in the case of complicated contracts such as joint two.
life annuities payable to either or the survivor, in Inequity would result unless
some. modification of the rule were made at the time one or the other of tile
two lives died. This is due to the decrease which takes place in the present
value of future benefits at the time the annuity changes its status from a

.joint life and survivor annuity to a single life contract.

SOCIAL AND ECONOMIC DISADVANTAGES

Annuitants as a rule are thrifty but not wealthy. In the majority of cases,
-thrift and the desire to avoid the dependency of old age furnish the motivation
for the purchase of these contracts. This is a laudable motive and one which
should be encouraged and not discouraged by tile imposition of inequitable
and unreasonable taxes. Development in the individual of a sense of respons-
"bility for providing* for his old age in some form of systematic saving or in-
,vestment is tremendously advantageous from a social and economic stand-
.point. The purchaser of an annuity is doing his part in the effort to stabilize
the national income and to relieve tie Government of the heavy expense of
,providing for the dependent and unemployed.

PRACTICAL DISADVANTAGES OF CHANGE

The present simple method of determining income from annuities is well
*stablished and easily understood and easily administered. On this ground



ANNUITIES 121

alone, it would be inadvisable to substitute for tills simple method based on
complicated considerations. Many of tile annuity contracts now outstanding
were purchased in the light of the existing law which provides that there shall
be no income subject to tax until the total amount of invested principal had
first been returned. Much dissatisfaction might lie caused by a change inI tile
formula affecting the basis of taxation of income on these existing alnuities.

In addition, the great increase in tile difficulties of administration of the law
which this proposed change would bring about, should not be overlooked. Any
attempt to remove even the more outstanding Inequities of the proposed basis
would produce inevitable administrative complexities. An understanding of
the law would require a technical knowledge not possessed by one person in
thousands. The complicated nature of the income-tax return would be in-
creased to tile disadvantage of both the individual taxpayer and the Treasury
Department. This would furnish a striking contrast to tile comparative sim.
plieity of the present law.

Respectfully submitted, RItoira !i. iIJLL.

Here follows, as referred to InI the opening paragraph of this brief:

BRIEF OF HENRY MOIR, PRESIDENT UNITED STATES LIFE
INSURANCE CO., NEW YORK

For a good many years prior to 1913 the statement of this country believed
-that a tax on Incomes would be one of tile best means of producing revenue for
Federal purposes. But the fourth section of the Constitution states:

"No capitation or other direct tax shall be laid unless in proportion to the
*C(nsus or enumeration hereinbefore directed to be taken "-
and this proved n obstacle until the sixteenth amendment to the Clonstitution
was ratified in 1913. Under that amendment-

" The Congress shall have power to lay and collect taxes on incomes, from
whatever sources derived, without apportionment among the several States and
without regard to any census or enumeration."

This amendment clearly taxes Incomes only and gives no authority to Con-
gress to tax items of principal or anything but Income.

When the first income tax acts were being discussed In Congress, the ques-
tion of how properly to tax annuities was carefully and fully considered.
Wlhen a purchaser Invests $10,000 in the purchase of an annuity on his life and
gets a return of $1,000 a yeari, It Is well understood by all parties that each
payment of the annuity returns part of the principal: at death of the an-
nuitant no further payment is made. On the average the principal is returned
in the course of making the annuity payments.

As a practical question, a separation of each individual annuity payment
into interest and principal cannot be made. Some annuitants die Ilk the first
year after the annuity is purchased, perhaps after drawing only one annuity
payment. The legislators and the Treasury Department in drawing the first
Income-tax rules wisely decided that, in order to avoid all possible error or
misunderstanding, the entire amount of the early annuity payments would be
treated as repayment of principal and therefore could not be taxed. But im-
mediately after tile total of these payments has equalled the original purchase
price, and the principal has thus been repaid, all annuity payments thereafter
will be treated as income. On the average this works out equitably for the
Government and equitably also for the annuitant. For example, if 100 an-
nuities were purchased at the age of 03, each costing $10,0W4 and eact yielding
an annuity of $1,000, then in 10 years the total of the principal payments would
he repaid; after that time the entire annuity payments would be taxed in full.
During the 10 years tJere would have died, according to a normal experience,
about 85 persons; there would continue 65 others drawing their full annuities
and commencing to pay income taxes on tile full amount received each year.

I have procured annuity figures from three of the largest companies: these
figures deal with payments under 33,000 annuity contracts furnishing nearly
414,000,000 a year In annuities. Please observe that this gives an average for
each annuity contract of about $430 a year. This 'is a much smaller figure
than most people suppose; but it is the present-day condition. Mainy annuities
are bought by old folks who live with members of their family, and who need
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the annuity to keep them in pocket money. All such are exempt from normal
income tax anyhow. Some people buy more than one annuity, and the 33,000
contracts above indicated are held by Irobnbly some 19,000 people. The
average payment to each person is about $800 a year-somewhat less. From
one of the companies I was able to get a statement as to the number of an-
nuities drawing as large an annuity as $5,000 a year. There was only 1 percent
of the total drawing this larger annuity figure. In general it is an undoubted
fact that annuities are bought to give a sure and unfailing source of income
to old folks whose thrifty instincts make them seek a sure way of escaping
absolute want.

The method adopted in the income-tax .aws heretofore iti force had been
eminently fair, both for the Government and for the annuitant. It has been
assumed by many purchasers that procedure was the fixed and definite policy
of the Government. They have relied on this in their purchse and these old
people are deserving of the most.kindly consideration. It is well to keep fa*tht
with thefm and live up to the promises that have by implication been male.

If we analyze the new proposals. the situation is entirely different. If a
man buys an annuity with $10,000 and get $1,000 a year, lie will be asked
to pay an Income tax of $300 each year from the first year onward, $700 being
exempt for a period of a little over 14 years when the $700 annually will have
accumulated to the $10,000; thereafter a tax will be charged on the full
amount. Under the existing rules the full annuity would be taxable after 10
years; under the proposed new rules only after 141/j years.

The 3 percent suggested is an aribtrary assumption. It may be reasonable
in the first year or two; but if the assumption be logically carried out, and
the $700 be treated as a repayment of principal, then in 10 years $7,000 of
principal will have been repaid, the outstanding principal wIll then only be
$3,000, as income on $3,000, and is therefore clearly partly principal. It cannot
by any possibility be assumed to be Interest or income on the unpaid portion
of the principal. It seems to me clear therefore that the proposed plan is
unconstitutional, as being a tax upon principal without being assessed in pro-
portion to the census of enumeration of the population.

There is another interesting reaction to this proposed plan. It splits the
annuity payments into smaller fractions. In all probability therefore it will
bring about many more exemptions-total exemptions--from income tax whicll
might otherwise not be available. The average annuity is a small amount.
Probably most of the annuitants are completely exempt from all Income tax.
One company os nearly all of its annuities on the lives of clergymen. the
average annuity payment is very small. Most of them are likely to be exempt.
But whether exempt or niot, the plan now proposed will undoubtedly increase
the number of exemptions. It also delays the time when the full annuity
payment will be taxable by about 42/., years on the average.

The proposal involves a much more complicated method-a method which
is of doubtful constitutionality-and, a. method whieh will cause annoyance
to annuitants who are now familiar with the simple and logical procedure
which was adopted soon after the income-tax amendment was proclaimed.

Annuitants are proverbially long-lived. For the last hundred years this
has been recognized and understood. So far as the death rate is concerned.
they beat the insurance companies nearly all the time. There Is one old
historic case where they beat the British Government more than a hundred
years ago to the extent of millions of pounds per annum, by living much
longer than the Government calculations anticipated. The habit has continued
to this day and we are continually having to revise our annuity tables so as to
provide for longer life expectancy on the part of annuitants. If you continue
the existing rules the United States Treasury will benefit front the improvement.

People certainly do not l;Ur'chmae annuities with any expectation of dying
soon and thereby yielding a profit to the insurance company. Why then should
the Government be in a hurry in the matter of taxation? The Government
can afford to wait better than the annuitant can, and in the long run the
Goverment benefits by existing rules. Tile present method is simple, is con-
stitutional, is clearly under-4ood. aind ha:s been held (ut to the annultants as
the logical and proper system of taxation. We as insurance advisers want. to
keep faith with tile people, and you as trustee of your constituents also want
to keep faith with aniuitants who have been told of the present system
without any suggestion that it might be changed. This procedure is all the
more desirable iti view of tile fact that when you split the annuity payments



ANNUITIES 123.

into two portions, attempting to tax $300 on a $10,000 purchase for the first 14
years and the full amount thereafter, you are likely to get a very slight Iu.
crease in the immediate collections, while you are delaying the time when
the full charge will be made against the annuitant front 10 to 141,, years. You
will probably get less income tax in the long run by the new process than by
the 0141.

There are, of course, some individual cases to which those remarks do not
apply. Some men may have purchased. an annuity withm $100.W0 and may be
entitled to draw $10,000 for 10 years free of tax, but they will pay the full
tax in due season. Such men are few and far between, and it is better that
they should be entitled to the exemption under constitutional law and con-
stitutional requirements than that the Government should lose in the long
run by making more exemptions, by delaying the time when the full annuities
will be taxed, and by adopting a principle which is of more than doubtful
constitutionality and which may be beaten in the courts.

some annuitaints will have other independent ilcoine, so that, although the
average is much less than the nornml exemption, soie of the annuitants will
undoubtedly be taxed, but not anything like to the extent that one might at
first suppose from observing the total amount payable in annuity payments
eavh year. The annuitants represent a thrifty middle-class population who
are making sure that their old age will be free from worry, atnd that they will
have some small income which is completely tellable and which will be paid
in all circumstances, irre.;pective of fluctuations in security values, rates of
interest, and Investment losses.

New York and other States have already adopted old-age pension plans
as a social insurance plain at the expense of the State. The subject has also
been discussed before Congress as a Federal movement. It is apparent that
Instead of discouraging the purchase of these small annuities, the Federal au-
thorities should encourage them and help people to build up their own inde.
pendent income for old age. This will save the State and the Government
the expense of maintaining the old people, for the annuities purchased only
average a modest maintenance allowance.

STATEMENT OF BYRON K. ELLIOTT, ST. LOUIS, MO., MANAGER AND
GENERAL COUNSEL, AMERICAN LIFE CONVENTION

Mr. ELLior. The pending revenue bill proposes a change in the
method of taxing to the annuitant of his life annuities. The present
law taxes a man on his annuity premiums, after he has received back
what the annuity has cost him, and taxes him then on the entire
aninity payments received after that time.

This new proposal contained in the bill as it now stands changes
that and assumes that of the annuity payments the annuitant re-
ceives 3 percent on the cost of the annuity as interest, and therefore
the individual annuitant should throw into his income an amount of
the annuity payment equal to 3 percent on the cost of it.

There are certain reasons why we would submit that that is wrong
in theory and could not be applied with any degree of equality to
the individuals who are paying the tax, and would tend to dis-
courage the sale of annuities, which are one of the principal means
by which people can provide an income for their own old age.ln a life annuity the individual either will or will not receive an
amount in addition to his purchase price. This is a fact which is
definitely established and easily ascertained before the individual
receives one cent of income beyond a return of his principal. He
either lives "ong enough to profit from the transaction or he does
not. And he has a good ground for objecting to this tax, in that he
may, by an early death, never receive any profit from the trans-
action at all.
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In these life annuities, whether of the pure or refund type, there
is no certainty, nor any promise, that the individual annuitant will
receive any interest at all unless and until he lives to receive back
the amount paid for the annuity.

At a time when the Gove'rnment is expending more and more
money in old-age pensions, it would seem to be against public policy
to interfere, without even a certainty of increase, with the execu-
tion of contracts by which the individual provides for his declining
years.

We have the word of agents in the field, speaking through the
National Association of Life Underwriters, that this new method
would impede the sale of annuities. Many company officials have
expressed a similar opinion. In a large measure, this effect upon
the distribution of annuities is probably based upon the feeling that.
the individual would lay himself open to the chance of suffering a
discrimination under the new bill.

The proposed new method would discriminate between individual
annuitants in three ways. It would cause the man who dies before
receiving back his principal to pay a tax without receiving any inter-
ests benefits, while his neighbor living to a ripe old age may have
his principal back and be paying on only a small percent of his
profits from the transaction. It would cause the immediate annuity
purchaser to pay a larger amount on his annuity payments than the
deferred annuitant would pay on the same sized annuity. It would
not be equal as between the man who has received part of his pay-
ments and the man whose annuity is just commencing.

The new formula could apply with fairness only to that theoretical
case which is the average of them all. Because this theoretical man
enters the picture in the company's calculation of rates and pay-
ments, the bill would put all annuities in his shoes, confusing the
technical principles of operating a life annuity company witl the
objects of taxing an individual upon his income.

Another section of the bill, providing for deductions from gross.
income, should receive reference here, section 23 (b).

That section, allowing deductions from gross income, disallows
as a deduction interest on "indebtedness incurred or continued or the
proceeds of which were used in connection with the purchasing or
carr ing of an annuity."
. It is clear from this section that the interest on money borrowed to

buy an annuity is not deductible. This is going to great lengths.
to discriminate against annuities. They are taxed in one section and
treated as tax-free securities in the next. The unfairness in this sit-
uation is too obvious to need further comment.

We think the plan. adopted in 1926 and continued -in the 1932
Revenue Act, of including the annuity payment in gross income of
the individual only after lie has recovered what his contract cost, is
more fair and equitable. It is based upon the fact of the receipt of
income. If the individual receives anything more than he pays,.
the excess, and all of it, at the earliest moment it is ascertainable.
whether he will rece v any profit from the transaction, then becomes
subject to tax as income from any other source.

Senator Couzzxs. What would you say with respect to taxing new
annuities and letting the old ones got
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Mr. ELLIorr. I would think, sir, that even in that case the annui-
tants should certainly be allowed to receive back the cost of the con-
tract first, because, until he does, there is no way of telling whether
he will ever receive anything more. A new annuitant may stand a
loss just the same as an old on(,.

Senator COUZEnS. But it would do away with those inequalities
which you have spoken ofI

Mr. ELLiOTr. Only some of them. You would not do away with
the inequalities as between the purchaser of an immediate and a de-
ferred annuity.

Senator CozzNs. He would understand what he was going into
at least.

Mr. ELLuoTi. We are afraid that he would not go into it.
The CHAIRMAN. Thank you. Mr. Cox.

STATEMENT OF GUY W. COX, BOSTON, MASS., REPRESENTING
JOHN HANCOCK MUTUAL LIFE INSURANCE 10.

Mr. Cox. I represent the John Hancock Mutual Life Insurance
Co., and the other Massachusetts companies, including the Massa-
chusetts Mutual and the State Mutual, and the New England, and
the Columbian and Berkshire, who have asked me to record their
opposition to this feature of the bill.

This is brought about because we have had so many complaints
from policyholders and annuitants that tWe insurance companies.
have not appeared to protect their interests. We did not appear be-
fore the House committee, except the Berkshire Life, which I think
filed a brief, and we are here to put those companies on record to
record their opposition to the bill, because we think it is an unjust
law.

We think that the consensus of the civilized world, the consensus
of opinion of the civilized world, has been previous to this proposal,
that a man does not receive income from an annuity until he gets
his principal back, and we do not see why it should be change at
this time.

The question of taxing of annuities is as old as any question
of taxation, and why this sudden change? We think that the brief
submitted will show you that it is probably, if anything is, uncon-
stitutional; it is as unconstitutional by legislative fiat to declare
something to be income which is not income, and which the courts
have pretty plainly indicated is not income, and therefore we suggest
that this tax will only cause litigation and probably no one will pay
any considerable amount until the courts have settled the question,
and so why introduce it at this timeI

We think that that is the principal objection to this bill. You
cannot, it seems to me, properly make income out of something that
is not income. "

I want to further point out that while annuities have been taxed
in Massachusbtts ever since Massachusetts was a State, it has been
done as a tax on capital and not as an income tax. If you care
to have that looked up or submitted that will prove to be the facts.

And I will point out to you that in all of the studies that have been
made of taxation in Massachusetts during the last 10 years, every
committee, every legislative committee or special commission has.
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recommended that that tax be changed so as to coincide with the
present taxing methods of the United States and almost every other
government.

I do not know whether I should say so, but a great many years
ago, I was chairman of the Taxation Commission for Massachusetts
that revised all of the laws and was chairman of the Constitutional
Convention of Taxation, and so at some times during my life I have
given a great deal of attention and study to the questions of taxation,
and I think that anyone who does that cannot come to any other
conclusion that an income tax is not proper to be assessed upon an
annuity until the capital has been returned.

Senator REEw. I would like to* ask you a question. When the in.
surance companies figure the size of the annuity payment that can
be made on the investment of a definite sum of money, they figure on
two factors, do they not-first, the earning power of that capital
sum; and, second, the expectancy of life of the individual?

Mr. Cox. That is entirely correct.
Senator REED. In your own case, what do you figure to the earn-

in' power of the capital sum I
Sir. Cox. Well, of course, that is fluctuating. We have considered

that 4 percent was a proper amount, but they have reduced it slightly
within the last year.

Senator REED. What is it nowI
Mr. Cox. It is 4 percent now. I think 41/2, perhaps.
Senator REED. Then you would, in tabulating the amount of the

annual payment, start with that 4 percent, aad thien you would also,
considering the expectancy of life of the individual figure out how
long it would take him to get his principal back, and, of course, yoe
have the diminishing earning from the fund, as the principal is paid
back. That is right, isn't it?

Mr. Cox. Yes; that is perfectly correct, but I think that it turns
around the fact that the annuitant, as has been the concensus of
opinion, I say, of the civilized world, up to the present time, that
the income is not received until he gets back his principle.

Senator REED. That is the way, the law at present treats it, but I
am wondering wherein the law's injustice lies, to regard these pay-
ments just the same way for the Federal Government, that the in-
surance company does; Arst, a return of the earning power of the
money; and second, the payment of the principal.

'Mr. Cox. Because it is coupled with a forfeiture, and the man
may never get back but one payment.

Senator RE. That is true, but any bondholder may find his bond
defaulted before he gets his principal back.

Mr. Cox. That is not to be expected properly in an investment,
whereas in an annuity it is inevitable. It makes no difference how
sound the annuity is. You introduce there an element or a factor
of the value of the bond as an investment ?

Senator REED. The point I am trying to make is that in this new
act, the Federal Government is taking exactly the same system of
thought that the insurance company is.

Mr. Cox. Well but for a different purpose. An entirely different
purpose. They o not coincide.

The CHAIRMAN. You may file your brief.
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Senator CONNALLY. When a'man buys an annuity, he gets some-
thing more than even a half-way assurance that he is going to ret
his principal back. He takes the chance on getting more than his
principal back.

Mr. Cox. He does.
Senator CONNALLY. He gambles on getting more back, and the

insurance company gambles upon his getting less.
Mr. Cox. Well, if you want to put it that way.
Senator BARiLEY. All life insurance is based on that.
Senator CoNNALLY. That is true, isn't it? Your company is

gambling that you do not have to pay him As much as he has to pay,
and he is gambling that he will get mere than he has paid.

Mr. Cox. I do not like to have an annuity called a gamble. I do
not call it that. I call it a legitimate investment.

Senator CONNALLY. I grant you that it is legitimate. But if he
lives a long time, he will get back the principal and he will get some-
thing else.

Mr. Cox. Yes; -and when he gets that back, he will pay the full
income tax.

Senator CONNALLY. On that part of it only.
Mr. Cox. He will pay the full income tax on that, over and above.
Senator CONNALLY. But where is the profit in the meantimeI In

the meantime the company is making a lot of profit.
Mr. Cox. Why, no. Most of the companies I represent, the John

Hancock and others, are mutual companies.
Senator CoNx my. It is just some charitable cooperative associa-

tion T
Mr. Cox. Yes.
Senator Riw. I think you were wrong when you said that all

over the world these annuities are treated---
Mr. Cox. I said the concensuts.
Senator REED. The concensus means getting together.
Mr. Cox. That means practically all.
Senator REED. Here is the way Great Britain feels about it. I

am quoting:
The following kinds of interest are taxable in interest on money whether

yearly or otherwise, or any annuity or other annual payment, whether received
as a personal debt or obligation provided by any contract.

It treats the whole annuity payment as income.
Mr. Cox. I must have been misinformed about that. I do not

think annuities are taxed there until the principal is returned.
Senator Bun. Perhaps my information is wrong.
Senator BARKLEY. Is there any difference between the principal

of these annuities and the purchase of properties purchased or profit
and held for a long time and rented f Would not the same theory
be that the owner of the property should notjpay any income tax on
his annual income until he got his capital back?

Mr. Cox. I think there is a world-wide difference between those
two questions. Because we know that the man who purchases prop-
ertyfor an investment; his estate will either receive it or he will;
but in annuity the man s estate receives nothing after he is dead.

The CHAMMAN. Thank you very much.
$A -94w
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Senat r LoNoEROAN. Can you tell us approximately the number of
annuity contracts outstanding?

Mr. Cox. I could not.
Senator LoNERAN. Can you give an eStimate of the amount

involved?
Mr. Cox. I could not. I know that, for instance, the Massachu-

setts companies have not forced the annuity business. We have not
made a bid to get a large amount of annuities, and even in the last
year we have cautioned our agents bout it-that our principal busi-
ness was life insurance and not annuities. I think you will find more
of the annuities in sonic other institutions, possibly, than life-insur-
ance companies.

Senator LONEROAN. Can you tell us the average annual amount
paid?

Mr. Cox. I can tell you that our experience has been that we have
almost no number of annuitants that pay over from $10,000 to
$25,000 for an annuity so that the returns are very small.

Senator LONERoAN. What does that average per'year?
Mr. Cox. That would average, roughly, $1,500 to $2,000.
Senator LONEROAN. Would you say most of these contracts call

for payments of about $2,000 per year?
M'r. Cox. I would say that that average would be fairly high.
Senator LONERoAN. Fairly high?
Mr. Cox. Yes, sir.
Mr. HULL. If the Senator please, quite extensive inquiries were

made as to the average amount of annuity payments, and it is be-
tween $400 and $500 a year, on the basis of rather an extended
inquiry. and questionnaire to-a number of the annuity-writing
companies.
Senator CONNALLY. Mr. Cox, do you know what is the salary of

the president of the John Hancock' Life Insurance Company?
Mr. Cox. Yes.
Senator CONNALLY. What is it?
Mr. Cox. If you will take 15 percent from $50,000, that is what

the present salary is.
Senator CoNNALLY. You say the company is not making any

money?
Mr. Cox. It is not making any money except for its policyholders,

and except for its members. It is an entirely mutual company, and
has been so for over 50 years.

'Senator CONNALLY. 'T'he salary of the president is $50,000, and
you have cut it 15 percent recently on account of the depression?

Mr. Cox. Yes, sir. So as to give the annuitants and other people
a little better break, if possible.

The CHAIRMAN. Thank you very much. At this point I ask that
the following letters regarding the tax on annuities be inserted in
the record:

MONnELIM, VT.,
HRFebriiary 10, 193- .

Holl. WVADRSN I. AUSTIN,
United States Senate, Wi'ashington, D.C.

DEAR SENAToR: The revenue bill f 1934 (It.R. 7835) proposes a change In
the method of taxing annuities which seems so objectionable as to warrant its
elimination from the measure.
Tbe present law does not tax the annuitant until he has received an aggregate

amount (if payments equal to the consideration paid for the annuity (where-
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1pnill the wlehb allount of paynelents to the litlitait thereafter made are
treated is ilIColleC), while tht, method lit the iNrnding bill would require the
linnultant to inlude in ills gross iicoine inime(latey a portilon of the annual
'lflynieints in tile a1llolnlt f1 3 lWre(lit of tile cons(~idterithin patid for the purchase

of tile annuity.
The reason given in the committee report (p. 21) for making the change is

that the taxes on annuities ar& " postponed indefinitely."
It is true that the payments are postponed, but it is equally true that they

ought to be deferred until the annuitant gets back the principal sum which lie
paid to buy the annuity, as It is not till then that he beglis to profit by his
investment.

4 'onsiderlng the entire body of iinnuitants is Ii unit. the new plan might work
eqnitably, but, taking tile individual cases, the hardship imposed and the In-
e'iiolity of the burden imposed are clearly apparent.

For example, take the case of two people, both of age 03, who each put
$5,411)) into tan annuity. Annuitant A (lies at the end of' tile seventh year, while
Annuitant B d'es at 85. the end of the twenty-s5eond year. Under the pro.
losei atenidnelit Annuitant A, who never got back the, purchase price of hIs
linnuity blt fllas actually sulffe'etl 1oss ii buth lrilli)li 1111( income has hceen
taxed oil assunned income; while under I he pii'tsnt law Anniuitant A would pay
no tax but Anniitant B would be taxed on tilt whole of tile annuity income
after thP jiutyliwnlts theletoIfolre recelvl by hi had equalled tile principal
invested.

I vellture to Say that there Is no provision II Ith prIsent incame-tax lawe and
no other proposed ainendlmenlit which taxes as aincont tin Investment wh!ch
shows loss In both principal and income. If the suggesteil amendment is to lie
seriomsly considered. the estate of the anuitant who dies before the suis ilid
back to hi in annual. pamYents equal the purchase price should Ie allowed
credit as an actual loss for the difference between the consideration paid for the
atnulity atid tie annlual payments received.

As New England, with Its thrifty population, is the place where annuitants
lre foln(d III large numbers, I think .you will 1111d espeial iobjectiol to till.

nensure ii tlit section of tile country. * * *
Sincerely yours,

]PE) A. How&xiv, President.

ios'oL , MAss.. I"ebruar! 23, 1934,
Vn"ted ,' tats , 'enote, l1'ashlttton. D.C'.

D1PAR 1" E'NAI'-it W.LSH: I note that bill 7835, Revenue Act for 1934, changes
the' inethod of taxing, for Income-tax purposes, the paylllent made to annuitants
tlil(l,r ulilltlty colltracts.

As this III many I nstitaness it a tax on return of capital. and hence a capital
tax, I ani o|)Je(.lilg throtigh you to tills changee in the revenue act.

TO clarifyy my objections I will outline briefly tile tlivthod of obtaining tin
annlity cointract from an insurance company.

Say (A) desires to pirchase an annuity froi an tisll'rance company. He Is
'0 yelrs told. aind for i prie of $1.000 lie clll olbtaln ill ainnuity of $120.38 per

He deposlits the $1,000 uith1 the iInsuraic( eon;illny 1111(l rlcelves, as long as
ie Ilves, $120.38 per year.

Frol tle date that lie (leo)s.its tile $1.(00 witll the Insuirance company he
il1s no control over the $1,000 so deposited. He (anilot stlrrendl'r tile contract
Ini r((:eve it cash iiaylnllnt iack. In other words, lie surrenders all right and
:Itle to the deposited $1,M). lie hits a coltrilact vhi(h giarantxs to pay1' hilt
eilly $120.18 qa('h year if lie be alive.

If ie dies during the first year, lie receives nothing back. If he lives to
_s'Oive n1i1n0 payments, he recoelves back a total of $1,083.42, or his principal
mid and $83.40. In addition. If lie lives 15 years, or to age 85, he receives
1,805.70. or $805.70 in excess of principal paid.

Part of this excess lie receives Is capital paid in iljy other annuitants who
lave died before receiving their entire capital hack. while part is interest
earned on the fund accumulated by the insurance company from all annuitants.

other. words, it is partly redistribution of capital and partly distribution of
Uterest earned on the accumulated fund.
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In order for A to receive back lls capital paid In, he must live to receive
the ninth payment, otherwise part of lils capital Is distributed among other
annuitants who do live long enough to receive back more than the capital
paid in.

The only way then for A to get his capital back, to say nothing of receiving
any income on his capital hivestment, Is to live long enough to get his total
capital back in annual payments.

The present law taxes this total payment after the capital has been returned.
The proposed change taxes 3 percetit of the original deposit, or $30, as income
even before the purchase price has been returned, and then the entire payments
after the capital payment has been returned.

In other words, the present law, to a certain extent, taxes the redistribution of
capital along with the Intercst income, but the proposed change not only does
this but also taxes the return of principal, while it is being returned.

It would be difficult to get an -equitable method of taxation for annuities as
Income, but I think we can agree with the idea previously expressed by the
Secretary of the Treasury on this subject. See statement "Regarding the Pre-
liminary Report of a Subcominittee of the Committee on Ways and Means" as
follows (p. 16) :

"(1) Annuis.--The Treasury concurs In the view that that portion of
annuity receipts which represents interest should be currently subjected to tax.
The Treasury does not believe, however, that the proposed plan makes a fair
allocation between principal and income. For this purpose, unless a better alto.
cation can be devised, it would seem better to substitute such a provision as
appeared In the Revenue Act of 1924, section 218 (b) (2)."

May I urge you, therefore, to oppose any change In the. present method of
taxing annuity payments?

Sincerely yours,
WALT= I. KIxo.

KANSAS CITY LnM INSURANCE CO.,
Kansas City, Mo., March 1, 1984.

Senator BENNETT CHAMP CLARK,
Senate Offeo Buading, Waslhtton, D.O/.

My DEAs SENATOR: I am writing you regarding the Hill subcommittee recom-
mendation relative to determination of income on annuities. A 3-percent
income tax on annuity forms would be wrong from an economical standpoint
where an annuity is paid for with a principal sum, the annuitant gives up
all title to the capital thus investing in contrast to the situation which prevails
when money is deposited In a bank, or any other depository institution. He
is promised a definite income, irrespective of whether the insurance company
loses or profits from the transaction. Moreover, should he die early, the entire
capital sum is considered liquidated.. In no case can the annuitant derive
the profit unless he or she lives long enough to have first received back in
annuities, an amount equal to the principal sum paid for the annuity. There-
fore, a profit begins to accrue to the annuitant onl" when this particular point
has been reached. It also follows that to impose in income tax upon annuity
payments prior to the time when the annuitant has received back his principle,
is altogether an uneconomical proposition. As annuities represent a profit
they should, of course, be taxed, and according to my understanding, that
Is the ruling of the present income tax.

I presume the thought In the Hill report is based upon the actuarial explana-
tion that annuity payments using averages, represent a return annually of part
of the principal together with a certain amount of interest. This is true
when the annuity account is averaged for a larger number of annuitants.
But it is not at all the case with the individual annuitant. Ten thousand
annuitants would receive annually a part of the principal and some Interest.
But the individual does not profit until he has received payments' for a suffi-
cient term of years to make them equal the principal paid for the annuity.
Should he die prior to that time, the individual would have actually suffered
a loss.

I believe that the subcommittee has based its consideration on an incorrect
or incomplete understanding of an annuity contract, and that its conclusion
with reference to anAuity receipts that "such receipts are as a matter of
fact part interest and part return of capital" is erroneous as applied to the
individual annuitant.
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I believe you are a Member of the Senate Finance Committee, and I am
going to ask you to endeavor to have this provision taken out of the revenue
bill. I am informed that this bill has gone to the House of Representatives
and to the Senate. As I said before, I believe 8-percent tax on annuity forms
of life insurance is absolutely wrong.

Hoping that you can see this bill will work a hardship on everyone buying
an annuity for his loved ones.

Very sincerly, ED. S. VZLLMOAEE, Sr.
ESV: B.

KANSAS CITY LIFE INSURANCE CO.,Eaneas Oitu, Mo., February 7, 19d4.
Senator BENNETT CHAMP CLABK,

Washington, D.O.
DEAR SENATOB: I enclose a brief memorandum which points out an apparent

discrimination against annuitants and annuity contracts issued by life-insur-
ance companies, in the revenue bill of 1934 (H.R. 7835), now in the Senate
Finance Committee.

Under the old law, section 22 (b) (2), annuity payments under life-insurance
endowment and annuity contracts are not income to the recipient until the
total amounts received exceed the aggregate premiums or consideration paid
for such contracts. The present bill provides that amounts received as an-
nuftite under endowment and annuity contracts shall be Included in gross
income, except that there shall be excluded the excess of the amount received
in the taxable year over an amount equal to 8 percent of the aggregate pre-
minunm or consideration paid for the contract until the aggregate amount
excluded from income equals the aggregate premiums or consideration paid.

Section 28 (b) of the pending bill excepts from the provision for deductions
of interest from gross income, interest "on indebtedness incurred or continued,
or the proceeds of which were sed in connection with the purchasing or
carrying of an annuity."

The words in Italic are new in the present bill, and it seems clear from the
wording of the section, that Interest payments on any indebtedness incurred
to purchase an annuity or endowment are not deductible, and it will probably
be held that interest paid on sums borrowed on annuity contracts is not
deductible from income.

It seems clear to me that these two provisions constitute an unwarranted
discrimination against annuitant contract holders. If annuity or endowment
payments are included In gross income, then it seems that interest on indebted-
ness incurred to purchase such contracts should be deductible Just as any

.,other interest. Accordingly, if the amendment to section 22 (2) of the bill We
to stand, then it seems to me that the proposed amendment in section 28 (b),
limiting the deduction of interest on indebtedness incurred in connection with
the purchasing or carrying of an annuity, should be eliminated.

I do not think the elimination of both or either of the amendments would
mean every much in the way of revenue to the Government, but I think the
inclusion of both amendments will tend to prejudice the sale of endowment
and annuity contracts, and will probably lead to quite substantial withdrawals
from life-insurance companies of the present value of such contracts.

I think the advisor to your committee on this subject will confirm my view,
and I will appreciate it if you will discuss it with him, and also with Senator
Harrison.

Thanking you, I am,
Very truly yours, FRAbNK W. MOALUtsTER,

General Oounsel.

MEMORANDUM

The following are the provisions in the new revenue bill affecting insurance
companies:

1. Section 21 of the old law provides that amounts received under a life-
insurance contract paid by reason of the death of the insured, whether in a
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single sum or In Installmenis, are not to be taxed as itoine to the t'.ieleiit,
except that if such amounts are held by the insuier under at agreement to Iay
Interest thereon, the Interest payments are to be included lit Incon. Tilis
provision remains the same under tie proposed law.

2. Section 22 (b) (2) uf the old law provides that anlmutnts receivedI other
than amounts paid by reason of the death of the insured md interest payments
on such amounts under life-Insurance endowment or annuity 4(faitracts, are not
Income to the recipient witl the total amounts received exceiol, the aggriegiate
pi'enfulnm or consideration paid for such amounts.

The proiiosed law hias changed this seetion andn provides that amounts re-
ceived as annuities under malty or endlownlent contracts shall he inclh1d b 10
lit gross income, except tlitt th re shall Ie excluded fttonm gross Inc-ie the
excess of the amount reelved iln the taxable y'ar over ti amnult equal to
3 percent of the aggregate iremlums or consideration; paid mltil the iggi'egate
aniount excluded from hiCticom eqitils the aggregate premiums or ,'onsiderations
paid. It will at once lie seel that th( lwdvalltage of Insurance contracts existilig
under the previous laws, in liaving the amounts received exempt from titx until
the total amount paid lid been returned, has beet elnl I tld to the extent
of 3 percent of the total conslderationt of payment.

3. Section 23 (b) of the pl'lpiwed law. which iorovidts fillr d(hdttlOlts frolm
gross income, is ats follows:

"Interest: All interest pIid or accrued within the taxtblo yeit r ,' Indeted.
ness. except (1) on Indebledness hiti'Ired or continued too p)Ur',hlse, or (ttlly,
or the pivved.v of trhieh wr' usied to pitrehaso or earry. ,dlig;atiotts (oilier
than obligations of the Unitedl States issued after K-pt. 21. 1 1. aid orig.
mnally subscribed for by the taxl)llyer). the interest upon. which is wiolly
exempt from the taxes imjlseud by tlis title, or (2 ion ihidelitediwss invivirr4'i
or continued, or the preicecdv of which i'cre used l i c~oninetlil, with te(, pir-
chasing or carrying of all anity."

The words lit Italic tire new in ti proposed act. otherwIse tihe. sc(timl is the
same as the present act. It se'zns clear froll tl wording of li s section thlt
the interest payments on any tliebtedtess incurrcd to purelmse ani annuity is
not deductible from income and it night be urged that inte ret paid on sum.s
borrowed on annuities is not dleductile from tlncon(. There f mtgiht be so lie
reason for not permitting the interest to be deducted while iniwme receivld
oil atluties w2as tax-free. but since sueh incomlle lts been 11 1%, 41. is providel
inI the above section 22. then it Would seeI to be t InC (scrimittllitioi against
annuity contracts not to ppiiit the interest to be deducted.

CHARITABLE AND OTHER CONTRIBUTIONS

STATEMENT OF ALLEN T. BURNS, NEW YORK, N.Y., REPRESENT-
ING THE COMMUNITY CHESTS AND COUNCILS OF NEW YORK

Mr. BuRNs. I am executive director of the National Assoiation
of Community Chests. of which there are sonie 4(N) in the countrv,
and they wish to propose and request that section 23 paragraph
(o)-page 31, I believe it ist in the draft of the bill-be aitnwled
so that corporation contributions shall be allowed the same riglt (of
deduction from taxable income as individual contributions. This,
we believe from our experience, would do more to promote the ad-
ministration's policy of encouraging private charity as well as public
charity at the present time than any one thing that could possibly
happen in the country.

Senator CONNALLY. Your attitude is that if a corporation gets a
deduction, it would have a charitable urge, whereas it it does not get
the deduction it would not have the urge.

Mr. Bumxs. When the original provision was put in the bill in
1917 charitable contributions by corporations were almost unknown
in this country. The war charities and community chests, the'sequel
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of war charities, have developed corporation contributions to a re.
inarkable extent, to where, in 1929, with about 130 of our leading
clests. they amounted to some $13,000,000 for some 54,000 corpora-
tionis in the country.

The difference between the individual right and the corporation
right did not come out as an especial difficulty as long as we were
in prosperous days. Now that we are in less prosperous days. it
becomes harder to get contributions, and this apparent discrimia-
tion in the law between a corporation's contribution and an indi-
vidual's contribution has become more and more of an obstacle to
our maintaining the generosity of corporations. It is because of our
need of restoring charitable giving in this country that we believe
Stich action as this by the committee and Congress would be a con-
crete evidence that the administration and the authors of the bill
still believe that private charities should be maintained.

Senator GORE. Wouldn't that put them in competition with the
Government?

Mr. BUR's. A) arently not, according to the President of the
[n'lited States. The Pre4ident of the United States has urged that
private charity must go hand in hand with Government charity, and
that they are supplements rather than competitors.

Senator GORE. Don't you think the Government's dealing has dried
ul) the sources of private contributions?

Mr. BURN-s. There is no question, the biggest factor and the diffi-
culty in getting private gifts has been the immense appropriations
bv the Government; yet they were inescapable, in my judgment. I
hatve appeared before committees of both Houses urging public
al)propriations in the emergency for the relief or the destitute. We
do not believe, as the President does not believe, that public charity
alone can meet the situation in this country. We believe that private
charity must be maintained, *whatever is the development, up or
down, of public charity, and that there is need, at this time specially.
when charitable contributions have decreased notably in this coun-
try. of doing something to encourage them.

Senator GORE. Can yot give statistis as to the decline of private
contributions?

Mr. Bunxs. I can. so far as the community chests are concerned.
Senator GoRE. You say you can?
Mr. Buvns. Yes.
Senator GORE. State them.
Senator REED. In other words, your position is that a corporation

figures it can give just so much money to the community chests. At
the present time it has to subtract 13/4 percent, because it will havoc
to pay a tax on that?

Mr. BuRNs. That is it.
Senator REED. And if we struck out these words "in the case of

an individual ", so-it would apply to every taxpayer, then the com-
munity chest is going to get 13 percent more than it now does?

Mr. Buis. Well, we have a good deal of evidence from both
chests and corporations that that would be the case. I am not here
to guarantee it, Senator Reed.

For two years after the depression began, charitable contributions
went on increasing, Senator Gore. We increased some 23 or 24
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percent. We did not begin to decrease until after 2 years of the
depression had taken place. In other words, our contributions
decreased for the first time for the year 1933.

Senator GORE. The curve started down in 1988?
Mr. Bunzs. That is when the depression finally caught up with

us. We decreased 22 percent in 1933 over the year 1932.
Senator GO=w. That is,. your contributions declined?
Mr. Buns. Our contributions declined.
Senator Goiw. That is the time the Government started in so

generously to make these contributions to charity?
Senator COUZENS. In addition to that, there have been further

reduced incomes.
Mr. Bun~s. Of course.
Senator COUZEN. So it was not competition of the Government

alone that caused the decrease in the contributions?
Mr. BURNS. To show the situation, even with that decrease, Sen-

ator Gore, as compared with 1928, before the depression, our contri.
butions decreased only one tenth as much as taxable incomes in this
country decreased between 1928 and 1982.

Senator BARKLzy. But if private charity had continued on the
same basis or even been doubled, it would not have been sufficient?

Mr. Btnxs. Oh, by no means, by no means. We are not here main-
taining that.

Senator GonE. That is, it would not have been sufficient to consti-
tute as much as the Government gave?

Mr. BuRNs. Oh, by no manner of means.
Senator GORE. You do not undertake to assert that the Government

did not contribute more than Was actually necessary and more than
would have been necessary if it had been left to private generosity?

Mr. BURNs. No; I am not trying to put the Government over as
against private charity. I am saying that we are all looking forward
to the time when these ap propiations by Government can be greatly
decreased, and charity by the Federal Government brought to an
end.

Senator GoP. Oh, do you think it will ever be brought to an
end?

Mr. BuRNs. By the Federal Government?
Senator GoRw. Yes.
Mr. BuRNs. Yes; I think it will.
Senator COUZENS. I think you are mistaken about that.
Mr. Buius. Well, that is anybody's guess,, so I put in the word

"decreased."
Senator "GoRe. You are an optimistic prophet; I hope you areri ht.r BURNs. I may say there is one thing that will greatly help

them to decrease it, and that will be to encourage private giving.
Senator GoPw. I have introduced an amendment here to impose a

pretty heavy tax on bonuses given. by corporations to their officers
and directors. The theory underlying the amendment is that there
is a fiduciary relationship between the officers and the directors of
the corporation and the stockholders, and that they haven't any right
to take the money that belongs to the stockholders and give it away
to someone else. Now, do you think that a corporation has any
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right, or ought to have the right to take the money of its stockholders
and give it out by way of charity? Should that not be left to the
people that own the money that are entitled to it?
Mr. BuiNs. We would Le glad to make an argument.
Senator CONNALLY. Do not the directors represent the people that

own the corporation? If they do, aren't they supposed to be the
representatives of the stockholders?

Senator Goiw. We represent the taxpayers, but in the squandering
of millions and billions of dollars here the taxpayer does not have
much to say about it.

Mr. BuRqs. There has never been a serious suit brought during,
the depression or since the war-

The CHAIRMAN. Thank you very much, Mr. Burns. That was all?
Mr. BURs. Yes. We would like to file this brief.

PROPOSAL TO PERMIT CORPORATIONS TO DiEUCT TnEIR (nARITABI.E (ONTIRIBUTIONs
FROM Timm GRoss INCOME IN COMPUTING NET INCOME FOR TAXABLE PURPOSES
StBMITTED BY COMMUNITY Cn1FSTS AN) COUNCILs, INC., NEW YOaic CITY

This proposal is to strike out the words "in the ease of an individual" from
section 23 "1 deductions from Gross Income ", paragraph (0) "Charitable and
Other Contributions ", page 31, line 23. This amendment to both the present
law and pending bil would permit corporations only the same right of deduct-
Ing charitable contributions as is now allowed to individual contributors.

I. WCKING FOR PROPOSAL

This proposal is made at the unanimous request of the 400 community chests
of the country as the most effective single step possible in promoting that
feature of the national administration's policy set forth by President Roosevelt
in his broadcast of October 15, 1933:

"I have spoken on several occasions of the vital importance to our country
that private charity in all that broad term covers, must be kept up at least to
the levels, and I hope even beyond the levels, of former years. At this opening
of the Four Weeks' 1933 Mobilizrition for Human Needs, I want not only to
reaffirm what I have said before, but to stress the fact that the fine teamwork
in the recovery program cannot be successful if an important horse is lying
back in the traces."

Adoption of the proposal now made would be the best concrete evidence
that the Administration means to promote private charitable contributions to
Its utmost.

It. DEVELOPMENT OF THE PROBLEMS

The original provision allowing individuals to deduct their charitable con.
tributions from taxable income was adopted in 1917 to promote charitable
contributions for purposes connected with the war. While corporations were
not allowed the same privilege as individuals, the practice of generous and
wide-spread corporation contributions begin in the war and has continued
ever since. In exceptional instances corporations have be allowed to deduct
their charitable contributions from their taxable income under the provision
of the present law that "all ordinary and necessary expenses in carrying on
business" are deductable. Securing such deductions has frequently been at
the trouble and expense of prolonged controversy with the Bureau of Internal
Revenue and of much litigation. The necessity of such litigation is no Induce.
ment, but a barrier t6 charitable contributions by corporations.

There hes been n long series of negotiations and legal contests by representa.
tives of both. charities and corporations over this moot point. The best, yet
equivocal, result is in the ruling of the Internal Revenue Bureau of October
0, 1932, which declares:
"Although It was previously held that a showingtof a direct benefit flowing

to the corporation as a result of the contribution was necessary it is now held
that a deduction will be permissable if the taxpayer corporation can show
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that it reasonably contemplated a financial return commensurate with the
payment and was motivated by such expectation of a financial return in
making the payment."

This ruling refers to the past requirement that corls)rations produce evidence
"that increased business did resultt"

This latest ruling was stated by the Bureau to be for tile purpose of encour-
aging liberality among corporations. but the actual practice has been to leave
the burden of proof on the corporations, or in other words to require a legal
contest before the right of deducting charitable contributions can be established.
Some (orllrations have made such legal contests with about a 50-50 result.
(enerally the expense of the contest equaled at least the saving bade in taxes

by the litigant corporation. The ul)shot of tile whole situation is that cor-
porations in tile main do not think it worth instituting proceedings before
the income-tax authorities. They have bigger fish to fry than such contests
or tile saving in taxes is not worth the paiuns and expense. If every contribu-
tiolls llearrs ii controversy the corporations simply won't contribute.

'onsequently, Community Chests and Councils, Inc., the federation of the
4W0 chests of the country, receives protests and requests front chests and
corporations in scores of cities from IHoston to San Francisco. These protests
insist that corporations are discriminated against In their charitable giving
as compared with individuals and that a large additional source of charitable
revenue would be provided if corporations could be given only the same right
of deducting charitable contributions as is granted to individuals. Three
illustrations are typical:

From the Cincinnati Chest ,apropos of an adverse decision of the Income
Tax Unit against one of their corporate contributors:

•To test this matter out either by appeal to the Federal 'Commission or by
suit in the courts would take so long as practically to prevent a large portion
of corporations giving in the present mobilization and in next spring's
campaign."

The Community Chest of San Francisco quotes as follows front a letter to
them from the Westinghouse Electric & Manufacturing Co.:

"The Federal Income tax law does not permit a corporation to deduct as
expense payments made to organized charity. Individuals may make such
deduction, and it seems unfair that corporations should not have the same
privilege for all payments legitimately made. In subscribing to your fund we
wish to advise you that the above-mentioned provision of the Federal income
tax law will have a restraining Influence on future payments which we make
to your fund."

From the attorney of the largest corporate giver in Indianapolis:
"I make this last suggestion (right of deducting corporate contributions)

because it is noticeablee in our local solicitations that even our very wealthy
corporations, "est able to make substantial contributions, contribute but a few
hundred dollars each. Possibly this. miy be due to lack of corporate power in
many eases, but I am rather of the opinion that it is principally because no
credits whatever are given against Income-tax liability."

These quotations in.substance could be duplicated from scores of community
chests an( their corporate contributors. The Internal Revenue Bureau has
probably gone as far as it can under the present laws and yet leaves litigation
,facing corporttlons which are willing to give on an equal basis with individuals.
No Executive order will solve the problem. The law should be changed.

As suggested ab:ve. there hove been numerous conferences, suits, and
developments of practice within the In|ternial Reveule, Bureau on this rather
complicated question and it Is at the suggestion of the tax experts of tle
Treasury that this proposal is now laid before the Senate Fhuttince Conitittee.
As the question involves so much past action and policy of tle tax units of
the Treasur. it is suggested that it be referred ti them for further light and
recommendation on the problem.

MI. IN'TEE.TS AT 8TAKE

The stakes of (orporatio ts in this matter have been a rapidly increasing
item. The history and development of corporation contributions to charity are
set forth best in a report of the National Bureau of Ecotonic Researel in
1930, Corporation Contributions to Organized Welfare Services. Before the
World Wair corporation contributions were an exceptional occurrence in this
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country. They were so exceptional that the omission of their right of deduc-
tion in the original Income war taxes is not surprising. Tile war developed
these contributions immensely and community chests, the sequel of war charity,
have continued to secure these corporation contributions until they amounted
to 22 percent of all contributions to community chests in 1929. At this rate
(Yorporation contributions to community chests have itmounted to as much as
$22,000,000 in a single year. At the present rate of corporation taxation, 13.75
percent, taxes have Involved of from $2,000,000 to $300,000,000 in corptiration
contributions to community chests alone. The exigencies of the depression
have also induced corporations to contribute in nonchest cities, where previ-
ously corporation contributions were almost negligible. Naturally corporations
are resentful at this discrimination against then in the natter of taxing their
pro bone publico expenditures as any of the rest of us would be. It has
become harder and harder to persuade then both to make liberal contributions
and to endure this discriminatory tax.

Private philanthropy has had a progressively more difficult task to hold
up its end of the national charitable responsibility during the depression. It
has needed every reinforcement and argument that could be made available.
If, as the President constantly states, private charity is to persist and carry
its share of the load of our less fortunate citizens, its approach to corporations
for contributions ought to be eased rather than made more difficult. Instance
after instance could e cited of where corporations this last year have with-
drawn their contributions with the taxation situation as one of their reasons.
Private charity cannot carry on without the help of the corporations to which
it has become accustomed. When it is clear why Community Chests &
Councils, Inc., the representative of tile private charities in these 400 cities
feels the necessity for doing its utmost to remove the barrier against continued
corporation generosity.

Tile United States Treasury has the biggest stake in this problem. During
the depression the Treasury has been called upon for contributions for the
relief of tile unfortunate as never before in the country's history. Direct
appropriations for relief already amount to $1,750,000,000. It has been argued,
and the President has taken the. position that such expenditures are extraor.
dinary and for the emergency only. How rapidly they can be decreased or
finally ended depends materially on the encouragement given to private charity.
The sum that the Treasury would lose In corporation taxes is as nothing
compared with Treasury expenditures if private giving is not encouraged to
resume in Its old-time terms. The encouragement to corporate giving by the
abatement in taxes should result in many times that amount of corporate con-
tributions, and so in the ultimate easement of the Treasury in its contributions
to the unfortunates of our country.

IV. WAMMARtY

Community Chests & Councils, Inc.. is in touch with more private giving
than azy group in the country. Both the preceding and present administra.
tions have cooperated with and laid ulon the community chests responsibility
for maintaining the bulk of philanthropic contributions to welfare services
during the depression. Our whole experience indicates that nothing would
help us to discharge this responsibility still further and carry our end of the
load more successfully than granting to corporations the same right of deduc-
1101|s of their charitable contributions as individuals have enjoyed for nearly
20 years. Such action by the Government would be proof positive of tile
statement made by the President to the country's philanthropic leaders last
September:

"This work is an essential part of the Government's program. the pir'igrtln
of the people of the United States to bring us Ilfck to where this country has
a right to be."

We ask: (a) That lh tile pending law the words " In case of individuals" be
stricken out on page 31, line 23. of the committee print.

(?; That Il this comection the oplalion (cf the tax seealists of the Treasury
be solight.
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TAXES WITHHELD AT SOURCE

STTEMEN OF B. 0. DEY, REPRESENTING SOUTNEEN PACIFIC
RA OAD 0.

Mr. DEy. Mr. Chairman and gentlemen of the committee, in the
limited time it is difficult, perhaps impossile to make an adequate
and logical presentation of this question suck as we would like to
make.

At the outset I want to make it perfectly clear that our proposal
does not reduce the revenues which the Government is lawfully en-
titled to collect to any extent at all. It does result in a tremendous
administrative savings to the Treasury and to the railroads and other
corporations having bonds of the class involved hero.

The question I want to present is this matter of withholding at
the source of the so-called "' tax-free covenant bonds." It has been

oing on for 20 years, and it has cost hundreds of thousands of dol.
fre to the corporations and to the Government, money that might
well have been saved, and the fact is that if our proposal is adopted
by you in line with the recommendations made by the subcommittee
of the kouse the Government revenues which it is lawfully entitled
to collect, wil be substantially increased.

The CHAIRMAN. Your proposal is in your briefI
Mr. Dzy. I have no written brief, and in my few remarks here

all I can attempt to do is to put before you a practical picture of the
administrative nuisance that exists in connection with this.

As you know, in the 1918 act many classes of income were required
to be withheld at the source. In 1917 the thing had become such a
nuisance'that the Senate abolished it entirely, the House wanted to
keep some of it, and they compromised on this one remnant with
reference to the so-called" tax-free covenant bonds." I want to get
at the outset right into the practical operation of this, because that
is all I have tinie for.

Practically all bond coupons are presented to the banks. Very
few, if any, come to the treasury departments of the corporations,
the railroads, and others.

I represent here today--while I am connected with the Southern
Pacific Co., I am speaking for the Railway Treasury Officers' Asso.
ciation, which consists of the treasurers of all of the railroads of the
country, the same group that Judge Fletcher spoke for yesterday,
only here for the treasurers who handle this particular matter.

You are familiar with the ownership certificate that the bond.
holder is presented with when he goes to the bank with his coupons.

The Ciwii r. Won't you put a copy of one of those in the
record so the stenographer s notes will show itI

Mr. bEY. I wil.
(The certificate referred to is as follows:)

Form 1000, Treasury Department, Internal Revenue Service, revised June 1032)

OWNERSHIP CERnFICATE

(To be used by a citizen or resident individual, fiduciary, or partnership
in connection with Interest on bonds of a domestic or resident corporation
containing a tax-free covenant.)
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Iw O0S11P0BATION

Name, ; address, - ; name of bond, .- ; date interest was
due on the above bond, - .

I certify that to the best of my knowledge and belief the information entered
hereon is correct.

(Sigature of owner, trustee, or agent.)

(Address of trustee or agent.)
(A fiduciary must disclose the name of the estate or trust for which he acts.)

OWNER OF BONDS

Name, - ; address, - ; city, ; State, - ; date paid,- ;
amount of interest received.

Owners according to net income: 1. Individual or fiduciary whose net Income
does not exceed the personal exemption and other credits, -, no tax paid
by corporation. 2. Individual or fiduciary whose net income exceeds the per-
sonal exemption and other credits, or a partnership, $- - 2-percent tax paid
by corporation.

Nor-If you discover at the close of the year that the interest was not
entered on the proper line, you should prepare on or before February 1 of the
following year an amended certificate on this form and forward it to the
corporation which issued the bonds.

Mr. DEY. If he has no taxable income, the corporation is not
required to withhold. The fact is when he goes to the bank with the
coupons he does not know whether at the end of the year he is going
to have a taxable income or not, so even if he has the capacity to fill
out this form, which he has not ordinarily, he plays it safe and
reports that he will have a taxable income, and then the corporation
that has isued the bond from which those coupons are taken has to
pay 2 percent. Ordinarily the bondholder who presents the coupon
leaves it to the bank. lhe does is to sign his name and the bank
does the rest and they do not even ask the one who presents the
coupons whether he has a taxable income or not.

There are about 6,000,000 of these ownership certificates presented
each year from about 2,000,000 bondholders scattered all over the
United States. These ownership certificates are sent in to the cor-
porations by the banks along with the coupons. When the corpora-
tion gets them it has to sort them and make up a complete detailed
report, which it reports monthly to the Treasury.

The xI&nMAN. in your option, if this suggestion were followed,
would not the corporation rather than the individual bondholder
receive the advantages

Mr. DEY. The corporation would get a substantial advantage in
two different ways. First, it would be rid of the nuisance which, as
I say, costs a very large sum of money in the aggregate. It would no
longer be required to pay the tax. That 2 percent, insofar as the
bondholders are required to pay would be shifted to them-those
that have taxable incomes. To them would be shifted that burden,
but it is extremely slight.

Take the Union Pacific. They made a check in 1981 of all of their
outstanding bonds carrying this tax-free covenant clause. Sixty-
four percent were owned by corporations, and of course they are not
involved, because this withholding applies only to individuals, part-
nerships, and fiduciaries. S'xty our percent of the Union pacific
interest was paid to corporal ons, so that is out of the picture. The
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other remaining 36 percent was paid to 19,500 individuals, or paid
for them. Of the '19,500, over 8,000, or almost exactly one third, had
no taxable income, so they were out. Then came almost another one
third of the 19,500 who had during the year on Union Pacific bonds
of $100 or less, so that the burden that was shifted on the average to
the individuals, to the. second one third of the 19,500, was less than
$2. Then there came an intermediate class, and finally we got down
to the end, and ttere were only '68 out of the 19,500 that had an
average burden shifted upon them of $20 or more, and those were
people naturally of such wealth, because of the Union Pacific bonds
alone they had to have an income of $1,000 in order to have $20 of
the tax shifted to them so that they were people who probably paid
on the average at least 20,000 in income taxes, and there was shifted
to that limited number of 588 out of the 19,50 bondholders an added
burden of only $20 or more-among people, of course, to whom that
amount of money was matter of no great importance.

Senator Gzomoz. Why are these bonds issued with this covenant
in them?

Mr. DEY. Before we had income-tax laws, prior to 1913--that is
when they were issued. No railroad has issued any of them since.
These issues we are talking about are rather old, but they have a
great many years yet to run. They put in a clause or a covenant
to the effect that the corporatin issuing the bond would, if the Fed-
oral Government or a State or any municipality thereof should in
the future require, the corporation to pay a tax on the interest, that
the corporation would then pay it. It was not a covenant that the
corporation would pay on the bondholder's income in any event.
There is no reason why the bondholder should not pay on his income,
the same as every other person does. There is no reason why the
corporation should pay it for them. So the covenant did not go,
as many people commonly think, to an absolute agreement on the
part of he railroad company to pay a part of the bondholder's
income tax. The covenant did notbecome operative until the Gov-
ernment in 1918 passed the income-tax law and required the corpora-
tion to withhold,

What the corporation agreed to with the bondholder was this:
You will get from me your full interest, and once I put it in your hands

you pay the Income tax on It, but if the Government should require me to pay
directly to the Government instead of through you, then I will take care of
that.

So it was the Government that really wrote this obligation into the
bond, or, rather, made it become operative by the act of Congess.

Now, we are asking you to do away with that and let the bond-
holder pay his tax on his own income.

Senator GEoRaE. Is that on the theory that it would benefit the
corporation in handling its bonds, by the insertion of this condition
of the covenant or this provision?

Mr. DzY. I think that was the purpose of it; yes.
Senator Groncm. I can see how it has become onerous.
Mr. Drz. The purpose of it was as between the corporation and

the bondholder, to see that they received" from the corporation-that
is, the bondholer-the 4 or 4V/ percent interest. It did not free
the bondholder from being taxed through income taxes on his inter-
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est at all but it did protect him in getting the full amount from the
corporation so that it could not withhold from him. But, as I say,
we must not get the wrong impression about that covenant. In the
absence of the law requiring the corporation to pay directly to the
Government, the covenant would never have become operative. And,
of course, there is no excuse at all in principle of withholding at the
source on this one class of bonds and not on others. There are more
bonds outstanding that do not have this clause than there are those
thtat do 'have it.

In the case of the Southern Pacific Co., that 54 percent of our
bonds do have this covenant in. They were issued prior to 1918.

These ownership certificates roll in to the corporation, and we
have to have clerks and stenographers and all that sort of thing to
sort them and to make up the form no. 1012, and here [indicating]
for 1 year alone is the Southern Pacific Co.'s report that it makes
monthly to the Treasury. I bring these here in order that you may
see just what one corporation does and see the the amount of detail
and typewriting that is done. The name of the corporation, the
interest paid. the tax withheld, and so forth. And the name of every
bondholder, his address, the amount of the interest paid, and the
amount of the tax withheld.

Senator MrcmA. How do you get the name of the bondholder?
Mr. DEY. On these certificates that come to us through the banks.

I just wanted to bring it here so that you might see the thousands
and thousands of dollars that are being wasted in administrative
expense, and if you will save us that money, we will then pay to
you, out of our increased earnings which result from that saving,
$14.75 for every $100 that is saved. The Government will get that
and to 'that extent the revenues which the law contemplates shall
be collected will be increased, and that will amount to a very sub-
stantial sum, when you take into consideration all of the corpora-
tions throughout the United States that have this class of bonds out.

The CMUMAN. How much does the Southern Pacific Co. deduct
at the source annually?

Mr. Dzy. Sixty-eight thousand dollars now, and then the admin-
istrative expense is a few thousand dollars on top of that. We will
be relieved from that it is true, but the burden that is shifted to the
bondholders, as I said a few minutes ago, is practically nothing.

On the Union Pacific, let me repeat, for 1931, 64 percent of the
bond interest was paid to corporations, which are not in the picture;
19,500 individual bondholders received the other 36 percent, and
exactly almost one third of them had no income tax to pay, so they
were out of the picture. And almost another one third of the bond
interest of less than $100, and therefore had an individual burden of
less than $2. Finally, you come down to the big bracket, and there
were only 588 out of the 19,500 who had an average of $20 or more
of burden that would be shifted to them under our proposal.

Let me read from a letter from the Treasury Department addressed
to the Southern Pacific. When we went to them and tried to get
them on their check-up to pay us back the nioney unlawfully col-
lected because of the 16 percent of this $68,000 we pay every year
which should not be paid, because the law does not contemplate it-
the reason it is paid is because of the errors in these ownership cer-
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tificates, where the. man says, "I have a taxable income" when, as a
matter of fact, he has not and will not have. Of course, we cannot
tell at that time whether he is going to have one or not, and the banks
play safe for their clients when they fill these things out.

Submit to you gentlemen-first, let me read this letter from the
Treasury Department:

In this connection your attention is invited to some of the administrative
problems confronting the Office in pursuing the policy requested by you. There
are approximately 6,000,000 certificates, Forms 1000 and 1000-A, filed each
calendar year for individuals residing in practically every locality of the
country. These forms are executed by approximately 2,000,000 bondholders,
rtesulting in numerous types of handwriting of varying degrees of legibility. Of
these 2,000,000 bondholders a certain proportion change their addresses often
from one collection district to another. The results ire obvious; first, in the
case of illegible certificates, precision in sorting is impossible, and in the second
ease, where address is changed, transmission of the certificates to the collection
district where the return of the individual is filed cannot always be effected.
The result of these two conditions makes a partially incomplete file of owner-
ship certificates for many taxpayers. Were a voluntary refund attempted in
such cases some of the debtor corporations involved would not receive the
benefit of the proportion to which they were entitled.

They concede that they are collecting money that the law does not
contemplate from all of the corporations, but they say that the ad-
ministration difficulties are such that they cannot refund it. Now,
they won't refund it even if we go out to the bondholder and get a
statement from him, an amended certificate, unless he goes before a
notary public and swears to it; and, of course, you cannot get your
bondholders to do that. They are not going to pay even the notary
fee. They pay no attention to you-they do not care.

Now, I want to submit this to you: Take these two Southern
Pacific bonds. A week ago before I got into this question as the
attorney for the Southern Pacific Co. I could not have correctly
filled that form out, although these bonds are issued by the company
I represent. I have handed these certificates to you already, and I
submit-and I do not want to be considered impertinent when I say
it-that there is not a man of this committee, notwithstanding all of
our experience here in dealing with tax laws, that in an hour or

for the rest of this day can sit down and-I will give you coupons
from each of these bonds-and there is not one of you that can fill
this little certificate out correctly unless you do it by accident.

The CHAIMAN. We will concede your point on that. (Laughter.]
Mr. Dey you have had 15 minutes. Is there some other point you
wish to discussI The committee will take that up and consider yoursumigestion.Mr. Dzy. Well of course, I have not gotten started on this thing,

as I knew I wouli not when I began, but I want to call your attention
to the amendment in the law as it now exists, made by the Ways and
Means Committee of the House. As I say. the subcommittee recom-
mended that we do what I am asking you to do. It went before the
House committee, and never any fuII presentation of the question,
I think, in the 20 years before the committees. We assumed that the
main committee would do what the subcommittee recommended, but
the main committee did this-

Senator CouzErs. Let us look at the record of that. We can do
that.



INSTALLMENT BASIS

The CAMMAN. I would suggest, Mr. Dey, because this is a rather
important proposition, if you want to elaborate on anything, which
you have said do it in the form of d brief and give it to the stenog-
rapher, and tle committee will consider that proposition, because,
as soon as we finish these hearings, we are going into executive ses-
sion, and every one of these propositions is going to be considered
very carefully.

Mr. DEY. appreciate that. There are some things I could not
put in the brief, such as this picture here, and that is really all I
could hope to get before you.

INSTALLMENT BASIS

STATEMENT OF R. 0. FULERIGHT, WASHINGTON, D.C., REPRE-
SENTING VARIOUS CLIENTS REGARDING SECTION 44, IN-
STALIENT BASIS

Mr. FuLEmOuT. I represent several different classes of taxpayers
here who are particularly interested in presenting just two matters
to this committee.

One is a matter that has not been presented to either of the com-
mittees at all. I refer to the retroactive effect which comes out of
the change which is made in section 117, dealing with capital gains
in connection with section 44, which deals with installment obli-
gations.

I have in mind this character of a situation of this character. For
example, an office building is sold and installment obligations pay-
able annually are taken, and those installment obligations that are
yet unpaid, when they are paid or disposed of they are under section
44 but taxed according to the current rate of tax. Ever since 1921
it has been the policy of the taxing authorities and Congress, to fix
a tax of 12% percent on the capital gains and a deduction of 121/2
percent on the losses. I shall not go into the history of that-you
are familiar with it. You studied the British system at that time.

These concerns have been going ahead and making those sales of
capital assets on the installment basis, and the installment basis has
been permitted for quite a few years.

In your 1921 act you put section 212 (d) in, and made it rotroac-
tive, to legalize the practice that had already taken place in the
Treasury Department.

Now. in the case such as I mention of the man who has gone ahead
and sold this building and has yet unpaid installment Obligations
may be taxed a much fiigher rate than 12/ percent. That would
depend somewhat on his gross income. Now, in the provision that
was originally suggested by the subcommittee over in the House, that
would not have occurred in very many cases, because of the fact that
it was graduated out over a period of years until it reached very low
rates for the long period of time. The theory of it was to spread the
gain over the period that the asset had been held. The principle
was, I think, approved by the Secretary of the Treasury, but the
exact modus operandi was not approved by him at that time, or any
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suggestion. But what I wish to call attention to is a situation here
that where a person has held an asset from 2 to 5 years and has dis.
posed of it and has these capital obligations, the installment obli-
gations, if he has an income of $26,000, he would get the increase.
If he has an income of $50,000, he would be taxed over 20 percent,
reaching that rate on the capital asset; and even where they had been
held 5 years, it runs over 20 percent, at $90,000.

The CmnZtxu. It is your contention there ought to be another
bracket in there I Is that itI

Mr. FuLwqoRiT. That in a way would take care of it, if you put
another bracket in. On the other hand, I have here a written pro-
posal, which I will submit and not take the time of the committee,
which would simply give to taxpayers in such cases the option as
to those installment obligations which they had on hand on Decem.
ber 31, 198, to pay the profit-not take a loss but realize a profit-
to return that income, bised upon the face value of those securities,
not upon any discount value or anything like that. In other words
you would give the taxpayer an option within a limited period oi
time, at the time of the effective date of this act on January 1, to
pay his whole .tax at this time based upon .the full face value; and
thereby the Government, of course, would get the tax now.

Now here is the way this has been worked unjustly: In some
cases these holders of these obligations have grafnted time to the
debtors because of the depression conditions. The debtors were un-
able to pay. It would have been a hardship on them, or they might
have had to be foreclosed or something like that, and where they
have gone ahead and have extended time on it, and thereby helped
the debtors to continue operations of their business-and I have a
specific case just like that-

Senator Rpm. When you suggest payment, now, you mean at the
120 percent?

Mr. FULDRioHT. At the 121/2 percent. I should have made that
clear-pay now at the 121/2 percent on the full face value, whether
he ever collects them or not.

Senator Goiw. That would relate mostly to real-estate install-
ments, would it notf

Mr. FULIUGHT. For the most part. The particular case that I
had in mind was a case where an individual sold out an interest in
a business in 1929. His basis of gain and loss relates back to 1915
and there is quite a substantial profit in there between 1918 and
1929, and yet the associates who bought him out have been unable
to meet the payments from year to year and they have been deferred.

Senator Goiw. W61, how would it do in that sort of company?
I think it is a very strong statement, on the part of the taxpayer,
that the tax would be paid if the collection had been made when it
was due.

Mr. FULERxWHT. That is what we are asking for exactly. The
theory of the installment section, as you will recall, Senator Gore,
is that the tax really became due when the sale was made and the
notes were taken, but you are permitted to defer it under that sec-
tion and pay on the tax as the installment obligations are paid or
disposed of.

Senator CONNALLY. Mr. Fulbright, in other words suppose a man
is selling in 1929 with these deferred payments. Your proposal is
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to let him settle them ini the last taxable year, 1933 giving him an
option of considering that a closed transaction and paying on all
of the deferred installments at the rate of 12Y2 percent under the
old law rather than to drag those payments that have been deferred
forward into this new act, when they would not have been under
this new act otherwise?

Mr. FULDRIGHT. Precisely; and we are restricting that to cases
where there is a profit; not a right to take a deduction and get
out of taxes.

Senator CoxALLxY. In other words, the Government would get the
advantage of those lump-suni settlements just as though they had
been made last year?

Mr. FmTRiOHT. That is correct.
The CHAIRMAN. All right.
Senator Goimn And these deferred payments were deferred out of

leniency toward the debtor, although going forward under this bill,
they get caught in these higher brackets. It that the idea-the
higher taxes I

Mr. FummonT. Yes; because the way this operates, in the ma-
ority-of cases the.sale. of capital assets, the rate wil be reduced in.

steadof increased, as I believe, under this bill, and it was not con-
templated that it 'was going out to increase the taxes on past trans.
actions.

Senator R=D. Your case would be taken care of if we followed
the recommendation of the House subcommittee and put in that
other bracket.

Mr.•FuwmonT. It would take care of a great part of it, Senator,
I think.

The CHAIRMAN. What is the other proposition?
Senator CONNALLY. Mr. Fulbright, just before you pass from that

since the man made the contract under the existence of this law, and
no doubt took into consideration the rate of tax that he was sup-
posed to take, would it not be a distinct hardship, having settled
on that basis, now to drag him forward into these new brackets,
but would it not be fair for him to settle this thing rather as though
it were a closed transaction ?

Mr. FuLPoInT. And I mav say further that it was not the pur-
pose of the House committee, as they point out, to increase the tax
on any past transactions by reason of this, and yet this has just that
effect. Now, the other proposition is a peculiar angle, the one angle
of the personal holding companies' provision, section 102. I have
not had an opportunity and will not have an opportunity to confer
with the other gentlemen who are interested in that section. I
represent a group of oil royalty companies, dealing in oil and gas
royalties in the Southwest. In the Southwestern States all of the
oil-producing States, that has the effect of constituting quite an
industry. These companies are highly speculative in character.
They have to maintain reserves. They have to reinvest their funds.
rhe.y have to protect their investments, sometimes by offset sales,
iind in other ways. They cannot as a practical matter, distribute
their Carnings as they get them. They are in a much similar situa-
tien to some of those rental companies, and I believe the real-estate
people.' have petitioned you to leave rents out of that section. Now,
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the companies that deal in oil and mineral royalties were in maniy
cases companies where less than five families own a majority of the
stock. There are usually 2 or 3 individuals that are the piincipal
producers, or principal operators of those companies.

Senator CONNALLY. Disassociate those from the oil-producing com.
panies. They are a different industry.

Mr. FULBRioT. Some of them have oil production, Senator.
Senator CONNALLY. Well, I know; but what I mean is they are

not the big oil companies, as a rule.
Mr. FULmoiOT. The big oil companies are engaged in exactly the

same business, and when the big oil company g-os into the market
to buy an interest in a farmer's royalty-and which has been quite
a relief to farmers in the Southwest in the past 4 years--that the big
oil company is not hit by this penalty tax of 85 percent. It pays its
1834 percent or whatever the profit may be, but the small group of
individuals that are in the same market buying and selling the same
character of royalties will be penalized by more than a 40-percent
tax -under this definition, and I want to say this, I have had some
limited practice before the Bureau of Internal Revenue for more
than 20 years, since before they had the 1913 act, and I just want to
call the attention of the committee to this fact, that ever since 191S
you have had a provision in the law to reach corporations that were
availed of for the purpose of avoiding surtaxes. Now, originally in
the 1918 act-may I have just a minute to give you a bit of history
on that, because I think it is going to be very pertinent; there is
going to be some other diseussion here-I want to gi you the his-
tory of it in the 1918 act. You incorporated a section, 20, which
provided that, where a corporation was availed of for the purpose
of avoiding a surtax on the part of its stockholders the stockholders
could be taxed as though it were a partnership, and on the distribu-
tive part'of it, if it were distributed.

Now, that was passed in February 1919, the 1918 act, and at that
time there was pending in the Supreme Court the case of iener v.
MoNCumber, involving the right of Congress to enact a law which
would tax stock dividends, and a great many people thought that
that provision was unconstitutional this provision, section 220.

In March 1920 that case was decided, and in it the Supreme Court
pointed out that a stockholder had no right of property, as such. in
the dividends of the undistributed accumulated surplus, rather of ai
corporation, whereupon we concluded-I think nearly everyone did-
the text writers concluded that this section 20, in the 1918 act, was
not constitutional. So far as I know, however, you put a penalty
tax upon the corporation of 25 percent. The constitutionality o
that tax was challenged, but it did not arise until along in 1927 or
1928, when the case went before the Board. There have only been
2 adjudicated cases under the 1921 act, and only 1 under the present
law, which came in in 1924.

You have got ample authority now, because the courts last year
have decided that those provisions were constitutional, and it was
decided that this prima-facie presumption that you have put in in
section 103 (and it is now in section 104) was lawful.

The Supreme Court denied a writ of certiorari in October. The
road is clear for the Commissioner to go in and enforce the law, and
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ft should be ntiforced, and it will reach these companies, in all the
cases s where they aecumnulate those surpluses beyond the reasonable
needs of the corporation.

Senator CoUZENS. That is not the experience the Commissioner
found in trying to enforce that. Enforcement of that act, in view
of the argument of taxpayers, has been almost impossible.

Mr. FLIIRITHT. Senator, I do not think there has been a real
effort made to enforce that act. if you want my opinion about it.

Senator GorE. You have to irove a purpose to evade the tax laws,
do you not ?

Senator CONNALLY. There is a presumption.
Mr. FULnIIIT. Xo, sir. It is presumed in the law that where it

ir- a hohling company, or an investment company, or where the sur-
plui i permitt, d to accumulate beyond the reasonable needs of the

u.4ine,. tl re is a prima-fI.ie pr: 4mptioi that it is for the prtipse
of escaping the surtax, and the circuit court of appeals has upheld
that. and the Supreme Cmrt onm October 9 (Jenied a writ of certiorari
in the case, so that is settled.

Now. in this section 102 thor, are all kinis of contingencies that
might arise that would just automatically catch companies, not
merely those who owe debts but you have cases of companies Where
their vestt ments have so deprciatel they cannot write them off for
tax proposes, and to dispose of tflienm, but their investments have so
depreciated that the capital is impaired, and yet unless they went
ahead and further impaired their capital by distributing their in-
come they might be penalized an extra 35 percent. I just wanted
to cal attention to the fact-and I have a written statement to sub.
mit here-that in the case of the oil royalty companies, the exception
there, they did maintain an exception for dealers in securities and
for banks, and so forth-would take care of the situation in the
Southwest, but, after all, it is my opinion, and based upon a good
many years of the observation of the administration of this law,
that section 103 as now written is ample to take care of the situation,
if the commissioners will enforce it, and I believe they will, since it
has been upheld.

The CiaiMA N. Thank you very much.
Senator CONNALLY. Mr. Fulbright, have you an amendment#

Suppose the committee should determine not to retain that law, and
wanted to make some change? Have you some amendment that
would exempt that?

Mr. FUumxoRT. May I file them?
The CMIMAN. You may file them. As I understand, you have a

brief you want to file?
Mr. FULDmonR. Just a brief statement I want to file, to be made

a part of my remarks.
(The statement referred to" is as follows:)

PROPOSAL TO EXEMPT CORPOtATIONs DEALING IN MINERAL ROYALTIES Fom THE
Opuxox or Suwo Ol 102, H.R. T8M, WHICx IMPOSIS A PENALTY TAz. ON
HOLDING COMPANIES

SUGGESTED AMENDMENT

It is suggested that section 102 (b) (1) be amended by excepting corpora.
tlions realing in mineral royalties from the definition set forth therein. The
present definition excepts banking and insurance corporations, and it is only
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necessary to udd corporations dealing In mineral royalties. The first three lines
of section 102 (b) (1) read as follows:

"(1) The term "personal holding company" means any cOrjiorattion (other
than a banking or insurance corporation) if "-it Is proposed that tile above
portion of the section be amended to read as follows:

(1) The term "personal holding company " means any corporation (other
than a banking or Insurance corporation or a corporatio dealing in mineral
royalties) if "-

STATEMENT IN SUPPORT OF AMENDMENT

Section 102 of H.R. 7835 would subject corporations which derive 80 percent
or more of their gross income from royalties to it penalty tax of 35 percent.
lit addition to the regular corporation Inconte taxes. lin all cases where more
titan 50 percent of the voting stock is owned by not more thiti five Individuals
or five families.

In all of the oil-producing States of the West there hIrs been developed quite
an Industry lit recent years in connection worth the handling fif royalties on
oil. gas, and other mineral prolertles. Many of the operating oil and gas
corporations also buy and sell royalty interests in oil and gas leases and
receive substantial income front royalties so purchased. Sinall groups of in-
dividuals have also formed royalty companies the sole business of whiel
is to buy, own and sell royalty Interests lit such properties. Many of these
companies are ow,..d by a very small group of individuals. Sometimes one
person will own the majority of the stock and will run the company while
a few friends will hold the minority stock.

The development of the industry has beeni of very great benefit to the agri.
cultural population in many sections of the Southwest during the present
depression. Farmers wIO own lands in unproven oil territory will execute
leases for a very small consideration. These leases will gravitate into the
hands of operating oil companies. If any oil prospecting occurs in the general
vicinity of such lands Immediately there is developed a market for sales of
royalty interests which have been retained by the farmers. The existence of
the numerous royalty companies has developed keen competition for royalties
in every section where any oil development occurs. The result is that the
farmer will frequently sell half of his royalty for a substantial sum and re.
taun the other half with would be sufficient to afford him a nice income in
the event oil or other mineral Is discovered li paying quantities upon the
lands which lie has leased.

The companies handling royalties exclusively tire in competition with the
operating oil companies which derive only a minor portion of their income
from their investments in royalties. Perhaps the majority of instances of
corporations which deal exclusively in royalties would come squarely within
the definition of personal holding companies as set forth in section 102. Rapid
and unforeseen developments in oil producing territories frequently make it
necessary for such royalty companies to make additional investments or even
to purchase and hold properties other than royalties to protect the interests
which they have already acquired. No royalty company engaged in the handling
of royalties as a business can afford to distribute Its income in dividends as the
income is received, nor would the deductions allowed under the proposed legis-
lation be sufficient to permit such corporations to set up sufficient reserves to
assure the successful continuance of the business. The only allowance proposed
to take care of such contingencies is an arbitrary allowance of 10 percent of
the adjusted net income which in most cases would be entirely inadecipate.

The existeve of such comlanies is not entirely confined to the oil industry
In the Southwest. There are similar corporations which handle not only oil
royalties but royalties of other mineral properties. Corporations of this
character have been organized for the purpose of avoiding Income taxes. The
business it which they engage is highly speculative and hazardous and there
are many good business reasons why such operations should be conducted by
corporations rather than by copartnerships. Since these companies are in
comnpetitihm with the major oil companies, they would be placed In a position
where they could not survive the competition. Unless the small companies can
reinvest their earnings on the same basis as companies which conduct active
operations the severe discrimination of the proposed tax law will simply put
them out of business.
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If legislation should be passed which would force such companies out of busi-
ness, it would greatly impair the market, for oil royalties for the simple reason
that under the era of cooperative action between the major oil companies,
resulting from the development of industry codes, there will not be the (oft-
petition for the purchase of royalty interest, a from tile farmers which would
exist if the small independent royalty companies continue in the market. It
Is the competition of these small independent and closely held royalty compa-
Ies which has done more than anything else to provide an attractive market to
the farmers for sales of undivided interests in their royalties throughout the
Southwest.

lI some cases the royalty companies have found it necessary to borrow sub-
stantial sums (if money it or(ler to protect their properties or conduct their
olterations. Since the corporations would get no credit under the proposed
law for moneys paid on indebtedness previously incurred, they would have to
elarn approximately twice its much to liquidate their indebtedness because of
the penalty features of this law unler which more than 40 perct, t of their
income would be taken as taxes, whereas their competitors engaged In the
same business would be taxed at the rate of 18% cents. Section 103 4f the
propot#d law contains aniple provisions to protect the Government against loss
of revenue from a misuse of oil-royal: y companies as agencies to avoid taxa-
tion. The provisions of section 103 are very stringent and place the burden
of proof uponl the taxpayer. There is no question but what they can be ade-
-quately eitforced, and in all cases where a royalty-holding company accumu-
lates surplus beyond Its needs It would be subjected to the iKnalty of a tax
if 2515percent under section 103. Section 102 would force them to pay a penalty,
even though they conducted active oil operations, unless the income from the
oil operations was a substantial part of the total income. No matter what the
requirements of their creditors might be or the necessities to protect their prop.
erties during the taxable year, they would, nevertheless, be characterized as
personal holding companies under section 1. and subjected to heavy penalties.
It seems unfair to piss legislation which automatically penalizes any enter-
prise which may have to utilize its incon to pay off existing debt or to protect
its existitig property.

OUTLINE OF ARGUMENT OF PERSONAL HOLDINo COMPANY LEGISLATION

(Hearing: History of legislation taxing corporatW surplus)

Ever since the Revenue Act of 1818 we have had a provision in the law lin-
paosing additional taxes whether on stockholders or corporations where the latter
are formed or availed of for the purpose of preventing the imposition of the
surtax upon the stockholders or through the medium of permitting corporate
gains and profits to accumulate instead of being distributed as dividends.

The first direct legislation on the subject was in section 220 of the 1918 act
which was enacted Febru'iry 24, 1919 (40 Stat. 1057). This provided that in
such cases the stockhivlders should be subjected to the income taxes as though
tile profits had been distributed or in the same manner as in the case of part-
nerships. This section also provided that the fact that any corporation was it
mere holding company or that the gains and profits were permitted to accumu-
late should be prima face evidence of a purpose to escape tile tax hut it re-
quired that the Commissioner should first certify that the aeumulation was
unreasonable.

At the time this provision was enacted those of Vfsnwr v. Maf'ombcr was
lending in the Supreme Court which case involved the constitutionality of the
statute proptsing to tax stock dividends of corporations. This case was de.
tided March 8, 1020 (252 U.S. 189. 04 L. ed. 521) and it contained a number of
expressions which led text writers and others to include that section 220 was
unconstitutional. It will be observed tbat the smetioln undertook to tax the
stockholders on profits of the corporation whereas the Supreme Court held that
the stockholders had no claim against the corporation as a going concern for any
share of profits until the directors concluded that dividends should be paid and
a part of the company's assets segregated for that purpose.

I order to remedy this situation and remove the doubt, Congress changeJ
the provisions of section 220 In the Revenue Act of 1921, approved November
23, 1921, and fixed aia additional tax of 25 percent upon the net Income of the
corporation li such cases but made a proviso that if all the stockholders should
agree they could return their proportion of the Income of the corporation in the
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same manner as though it were a partnership and escape the penalty. It still
required that the Commissioner issue a certificate that in his opinion the
accumulation of the surplus was unreasonable for the purpose of the business
in order to permit this finding to be admitted as prima face evidence of the
purpose to escape the tax. Apparently no cases arose under the 1918 act and
there are only two reported cases involving the imposition of the tax under
the 1921 Act. Neither of these cases were decided by the Federal courts until
last year. The cases were:

R. 0. Tway Coal Sales Co. v. United States, (3 Fed. Supp. 668, Western
District of Kentucky, Jan. 7, 1933). This involved a question of fact and the
court decided in favor of the taxpayer. The constitutionality of the statute
was not discussed.

United Business Corporation of Ameica v. Commissioner. The later case is
the only one where the constitutionality of the statute appeared to be raised.
While it involved the year 1921 the matter was pending in the Bureau until
December 23, 1926, when the general counsel issued an opinion overruling the
taxpayer's contention. The case was then carried to the Board of Tax Ap-
peals and was not decided until April 30, 1930 (19 B.T.A. 809) and was ap-
pealed from there to the circuit court of appeals, where it was decided .Tan.
uary 16, 1933, (02. F. (2d) 754). The court ruled that the statute was con-
stitutional and on October 0, 1933. the Supreme Court denied a writ of
certiorari.

In 1924 the law was enacted practically in Its present form and the penalty
made 50 percent and there has only been one reported case arising under this
statute being the case of Williams Investment decided by the Court of Claims
April 10, 193M (3 Fed. Supp. 225).

So far as I have been able to ascertain the Commissioner during the period
1921 to 1933 prior to the decision in the Williams Investment case has not
issued any regulations or instructions to revenue agents generally as to how
they should investigate and as to how they should determine whether or not
the corporations come within the provisions of this section of the act which is
now carried as section 104. This may have been due in part to the fact that
the constitutionality of the legislation was being questioned in the courts and
in part to the exceedingly onerous penalty which imposed an additional tax of
50 percent upon the entire net income of the corporation even though a part of
such income may have been distributed as dividends and without making any
allowance for that part which had been paid to the Federal Government as
taxes. In other words, it was strictly a piece of penal legislation and because
of the drastic provisions and the belief of some that it was unconstitutional
litt?,, effort was made to enforce it. The issue as to constitutionality of this
character of legislation has now been settled and section 103 contains provi-
sions which are certainly drastic enough and are unquestionably enforceable
under the recent decisions.

Paomoseu AMENDMENT TO S oTioN 44, H.1. 7835, TO ENAmL TAXPAYERS TO
' Avow UNJUST INCREASES IN RATES OF Tsx ON CAPITAL Nwr GAINs INOUumE

IN CONNCTIoN wiTu DISPOSITION OF INSTALLMENT OBLIGATIONS WHIII Wm
Acquum PRoR TO JANUARY 1, 1934

Add to section 44, subdivision (e), as follows:
11(e) Any person holding on December 81, 1933, installment obligations re-

ceived from the sale or other disposition of capital assets In accordance with
the provisions of prior acts authorizing returns to be made on the installment
plan, may in his original return or in an amended return filed within sixty
days after the effective date of this Act report as income for his last taxable
year beginning prior to January 1, 1934, the gross profit which would be
realized by satisfaction at face value of all such installment obligations held
by him."

STATEMENT IN SUPPORT OF PROPOSED AMENDMENT

It is the general purpose tof H.t. 7885 to apply to the future and not to
operate retroactively upon transactions occurring prior to 1934. Section 117
provides an entirely new method for taxing capital net gains and will operate
prospectively. However, where taxpayers have heretofore sold capital assets
on the installment plan and still hold unpaid Ifistallment obligations, this
section will operate in some cases to increase materially the rate of taxes to
be paid on capital transactions which took place under prior laws.
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Beginning with the Revenue Act of 1921 taxpayers selling capital assets

which had been held for more than 2 years have been permitted to pay income
taxes upon the profits derived from such transactions at a fiat rate of 12%
percent. Similar provisions have been carried in all subsequent revenue acts
and there has been no agitation to make any material change therein.

In section 212 (d) of the Revenue Act of 1928, taxpayers were given the
right to return their profits upon sales of capital assets made upon the in.
stallment basis, according to the year or years in which the installment obli-
gations were paid or disposed of. This provision was made retroactive and
has also been continued through all subsequent revenue acts. As a result
of this settled policy of tax law many sales of capital assets were made where
the assets had been held for longer than 2 years and installment obligations
maturing over a series of years were taken in part payment therefor. The
theory of the legislation as explained by its authors and as recognized in court
decisions has been that while the taxpayer realized a profit at the time of the
sale, nevertheless, he had been permitted to defer the payment of the taxes
thereunder until the installment obligations were satisfied or disposed of. The
present provisions of the law governing installment sales are embodied in
section 44 of the Revenue Act of 1932. During the recent period of depression
many of the holders of installment obligations, which had been given in part
payment for capital assets, have permitted the makers of such obligations to
postpone the maturity dates of such and have thus cooperated to prevent fore-
closures and resulting business losses where the makers of such obligations
were unable to meet the maturities.

In such cases taxpayers had little reason to believe that the fixed rate of
12% percent upon the capital gains from such past transactions would be
increased, nor does it appear that it was the purpose of the framers of the
new rules under section 117 to increase the rate of tax on capital net gains
growing out of transactions occurring prior to 1934. Section 117 provides
for a sliding scale of percentages of gain or lW. to be recognized upon the
scale or exchange of capital assets depending upon the length of time for which
the asset has been held. It provides that 40 percent of the gain or loss shall
be recognized if the capital asset has been held for a period exceeding 5
years. As the bill is now drawn, a taxpayer having an income as great as
$58,000 would be compelled to pay a sum somewhat In excess of this rate of
12% percent on profits from sales of capital assets held more than 5 years.
Persons having an income as great as $100,000 would have to pay a rate of
20 percent, and so on up.

A particularly hard case would arise where capital assets were sold and
installment obligations taken during 1933. If the assets In question had been
held only 2 years, then 60 percent of the gain would be recognized, and the
rate would automatically be raised from 12/ percent to 30 percent in the
ease of persons having an income as great as $100,000. Of course, it is also
true losses arising from such installment sales would be increased in the event
they could be deducted from other gains.

The committee has recommended a change in the initial payment involved in
sales of realty and casual sales of personalty by reducing it from 40 percent
to 30 percent, but it is expressly provided that in case the sale or other dis-
position was in a taxable year beginning prior to January 1, 1934, the per.
centage of the selling price prescribed in the law applicable to such year
shall apply.

It Is respectfully suggested, therefore, that a similar policy should be fol-
lowed as to the rates on the capital gain involved in installment obligations
received in the sale or other disposition of capital assets in a taxable year
beginning prior to January 1, 1984. This could be done by continuing the old
rate of 12% percent as to capital gain or loss In the case of satisfaction or
disposition of such installment obligations under the terms of section 44 (d).
It could also be done by permitting taxpayers holding such Installment obliga-
tions to file an amended return for AM3 Including all capital gains represented
by installment obligations held by them on December 81, 1983.

Either of the above suggestions is Justified by the general theory involved
in the reporting of Income on the installment method. This theory is that the
income is In fact realized at the time of the sale, but that its postponement
is permitted in view of the small amount of the initial payment and hardship
which thus would arise In compelling an immediate payment of the entire
tax. In the case of sales of capital assets the tax paid or due on gain from
sales of capital assets prior to January 1, 1984, was 12% percent. The Indi-
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vidual who was financially able to and was fortunate enough to elect to pay
the entire tax at tile time of the sale would have mlild a tax of 121/J percent.
whereas those unable to pity the entire tax and reporting income on the install-
ment basis would pay amounts considerably in excess of 12% per'elt. To pltee
these individuals upon the same basis and to avoid the retroactive effect of the
(isinge in the capital gain section, ineofar as it affects installment obligations,
an amendment of the nature suggested above will be necessary.

A great many Installment sales were undonubtedly made dltrbig 1929 with
notes falling due in 1931 and 1932. With finunlal conditions being what they
were, there was a genterstl disposition to extend the maturity of these obliga-
tions so that In a great many cases the aotual payment will now be made .in
1934 or later years, and solely Ixcause of his leniency and desire to cooperate
in extending financial assistance to debtors the holder of such obligations will
)e compelled to pay a very much higher rate of tux tian if lie lid insisted uponl

payment upon the due date of his -bligations. It is unfair to penalize such
creditors in su'h fashion, and this is another reason for adopting the proposed
change.

The equity of the principle urged here hsi also been recognized by Congress
In connection with consolidated returns of corporations. Corporate groups filing
a consolidatedl return Oli('e a year are required to follow tile sttune prtetlce in
sueceeding years. bu1t if it material (lange is mtde iii the regulations they are
released from that ligation. That In effek. is what is sought lhre, and It
should in the interest of simple Justice be grant,(].

Senator CONNALLY. Another question, Mr. Fulbright. regarding
these royalty companies: Is it or is it not true that, there'are usually
just 3 or 4 individuals who are more or less engaged in prospecting
and taking hazards on buying leases and selling them again? Is it
not a very hazardous business?

Mr. FTJLBRIGHT. Not only that, but in some cases there are mner-
ous individuals who have small interests in those companies. who go
out and take a half interest in a farmer's royalty.

Senator CONNALY. That is what I mean.
Mr. FULInRIGHT. And he will take a small interest in the company.

He becomes a part of it. He is a minor stockholder, and , 'et lie
going to get soaked for 44 percent penalty tax.

Senator CONNALLY. Whereas the big oil company that has its
productions on it would only pay 1334

Mr. FUL RIHT. 1334.
The CHAIRMAN. Thank you very much.
Senator GoRE.. Can you mak a "suggestion of an amendment to

section 103 which might make it a little more effective and enforce-
able? You say it is inapplicable now, and that it has not been
enforced.

-Mr. FULBRIGHT. In section 103, as written. Now, mder the bill.
I think it avoids the hardship that was in old 104. Section 104
put a 50-percent tax on the total net income in addition to the tax
they paid, even though a part of that income had been paid out as
dividends. Now, the new section 103 has been corrected to provide.
penalty tax of 25 percent, and it has been changed in a number
of respeets that I do not have time to discuss. In my opinion it is
not so onerous as the old section 104, and it certainly, in the light
of the court decisions in two cases, one by the Court of Claims and
one by the Circuit Court of Appeals-I have forgotten which cir.
cuit-is constitutional and enforceable, and that presumption will be
sustained in the courts. Now, when you put that presumption on
the taxpayer, it then becomes the obligation of the taxpayer to prove
that that surplus has not been accumulated or not necessary.

I
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Senator (huE. I Ittlderstaid that. but you say it has not been
St'uiforced. That. is the oint you at'e liivill at.

Mr. FULnl3loIT. I think probably because the constitutionality of
ihe legislation wa in question, fotr one thing. and another tiling
w.us that it was so onerous that they (lid not have the heart to
en11force it.

Senator (iou. The law. yol say. is 50 lereett. antil th.S new
.seetioit 10: has ,ulst ellierged in this bill; is that the point?

Mr. FULnuoIGrr. Ye:': 25 peneent now, in addition to the 13.6%
)et'centt, of (otll'se.

CORPORATION RETURNS

STATEMENT OF 3. C. SHUMBERGER, VICE PRESIDENT, CON-
TROLLERS' INSTITUTE OF AMERICA

The CHAR M.IN. Major Sit theltrger.
Senate (1ONNALLY. Mri'. chairman . is it tile Iurlose to have a

hearing ott the gasoline tax? Some other gentleman asked mte
.11l1o1t that.

The (,I.MAX. I think the committee feels that we should hear
.nll o)f thtes. gentleutel lriefly on these various propositiols. We
we'e ilt hopes that the gt'ouls would select somone to present the
matter briefly to the committee in order to save tinme. How much
time dIo you want. Major S tllerger V

Senator BAR1IKEY. If tile e'ttilkittee is going into hearings oil all
of these items. there are, tany groups of people in the colintrv who
would p)obhldy ask for hearings ont the elimnitntiotn of some, form
.or other of t.xation. We tight etsider that we will b, here all

S1.11111er.
Tite CHAIRMAN. 'I here .htas been ait reqltest mtade by certai gIou)S.

as vOU will see oit the (alendar-there is not a great number-ai I
.1Il;lerstaild that for ti(it most part they want to prttset briefs. Of
cours. the committee llust C'onsider whether or not ttey atre going
to take off or eliminate any of these taxes. but it scents that its
tlally of these genletht e are here r, tem it distance, they should have
lilt' opportuitity to pI'eseltt their brief with a, short statettelit. It
.-hould jiot take anty very great ientgth of tint.

MHr. Snnu.,%nwimt(h. There is but one point to which the ('outrollers'
Institute of America desires to call attention in its recommendations.
and that pertains to the 'second signature ott the Internal Revenue
Report. My short statement will make this. I trust, very cleat'.

The Controllers' Institute of America recimttend.s thait section 52
4of the Revenue Act of 19:32 be amended so its to provide that a
corporation return shall be sworn to by the president. vice )resident.
or other principal' officer, and by the'controller or chief accounting
officers.

The chAge suggested eliminates from section 32 of the act, which
is incorporated practically verbatim in section 52 of the proposed
House bill H.R. 7835, the affidavit of the treasurer or assistant treas-
urer and substitutes therefor that of the controller or chief ac-
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counting officer, and it is recommended that section 52 be included
in the new bill to read as follows:

So. 52. Corporation returns--(a) Requirement: Every corporation sub-
Ject to taxation under this title shall make a return, stating specifically the
items of its gross Income and the deductions aund credits allowed by this title.
The return shall be sworn to by the president, vice president, or other principal
officer, and by the controller or chief accounting officer.

It is believed that this recommendation is constructive in that it
will permit the Government to immediately contact the "inside man"
of a corporation, who under present day conditions is responsible for
the building of the accounts of the corporation in compliance with
the internal revenue laws and regulations affecting income taxes.

It is the controller of a corporation who now prepares the corpor..
tion return, but it is the president, vice president, or other principal 1
officer, and the treasurer or assistant treasurer who signs and swears
to it. And it is in line with the present policy of the Treasury
Department to place responsibility where it belongs to require thit
the officer who prepares a corporate return also sign and swetir to it.

Under the suggested amendment, the return would be sworn to 1v
the controller, if the corporation had one, by the treasurer as chief
accounting officer, if he performed the duties of tho principal ac-
counting officer, or by such other officer as actually performed the
duties of the chief accounting officer and prepared the return.

The original language of the law providing for the signature of
corporation returns was based upon conditions that existed in the
year 1913. Since then Government requirements have expanded and
corporations have grown to enormous size in the United States.
requiring in many instances a staff of accountants andl auditors who
are under one responsible head. This is the man who should be
required to sign returns of income and this is the man who will be
required to sign returns of income under the proposed change in tile
law as above suggested. There is submitted. herewith as a sup ple.
ment to this statement an article entitled "The Duties of a Co,-
troller as a Corporate Officer ", which appeared in the American
Bar Association Journal of January 1934.

Senator COUZENS. Is this controller appointed by the board of
directors, the president, or other officer of the corporation?

Mr. SHUMDERG;E. In the bylaws suggested herein, appointed by
the board of directors.

'Senator COUZENS. It would not be much effect if he is just al
appointee of the president, and not an appointee of the board el
directors.

Mr. SHUMBEROER. No. This article clearly sets out the duties of
the modern controller, both in connection with the activities of the
Federal Government as well as with modern business, and I ask that
it be printed as a part of this statement.

The Controllers Tnstitute of America ic composed of mbre than
800 controllers of many of the largest corporations of the counmtrv
representing varied industries. Such an amendment as proposed
will be in keeping with the policy, expressed in many quarters, that
the responsibility for the correctness and completeness of the income-
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tax return to the United States be placed upon the proper corporate
officials.

Attention is called to the requirements of the National Securities
Act, enacted during the year 1933, which requires that the controller
or principal accounting officer sign the registration statement filed
with the application for permission to issue new securities.

Reference is also made to the requirement under the Interstate
Commerce Act, as amended, that the annual reports to the Interstate
Commerce Commission be first sworn to by the officer of the rail-
road company having control of its accounting, and then by its
president or other chief officer. This annual report includes state-
miients of revenue and expenses, income accounts, and so forth, the
same character of statement as the income-tax return. Yet the in-
c )me-tax return of the railroad company must now be sworn to by a
different official.

In conclusion. it is submitted that the recommendation made by
the Controllers Institute, if adopted will first, afford the responsible
official or employee of the corporation, namely, the controller or chief
accounting officer, the opportunity of signing and making affidavit
to the income-tax return for which lie is primarily responsible, and,
second, it will afford a vital advantage to the Government in the
audit of the income-tax returns of corporations and the investiga-
tion of the accounts from which such returns are made, and enable
it to place its hand directly upon the person within the corporation
who is responsible for the income-tax return and its contents.

The CHAICAN. Thank you very much.
Senator CONNALLY. You do not change the fact that the principal

officer of the corporation should still sign it and swear to it.
Mr. SHUMnEROER. No. The first signature is for the president or

principal officer. The second signature as it appears today re-
quires- 4,

Senator CONNALY (interrupting). I know. You represented the
controllers. Why do they want this added responsibility? To give
a little more dignity to their office?

Mr. SHUMBMEnR. No, sir. That may appear rather singular. I
have been personally controller of the Lehigh Portland Cement Co.
for 17 years. Fifteen years of that period-this was the largest ce-
ment manufacturing company in the world-I carried powers of
attorney for all of this time to overcome this very thing. It has been
tremendously embarrassing for me to go to my president and ask him
to swear to a return which I personally was not permitted to sign.

Senator CONNALLY. Are you appointed by the board of directors?
Mr. SHu omEJ. I am a director and vice president of the

Controllers Institute.
Senator BARKLEY. That happens to be in your case. but in most

eases that is not true.
Mr. StxUMBEao;EI. I am appointed by the board of directors.
Senator BARKLP.Y. All controllers do not happen to )e vice presi-

dlents and directors.
Mr. SHUMBnEGE. No.
Senator BARtKLEY. They might not even It financially interested

in the company.
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31r. SIIuMEmi it. That. is very triie.
The ('IAH AxN. Thank you very huich.
(The article submitted y Mr. Amiiberger in connection witlh hiP-

stateelit is as follows:)

THic DUolSs OF A CONTROLLERI AS A CORPORATE OFFICER

(By G. Kibby lMunon, member of the District of Columbia Bar)

The importance of the controller in prestenit-daty Anericau business inuntge--
meat Is instanced by tile requirement in the Securities Act of 1933 that a
registration certificate to be filed with the Federal Trade Commission before sale
of securities must be signed by the Issuer's '*comptroller I or principal account-
Ing officer " in addition to other of 'its prilneipal officers. lHowever, the lawyer
who has tusks in connection with coilrrate activities will tind little help from
Ills usual source's il deteriniiing what should Ite defined its the controller's
duties, for that corporate office anid its duties. are vollmratively lew, tit least In
the United States.

Even lititwvier's Litw llctionary, IRawle's third edition (11114, for example,
inakes no mention of the conti4,ller ,us it corport(h police. olily that he is "an

officer (if a State, or of th( UnIted States. who irs . certain duIties to perform
in the reglation and management of the fiscal matters of the government under
whiel he holds office."

The controller as an utcountiig officer in government has had it long existence,
and the act first establishing 1he United States Treasury Pepprtment" created
tlii auditor IIIII1 it COnilltroller its tle iic('ountlng officers of the Treasury. The
('omptroller Genertal of the Ulitled States now exerelses the powers and duties
lield by the Coniptrolhvr of the Treasury when the atct of June 10, 1921 (c. 18,
see. 301-4104, 42 Stitt. 23-24, 31 U.S.C., sc. 41-44), abolished his office.

There' is also tile ipffice of Comptroller if the Currency, in the Treasury
Department, first established by the act of June 3. 1804 (c. 100, see. 1, 13 Stat.
9), but the duties of these and other governmentall accounting officers. Federal
and State. fire those that are sp)elicalh y imposed upon them by constitutional
or statutory provision. ThP irseriln'tl dulties ll(st tile peculiar needs of
government, however, anid tre not, as t rule, adaptedil to the requirements of
Ilusilless jiltillgelent.

During the Wor!d War a number of Government-owned private corporations
were employed ts Government instrunentatlitles. The control over the financial
transactions of tiese private eorporations. although undoubtedly Influenced by
governmental irtictie, was exercised "ii ueeordaniei with commercial practice,
by the bon rd or I le oftiver chltrgeil with the it,sp osibilitles of administration." 3

Perhatis the i, ost pI'omhipit of those w r-t'tni' 'i'Piorprations wits the United
States Shipping Botrd Merehlint Pleet. Corporation. incorporated unler the
laws of tle District of Columbila.

This col'portalion, it its bylaws, provided for the election by the trustees of
officers of fhe corporlion, including it " Generatll Caonptroller." ''  The bylaw.Q
set out the dities of that officer, and those duties as they appear In the bylaws
at the present time are as follows:

4 Sre. t. i) Tie general comptroller sll lie responsible for the formulation
11n141 adniltist iton of tile general aceotunting policy of tie corporation.

"(b) It shall Ite lhi dity of the general vonlptroller of the corporation to
account to the ireslilent for till ineone and foil all disbursements of the
Merchant Fleet Corlioration, aq shown by the record.l of the comptroller's office..

T 'here itlirs Ii) Iie' 11 tltlifiiihe)no' i 'iy itete l Ip)llirtg. but " comptroller " seems to ho
iiiorf' (1o1i114i1 ill govel1iilli'litill tis. 3l114d "tonitroler" senin to he more common In

2 Act Sept. 2, 17., c. 12, 1 Stat. (suPerseded. See Uiled .1.tates v. Uilm ore (7 Wa'l.
491, 493, 19 L.vd. 292).& United States exr rel. Skinner d. eddy Corporation v. feC.'rl (275 V.S. 1, 7, 72 Led.
131, 135).

'Origkinally United State.; Shipping Board Eimergency l-leet Corporation, which wns
or aIt, (I on Apr. 10, 1917. pursuant to specific autliority onferred by the original
S Iping Board Act. Sept. 7, 1010. e. 451. see. 11, 39 Stat. 7-2. 731. 46 U.M.C. 810.5 Th,' set-up of the General Comptroller's omce Is to lip fouid in "The United States
Shipping Board, ervlo Monographs, U.S.ov't no. 03 ", by Darrell Ilevenor Smith and
181ttl V. Bettors, pp. 1.51-157, published by Tile Brooklng institution.
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"(c) Tile general comptroller shall be responsible to the president for the
bookkeeping and accounting methods, and for the proper recording of the assets,
the liabilities, the income, and expenditures of the corporation.

'(d) The general comptroller shall be responsible for the certification and
approval of the receipts and disbursements.

"(c) The general comptroller shall render to the president currently a
balance sheet ani income and profit and loss statement reflecting the condition
of the Merchant Fleet Corporation, and currently such other statistical informa-
tion as may be required.

"(f) Reports and information required from time to time having to do with
the accounting of the United States Shipping Board Merchant Fleet Corporation
shall be supplied by the general comptroller to the president. The general
comptroller, with the treasurer, slhall compile for the annual report a statement
to reflect the accounts and finances (of the United States Shipping Board
Merchant Fleet Corporation.
" (g) The general comptroller is authorized to delegate signatory power to a

deputy or deputies, or to such other assistants as lie may from time to time
ind n ces.ary to do. and shall file with the secretary of the corporation a copy
of all such authorizations which shall by hin lie reported to the board of
trustees."'

The duties ot tile general comptroller were formula ted back during the war
and remain ,-ubstantlally as they were first adopted. Subsequent events, how-
ever, have led to the imposition upon that officer of additional duties not
Included in the bylaws. For example, when the bylaws were drawn the Federal
Government had no l)irector of the Budget. anid irhliaps that accohints for the
lack of provisions in tile bylaws for I lie preparatinmn of iln annual budget. Since
that tile. however, tile gelerlli (.oniltroller 3111d the treasurer have served as
the budget committee for the Merchant Fleet Corporation.

Another duty that Is now of considerable importance has grown out of the
recent depression. Shipping companies were heavily indebted to the Merchant
Fleet Corporation and the United States Shipping Board under purchase and
construction loan agreements Aind as the depression (leepened many were unable
to meet their obligations. Tile Clomnptroller General of the United States soon
began to apply the principle of set-off by withholding money due for transport-
ing the malls. As this had the effect, however, of quickly forcing a complete
default, and in some cases the probable extinction of the debtor, a compromise
was effected whereby these shipping company debtors gave over control of their
finances to the Merchant Fleet Corporation and tie United States Shipping
Board as creditors in return for continued payment of compensation for carry-
ing the mails. This made It necessary for the Fleet Corporation's general
comptroller to perform continuous audit of the affairs of the various shipping
company debtors as the basi-, for tile Government's exercise of general control
and supervision of their finances. The auditors assigned to this work found an
entire lack of uniformity it accounting practice among these companies, and
they have been for some time engaged in putting modern uniform systems of
accounting especially adapted for ocean transportation in -several of those
companies.

The authority given tile ge eral coimptroller to delegate signatory power to a
deputy or deputies, while still li the bylaws, Is no longer umd. For a time,
under this provision, one deputy had entire charge of all the accounting for large
sums of money spent in connectioli with ship construction, another In connection
with housing, and so on. Each had the full signatory power of the general comp-
troller in his own field without any coordilnation of their activities. Thigh
proved very unstisfactory in practice mid in 1921 or 1.22 these powers were
revested in the general comptroller and tie offices of the deputies were abol-
ished. Today the general comptroller has assistants, who can act for him in his
absence, but their duties are to asist lin in tie centralized control of all the
accounting of the Cosporation.

The recently created Tennessee Valley Authority, another Government-owned
private corporation, has not yt adopted its bylaws. bit its diretors early
recognized tte need for a controller as a separate alid distilct officer of the
corporation, all(] li was one of tile tirst officers to b, selcted. The drafting
of that corporation's bylaws Is under ('onsidertilon tit tl time of writing,
and the experience of tile Merchant Fleet Corporatloi ittid of other (government-

* Tennessee Valh,y Authority Act of 1013 h 5. i . . . 49 Sttt.
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owned corporations is being studied so that the stu(ies of Its various officers may
be so carefully stated as to fully provide for the proper carrying on of its
activities. It has been rather definitely determined, however, that the con-
troller will be directly responsible to the board of directors, and that lie will
have charge of all accounting, auditing, finance, and budget-control work.
Under this arrangement he will have reporting to him one or more executive
accountants, a chief auditor, a treasurer, and a budget sUliervisor. The provision
that the treasurer should be subordinate to the controller Is tin unusual one,
and it Is just another example of the diversity of responsibility that may be
the controller's.

As a result of the unstandardized and widely divergent thought and praqtlce,
coij,'aslon has prevailed with respect to the duties, responsibilities, authority,
anti rank of the controller.' To remedy this situation tile Controllers Institute
of America, an organization composed of controllers of corporations, has made
a survey of corporate practices aid has this summer recommended the use in
corporate organizations of certain forms of bylaws covering the duties of a
controller. To quote from the recommendation of the Controllers Institute:

"Developments during the past few years, when many corporations have been
subjected to close scrutiny and some to severe criticism, have conclusively
proved that the old-time conception of some heads of corporations that a
controller Is merely a needless luxury Is a thing of the past.

"On the contrary, the Controllers Institute is firmly of the opinion that the
greater latitude allowed and flowers granted to a controller of the right type,
the greater will be his contribution to suessful and profitable management.
To this end; the Controllers Institute believes that the controller should be
elected by the board of directors and attend its meetings as well as those of the
executive committee, if any; If not as a member, at leakt In an ex-ollclo
capacity.

"The institute further believes that it is desirable to define the duties of the
controller In the bylaws of corporations with some degree of detail, possibly
even to a greater extent than in the case of other officers whose duties may have
become more generally recognized from long-established custom. By doing so,
the danger of overlapping responsibilities as between the controller and other
officers or possible neglect of Important corporate activities due to failure to
properly assign the duties will be greatly lessened."

Those recommended forms, while primarily intended to cover the duties of
the controller of a manufacturing company, its advocates assert, can, with
some slight modifications, be readily adapted to a wide variety of corporations,
associations, or other types of organizations. After first recommending the
inclusion of the controller as an elective officer, it Is urged that where there
is a provision that one person be permitted to hold two or more offices, that
provision should not apply with respect to the offices of controller and treasurer,
which should be kept separate.

The forms covering the duties. of the controller are commended by the
Controllers Institute to the attention "of the lawyers engaged in drafting or
revising corporate bylaws as follows: .

" SHORT YOnu

, "The duties of the controller shall be to maintain adequate records of all
assets, liabilities, and transactions of this corporation; to see that adequate
audits thereof are currently and regularly made; and in conjunction with other
officers ad(l department heads, to Initiate and enforce measures and procedures
whereby the business of this corporation shall be conducted with the maximum
safety, elhulhncy, and economy. He shall attend all meetings of the board'of
directors alut of the executive committee, and he shall report to the president
and/or th hoard of directors as said board of directors may prescribe. His
duties and powers shall extend to all subsidiary corporations, and so far as the
president may deem practicable, to all affiliated corporations.

I Re CorporntlIon Treasurer's and Controllhr's Cuide, by William It. Crow (Prentice-
1lail, Inc.), ell. 1, History. Nature, atnd Scope of Offices, and cl. Ill, Classification of
lutles.
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" DETAILED FORM

"(Statement of specific duties to be set forth In u bylaw when it is desired
to set forth the controller's duties in detail. [Any one or more may be included
as occasion requires.])

"The controller Is specifically charged with tile following duties:
1. The installation and supi)ervision of all accounting records of the cor-

poration.
"2. The preparation and interpretation of (lie financial statements and reports

of the corporation.
". The continuous audit of all accounts and records of the corporation

whenever located.
"4. The compilation of production costs.
"5. The compilation of costs of distribution.
"6. The taking and costing of all physical inventories.
"7. The preparation and filing of tax returns and the supervision of all

matters relating to taxes."8. The preparation and interpretation of all statistical records and reports
of the corporation.

"9. The preparation, as budget director, in conjunction with other officers
and department heads, of an annual budget covering all activities of the corpo-
ration, for submission to the board of directors prior to the beginning of the
fiscal year. The authority of the controller, with respect to the veto or com-
milments or expenditures not authorized by the budget, shall from time to time
be fixed by the board of directors.

"10. To ascertain currently that the properties of the corporation are properly
and adequately insured.

" 11. The Initllation, preparation, and issuance of standard practices relating
to all accounting matters and procedures and the coordination of systems
throughout the Corporation, including clerical and office methods, records.
reports, and procedures.

" 12. Tlith hnalliteliallce,' cf adeqluate records of authorized appropriations and
the determniintion th.it all ruiS 1.lX'I)Cl'dl JIUM-.llakt Iiaerett, fire iaeount(,d for.

"13. To ascertain currently that financial transactions covered by minutes
of the board of directors and./or the executive committee are properly executed
and recorded.

14. To maintain adequate records of all contracts and leases.
"15. To approve for payment (arnd/or countersign) all cectwks, promissory

notes, and other negotiable instruments of the Corporation which have been
signed by the treasurer or such other officers as shall have ben authorized by
the bylaws of the corporation or from tiie to time designated by the board of
directors.

" 10. The examination of all warrants for the withdrawal of securities from
the vaults of the Corporation and the determination that such withdrawals are
made in conformity wlth the bylaws and/or regulations established from ihne to
time by the board of directors."

It remains for the future what the further developments in this fleld will be.
The lawyer in corporate practice may very well find other or different ways of
applying desirable principles in making sure that corporations know at tle tilie
that the right thing is being done instead of relying on the old-fashioned practice
of only having an auditor report afterward whether it was correctly done.

TAX ON PERSONAL HOLDING COMPANIES

STATEMENT BY HARRY . GERRITY, REPRESENTING THE NA-
TIONAL ASSOCIATION OF BUILDING OWNERS AND MANAGERS

The CHAiRMAN. Now, gentlemen representing the personal hold-
ing companies; is there someone who can represent that group ?

Mr. EiaIrriY. Mr. Chairman, I represent the real-estate interests,
the National Association of Building Owners and Managers. Mr.

40932-34----11
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Sidney B. Moskovitz represents the New York group. I would only
like a few minutes. Mr. Moskovitz will only take a few minutes.

Senator WALCorr. On what section is hath?
Mr. GFRiTY. Section 102.
The CHAIRMAN. Do I understand that you want an amendment in

here that will take care of some of these obligations that are matur-
ing, and so forth, on mortgages?

Mr. GERRITY. Yes, sir.
The CHAIRDIAN. I might say for your information that the coni-

mittee has considered that quite at length, and we are considering
the proposition now. If you can file a brief on that, it would be
very well.

Mr. GERrn'Y. I would be very glad to, and I would like to file this
statement on behalf of the National Association of Building Owners
and Managers.

The CHAIMAN. Very well.
(The statement referred to is as follows:)

BiP-I oF HARRY J. GERaITY, REPRUSENTINO Tim NATIONAL AsSOCIATION OF
BUILDING OWNERS AN) MANAGERS

We are opposed to the provisions of section 102 of tire bill H.1. 7835, as
passed by the House on February 21.

This section imposes an additional income tax of 35 percent upon so-called
"personal holding companiess, for 1934 and succeeding taxable years.

This is not a new proposal. The House passed a similar tax provision back
In 1928. It was rejected by this committee after it had aroused a storm of
protest. Your committee restored section 104 as it exists in the present law.

But section 102 is even more drastic than the amendment which passed the
House in 1928. The rate of tax then proposed was 25 percent, now it Is 35
percent.

Besides, the rejected 1928 proposal levied the 25 percent additional tax only
in the event the undistributed profits exceeded :0 percent of the net income;
while the provisions of section 102 allows an exemption of offly 10 percent for
contingencies.

The present provision would work an Injustice to real-estate corporations
which are engaged in the active business of operating and managing office and
apartment house buildings.

The National Association of Building Owners and Managers represents
through its membership approximately $6,000,000,000 of present-day values In
real estate. We have local associa':ons In 42 cities throughout the United
States and associate members in 90 additional cities. We represent the owners
of all the large office buildings and apartment houses in the major cities
of the country.

We have no objection to the law as it stands today. But at least a majority
of all large commercial buildings are owned by corporations. and they would
coine under the deflnittin of a " personal holding company " as contained In
section 102, because all of the income is in the forin of " rents ", and the stock
in a great many is held by five persons or less.

These are operatingg" companies, engaged in a legitimate business. * and
they are not "holding companies" in the ordinary sense. We do not feel
that they should be penalized by this additional tax, or forced to change their
present method of conducting business In order to escape it.

Office-building corporations are no different from other business corporations
whose stock Is closely held. and whose Income Is derived from manufacturing
or trading, for example. The Income is in the form of "rent ", and that ts
what brings them under section 102. When it is realized that building-owning
companies must, In many instanes, use all of their available earnings toward
the amortization of mortgages, or toward providing sinking funds to meet
mortgage maturities, and for reconditioning, replacements, and other unusual
but essential purposes, it is clear that the inflexible provisions of section 102
are singularly harsh in their application to corporations owning and operating
buildings.
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The prudent office-building corporation must retain part of its annual net
income, if any, for replacements, betterments, or new installations. These ex-
penditures are nondeductible under section 24 (a) (2) and (3). Because
buildings are long-lived assets the annual depreciation rate Is low, so that
the depreciation reserve is not sufficient in amount or otherwise available for
contingencies. Whilst section 102 does allow 10 percent of the afdJuste.l net
income as exempt from the 35 percent additional tax, even this added to the
depreciation allowance, is not sufficient to cover the sinking-fund requirements
for amortization of the mortgage, or to take care of improvements or remodel-
ing. There are other items, such as special-assessment or local-benefits taxes.
which are not deductible from net income, but which must be paid out of the
10 percent for contingencies.

The House report (H.Rept. 704), which accompanied the bill, states (p. 12)
in part:

"Thus a corporation which falls within this section because of the nature of
its business and the number of its stockholders can always escape this tax by
distributing to its stockholders at least 90 percent of its adjusted net Income."

Assuming an oftice.building corporation falling under section 102, with net
income of $100,04K) for 1934 solely from rentals, with no losses from sales or
exchanges of capital assets, or contributions or gifts, and no dividends paio
the tax computation under section 102 would be somewhat as follows;

Net income from rents ----------------------------------------- $100,000. 00
Less income tax tt 13%4 pernt --------------------------- 13, 750. 00

Adjusted net income ------------------------------ 86, 250. 00
Less 1$) percent for contingecies --------------------------- 8. 025. 00

Ulndistrihuted adjusted net Income (90 percent) ------------ 77, 625. 40
Tax ait 35 percent uner section 102 .----------------------- 27, 108. 7

Balance --------. ------------------------------- 5,45.25
'lhe total taxe.4 would le $40.918.75, $13,750 corporotioI 11conle tax and

$27,168.75 personal holding-conmany tax. This is over 40 percent of tle net
intcone and leaves only $59,081.25 of current statutory net income. out of which
would have to be paid special benefit taxes, costs of additions or betterments,
and other capital expenses, not deductible in computing the net income, and,
most important of all, the setting aside of amounts required to pay off the
mortgage on the building. This 59 percent is not sufficient, we believe. because
in past years there have been'large deficits, and if there is income earned this
year or in 1935, a hirge part of it is required to meet the mortgage amortiza-
tion for past years, and could not possibly be paid out ill dividends if the
ownership of the property Is to be preserved and protected.

Our statistics show that more capital is required to be invested in office
buildings in proportion to I he net return tilan in any other business or industry.
The ratio is about 10 to 1-that is, for every $10 invested there is al annual
return of about $1 il Income. The January vacancy survey shows 27.57.
percent vacancy in 1,900 buildings in 35 cities in the United States. Somewhat
between 20 and 30 cents out of every dollar of rent income is paid out in State
and local taxes.

No office buildings or other real-estate corporation could distribute 90 percent
of the adjusted net income in order to escape this tax, as suggested ill the
House report. That would be ruinous, even if it were possible to do it. Such
a declaring of dividends is inlpossible for the reasons which we stated. And
even il the case of such a corporation which has no mortgage Indebtedness,
we do not feel that a reasonable accumulation of earnings or profits to meet
the needs of the business should be subject to a penalty iIl the form of this
additional income tax. Thesm, corporations are not, and never have been, re-
garded as holding corporations in any real sense. If they are at tiny tne
availed of to-prevent the imposition of surtaxes upon their stockholders, -they
can readily be reached under section 104 of the present law and under eectiox
103 of the pending bill. There is no need to Include them under section 102,
and it would be inequitable and unwise to attempt to do so. The conservatively
managed real-estate corporation would be penalized by this proposed tax.

We do not pretend to pass upon the merits or necessity of section 102, ,or ,its
desirability for plugging tp the so-called "loopholes" in the existing law. All
we do say is that, in our Judgment, Congress should not include ,within its
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scope those actively operated and well-recognized forin tof conducting business
such as real-estate corporations, which own or operate or tianage office and
apartment-house buildings. Section 102 expressly exempts banking or insurance
corporations. We recommend that real-estate corporations also be sicifically
exempted in the (efl111oon of whit constitutes it so-called "pergetal holding
company." I thank you.

Mr. GERRITY. I would like to make one other suggestion, if I may
that is not in my statement. I would recommend the elimination oi
section 1415. which is the tax withheld at the source on tax-free
covenant bonds. I think it might'be eliminated from this law in the
interest of simplification. Tle Government would not lose any
revenue as a result.

The CHAIRMAN. Thank you very much.
Mr. GERRITY. Thank you.
The CHAIRMAN. Mr. Moskovitz.

STATEMENT OF SIDNEY B. MOSKOVITZ, OF NEW YORK, REPRE-
SENTING THE NEW YORK REAL ESTATE BOARD AND FORTY.
SECOND STREET ASSOCIATION

1r. MHOSKOVITZ. Mr. Chairman, I represent the New York Real
Estate Board and the Forty-second Street Assooiation. I do not
know whether you want to hear me at length on the effects of the
inclusion of the word " rents" in this proposed section 102.

The CHAIRMAN. I suggest to you that you put the brief in the
record, because it is one of the things the committee is considering.

Mr. MOSKOViTz. And I also have certain specific amendments to
the section in my brief.

The C HAMMAN. Yes, sir; we will be very glad to get it.
Mr. MOSKOVITZ. I will submit one brief on behalf of the Forty-

-second Street Association and another brief on behalf of the real.
,estate board.

The CHAIRMAN. Thank you very much.

MEMORANDUM ON BEHALF OF TIE FORTY-SECOND R TEE[ ASSOCIATION SLOOESTINGO
.\M..NDMENT TO SECTION 102 OF TIlE PROPOSED RFA'ENUE BIL OF 1934 NOW

VNDlE CONSIDERATION BY TlIW COMMITTEE ON FINANCE OF TIE SENATE OF Till
UNITEDD STATES

I appear on behalf of the Forty-second Street Association, which is composed
of the owners of prolrty oi Fortv-secoad Street in New York City.

The complaint of those upon whose behalf I appear here is directed to that
Jportlon of section 102 of the proposed revenue bill of 1934 which proceeds to
define a personal holding company as "1 a corporation in which at least 80
percent of its gross income for the taxable year is derived from rents, royal.
ties, dividends, interest, annuities, and gains from the sale of stock or
securities.

It is clear-from the report of the Committee on Ways and Means of the
House of Representatives dated February 12. 1934 (I. Rept. 704. p. 11). that
the sole purpose of section 102 Is not particularly to provide increased revenue
for the Government but to make it extremely unprofitable, and in fact pro-
hibitive, for persons with large incomes to transfer their personal holdings in
stocks, bonds, or Incone-producing property to corporations which do not dis-
tribute the income, and thus permit the said persons to avoid the payment of
surtaxes.

If section 102 applied only to cases of tax avoidance through the " lucorpo-
rated pocketbook ", we believe there would we no legitimate objectlont to it.
But the bill in its present form brings within its provisions great i1unih1rs
of corporations formed and maintained for the ordinary conduct of proper
business enterprises, without regard to any purpose of avoiding surtaxes upon
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its stockholders, to which we submit this bill was never intended to apply.
This is particularly true of corporations actively engaged in the real-estate
business.

The use of the word "rents" in the definition of a personal holding company
will serve to bring within clause A of subdivision b of section 102 practically
all of the real-estate corporations of the country which are deriving income
from operation of their properties either through ownership in fee or ovier-
ship through a leasehold. Probably a majority of the real-estate corlorations
of the country are so owned by individuals or fanillies that they would ctlle
within clause B of subdivision b of section 102. Corporate organization for
thte purpose of operating and managing real property is neces-sary in order to
avoid many of the complications which would ocvvir under real property law
were the title of the properties taken and held by individual natural persons.

It is clear front the nature of the income specified in subdivision A that
the income sought to be made applicable to the payment of surtaxes is un-
earned incoine, such ass dividends, interest. annuities, etc. Of course rents
may at tines be classified as unearned Income as is the case of an owner of a
very valuable parcel of land who has leased it for a long term on a net rental

. that is. the lessee pays all the taxes. interest, carrying charges, etc.. in
addition to a large ground rent which represents pure profit to the owner. But
to the ordinary corporation. whicl owns and operates real estate upon the
basis of a fee tor a leasehold estate, rents represent earned income and. a-
cording to the testimony of experienced real-estate men, hard-earned incosue,
particularly in these times. Income received from ownership and active oper-
ation of real estate is airedd incomno just as nueh ias the receipts of ait
Inworporated department store or an incorporated manufacturing plant. The
itst'l'.z ion of real estate today requires elo--e personal attention together with
an Investment of it large amount of capital: and we do not believe it w1as
lit, inltention of th1et fralliel's (of setlon 102 to diserinkinate against cormira-
tions whih own and opettrate real estate in favor of other business lit corpto-
rate form whihh require no more effort. ingenuily, work. or capital from their
I el i ints than real-state corporations.

To avoid a prohilitive tax upon the legitimate operations of bona-fide real-
estate corlorations engaged prIitpally in operating real estate for thesuselves
upon the basis (if a fee or it leasehold ownership, bt to properly tax those'
per-ows who transferred and will transfer their real estate to eorpolationa
for the plur'oc of avoiding surtaxcs. we suggest that seetins 102 lt, amenddl
by inserting In lallse. b suhdivislon 1. at page 4. linos 8 tnid ). after tlto
words "or a corporation whose iriellipal lsiness consists of owlimlI ain
olerating a building or buildings or letsing and operating a building or

Not only does th inclusion (if " rents" in elause A of subdivision (h) result
lit the unjustified diserinination against corporate real-st:Ite organihntibus.
but section 102 Itself, If left unanended, as a practical matter. will dltst'riy antd
force into receivership those real-estate cortorations which are required to
aniortizt' mortgages upon titheir property or meet sinking-fund requireums'ts by
retiring bonds which they may have issued or repay substantial loans.

It will lie arniwd. no doubt, by the lpro'olinents of s.clion 102 that it" would
be a simple matter for any corporation which might fall within the classifiea-
tion of a personal holding conispany as defined by seciton 102. to escalie this
tax by distrihutintg to its stotkholders sit least 90 Ie rcent of its adjusted net
incoue. This argument. however, igiiores certain Imtportant factors in tie
operation of at ordinary active real-estate corporation. Manuy corjot lIs
normally have annual sinking funds requirenents or are required to amlortize
their mortgages or repay large loans. These p iynens take p5eceidllt'e over
distributios to stovkholders so that the corporation which is faced with mnak-
ing such ilsayilnests is left without funds to distribute to its stockholders evet
though It may show some net income on its tax return.

Amortization of mortgages, sitking-fund requirements, and repayment of
loans, of course. are not' deductible li arriving at net Income of the corporation
owning (r leasing the particular property.

Thus i corporation which heretc-fore has beent able to mnect Sinkhng-futnld re-
quirements or amortize its mortgage now being conlpelled to pay an addlitloal
85 percent tax upon its adjusted set income will have no other recourse but
to default upon its obligations and face the usual drastic effects of foreclosure.
As a matter 'if fact. there will lie a premiuni upon bondholders to take over
the operations of the parcel of property upon wltich bonds have been isst d.
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in order to avoid payment of the prohibitive tax of 35 percent upon undis.
tributed net income. Likewise, if a real-estate corporation had wade a legiti-
mate loan from a bank in the sunt of $100,000 for example, it would be neces.
ary for the corporation to earn approximately $160,000 lit order to pay this loanm.
Recent years have been most serious and disastrous for the real-estate busi-

ness. Great losses have accumulated. Corporation after corporation finds itself
with a large impairment of its capital. In some cases there is even shown a
completee loss of stockholders' equity and impairment of principal of bonds,
yet bondholders have often been disposed to remain quiesceat in the hope of
improvement through which bond values might again be restored. Such corpora.
tions cannot pay future earnings as dividends but must apply then to make
a good impairment of (pital. In many cases such corporations must take all
expected earnings for several years in order to pay past-due real-estate tax
liabilities. In other cases such earnings must go to meet liabilities to bond-
holders.

In addition, another feature which serves to impair dividend-paying ability
of a real-estate corporation, even though it miay show taxable laconic, is tile
fact that it may at any time be subjected to improvement as.cssinenls by tile
locil authorities. Such assessments are not deductible in computing taxable
income, yet they take the funds which otherwise niuight be available ftr
dividends.

Likewise, accounts receivable may be classed as accrual for computing taxable
income but are not cash available for distribution to stockholders. Hero
again a corporation might be penalized because it was unable to make dividend
distribution.

Real estate, as everyone knows, has been taxed and is being taxed by all
local authorities to the hilt and there is no question that the average real-
estate corp ration is barely able to survive, if it survives at all, under the
heavy burden of local taxation.

The arbitrary Imposition of a 35-percent tax, In addition to the 13%-percent
normal Federal tax will undoubtedly make it Impossible for real-estate corpora-
tions to survive under such a burden.

Ii (order to avoid the extinction of real-estate corporations and to provide a
method whereby legitimate debts of a corporation may be repaid without the
corporation's being subject to a prohibitive tax of 35 percent upon such repay.
ment, we suggest that a new paragraph to section 102 (b) (3), page 50, lines
10 and 11, be added as follows:

"(g) Amounts required for amortization of mortgages existing January 1,
1934, or replacements thereof or substitutions therefor, on real property or
leasehold estates therein, and for payment of any other bona fide indebtedness
theretofore or thereafter Incurred for carrying charges or in operating real
property or leasehold estates therein."'

If the committee feels, however, that broader language is preferable in
amending this section to correct, -the present omissions in the bill, we suggest
tht addition of the following paragraph to section 102 (b) (8), page 50, after
"()" above, as follows:

'(h) Such suns are properly set aside or appropriated to meet the reason-
able needs of the business."

SIDNEY B. Mosecowiz.

MEMORANDUM PREPARED ON BEHALF Or THE RAL ESTATE BOARD Or NEW YORK, IN0,,
SUGOESTING AMENDMENTS TO SECTiON 102 OF AN A(T TO PROVIDE REVENUE,
EQUALIZED TAXATION, AND FM. OTHER PURPE8 (.. 7835) NOW UNDM OONSID-
IEATION JY TIE COMMIrEE ON FINANCW OF THE SENATE OF TIHE UNIT StATE"

Section 102 as now drawn imposing a tax on personal holding companies
would seriously affect, and to a large extent destroy, the legitimate operations
of bona fide real-estate corporations engaged wholly or principally in buying,
selling, and hold real- estate for the corporation itself. Such corporations In the
State of New York are many and are, In almost all cases, owned and controlled
by one or two. or three individual operators and Investors. Corporate organiza-
tion, as the holder and manager of real property, Is necessary to avoid many
of the complication which would occur under : A property law, were the title
to the properties taken and held by ndivid ' l,atural persons.

These real property holding companies of fecesslty are compelled by proper
financing and ordinary business prudence to accumulate, out of their income,
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large sums against the day when a amortization must be paid on mortgage
indebtedness or mortgage indebtedness must be fully paid off or refinanced.
This income cannot safely or prudently be distributed year by year to the
stockholders as dividends. Many of these companies have, In recent years,
suffered great capital losses, so that their balance sheets now show substantial
deficits and impairment of capital. Under such circumstances, no dividends
cal be declared out of current income until such deficits and capital impair-
ment are made up. Lastly, many of these companies are financed by moneys
loaned to them oi short-term notes or open book accounts, which moneys must
be returned promptly out of income.

Section 102. as now written, would impose an additional tax of 35 percent
upon all the income of these real-estate corporations (except 10 percent thereof)
legitimately, properly, and necessarily accumulated for the purposes aforesaid.

To obviate this gross injustice to such corporations, and without in any
waly impairing the purpose which we believe Congress had in mind in suggest-
ing section 102, we respectfully submit and ask for the following amendments:

Between lines 10 and 11 on page 56 of the said printed bill we suggest adding
to subdivision 3 of section 102 the following paragraph, to be designated
paragraph " G" :

"G. Such sums are properly set aside or appropriated to meet the reasonable
-eeds of the business."

Amend the parenthesis in lines 8 and 9 on page 54, found at the beginning of
subdivision 1 of subparagraph (b), known as "definitiojis ", so that the said
parenthesis will read as follows:

"(Other than a banking or insurance corporation, or a corporation wholly
or principally engaged in the purchase and sale of, and holding title to, or leas-
ing real estate for itself.)"

Respectfully submitted.
REAL ESTArI BOARD op Nrv YORK,
0. Au.E,

Vice Chairman of the Internal Retenue Act Committee
of Said Board, and by Direction of Sold Coommittee.

STATEMENT OF F. G. AUSTIN, OF THE WHITNEY REALTY C0.,
DETROIT, W OH.

Mr. AuSTiN. Mr. Chairman, I am barred from making any state-
ment whatsoever, as Mr. Gerrity yesterday was heard on the same
subject that I wanted to talk on although I wanted to talk about my
own company in particular. ] am not a lawyer, but just a plain
ordinary business man.

Senator KIso. You wish to speak in connection with what pro-
vision?

Mr. AUSTIN. In connection with section 102. Our company, the
Whitney RealtyCo., plainly was not organized to evade taxation
although it is owned by a family. It was incorporated in 1904, and
we have been operating ever since 1904. Our largest dividends were
not paid -until after 1915. We have been building it up.

Senator KIxo. We did not get the business.
Mr. AuSTIN. Real-estate investments.
Senator KINo. Oh, yea-in Detroit?
Mr. AusTzN. In Detroit; yes, sir.
The CHAUMAN- What you wanted was some provision there that

might take care of these obligations as they come?
Mr. AusTIN. Well, I do not see how we can progre. by paying

all of our money out into dividends without borrowing money. They
charge us 85 percent on all that is left in., Take. Tor instance, in
1915, we built a building on a site. The building before that cost
$200,000, in 1886. It was obsolete in 1915. All the depreciation
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which you will reasonably allow there would be $200,000. That site
demanded a larger building. We built a $1,800,000 building on it.

The CHAIRMAK. Mr. Austin, let me suggest to you that you see
our expert, Mr. Parker, and go over this particular matter with him.

Mr. Ausnw. I shall be very glad to. I do not want to take up
,your time.

The CHAIRMAN. Mr. Parker will see you and talk to you about
this particular matter.

Senator GoRE. Have you worked-out a definition that would differ.
entiate these concerns that are organized as havens of refuge from
taxation?

Mr. AusTiN. Have I?
Senator GoRE. Yes.
Mr. Ausrq. No; I have not, Senator. I am not a lawyer. I am

a plain business man, vice president and general manager of our
company.

Senator GoRe. There isn't any doubt that so far as organization in
this country is concerned, many companies are organized to escape
and defeat taxation. Now they should not be permitted to succeed
in that attempt.

Mr. AusTiN. That is very true. I agree with you,
Senator Gone. There may be others that are legitimate, that are

not organized for that purpose. If we can differentiate between
them, that is worthy of consideration.

Senator COUZENS. Mr. Austin, have you ever tried, with any of
your counsel, to work out a better definition of the personal holding
company, as you have determined it to be?

Mr. AUsTIN. No; I have not, Senator.
Senator COUZENS. I think it might be well to see if you can get

a better definition of what you are trying to arrive at in the way of a
personal holding company.

Mr. AUsTiN. i will do that.
The CHAIRMAN. Mr. Austin, I suggest that you talk to Mr. Parker.

He is our expert on such matters.
Mr. AusTiN. I will be glad to.

MEMORANDUM SUBMITTED BY NATIONAL ASSOCIATION OF REAL
ESTATE BOARDS WITH RESPECT TO SECTIONS 102 AND 117

To the honorable Finance Committee:I The National Association of Real Estate Boards is a national organization
composed of persons, firms, and corporations engaged.in the business of buying
selling, and handling real estate. Members of tits organization are particularly
interested in certain provisions of H.R. 7835 now pending before your honorable
committee, and beg to submit the following statement:

SEC. 102. TAX ON PERSONAL HOLDING COMPANIES

This is an entirely new provision without precedent in our prior income-tal
laws. The nature and purpose of this new taxation is set forth in the report of
the Committee on Ways and Means of the Iouse of Representatives, dated
February 12. 1034 (H.Rept. no. 704, p. 11) in part as follows:

"Perhaps the most prevalent form of tax avoidance practiced by individuals
with large incomes is the scheme of the 'incorporated pocketbook.' That is an
indht":dual forms a corporation and exchanges for its stock his personal holdings
in stock, bonds, or other income-producing property. By this means the income
fromn the property pays corporation tax, but no surtax Is paid by the individual
if the income is not distributed.
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"In regard to personal holding companies, your committee recommends that
they be defined as any corporation 80 percent of whose gross Income for the
taxable year is derived from rents, royalties, dividends, interest, annuities, and
gains from the sale of stock or securities, and whose voting stock to the extent
of more than 50 percent is owned by not more than five individuals at the close
of the taxable year. In computing the number of individuals who own the ma-
Jority of the voting stock of a corporation it is proposed to count as one all
members of a family in the direct line as well as the spouse and brothers and
sisters."It Is recommended that a tax of 35 percent be levied on the 'undistributed
adjusted net income' of such corporations"'

This 35 percent tax would be on the net undistributed adjusted income of
sald corporation for the year after the payment of the corporation income tax
of 13% percent, so that over 45 percent of its income would have to be paid out
by way of taxes to the Federal Government.

Without questioning the worthy purpose of the committee to reach and pre-
vent tax avoidance through what it calls the scheme of the "incorporated
pocketbook" and without trying to argue as to relative number of corporations
which would be brought within the provisions of this section which have been
"in fact formed for the sole purpose of avoiding the imposition of the surtax
upon the stockholders" it must be recognized that the provision as drafted will
* bring within Its provision great numbers of corporations formed and maintained
for the ordinary conduct of proper business enterprises, without regard to any
purpose of avoiding surtaxes upon Its stockholders. This is particularly true
of corporations engaged in the real-estate business.

It does not seem possible that it Is the Intention of the committee when using
the word "rents" to mean such rents as would bp collected from numerous
tenants by the ordinary real-estate orporations opernting buildings.

The use of the word "rents" in the definition in section 12(b) will serve to
bring within clause (A) practically all of the real-estat. corporations of the
country who are deriving income from ownership or operation of their prop-
erties. Probably- a majority of the real estate corporations of the country
are so owned by individuals or families that they would come within clause
(B).

The committee has assumed that It will be a simple matter for any cor-
poration which falls within this class to escape this tax by distributing to
Its stockholders at least 90 percent of its adjusted-net income, viz, its net
income subject to tax, plus nontaxable dividends and interest and less Fed-
eral Income taxes, contributions, and losses on sales of exchanges of capital
assets which would not be followed as a deduction from taxable income. This
Ignores certain Important facts in the situation:

1. Recent years have been most serious and disastrous for real-estate busi-
nesses. Great accumulations of losses have been piled up. Even real estate
corporations which have been fortunate enough to have rents which would
cover operating expenses have then had deficits brought about through heavy
real estate taxes paid or payable and by Interest charges on bonds and
mortgages. Corporation after corporation finds itself with large impairment
of its capital stock. III some cases there is even shown a complete wiping
out of stockholders' equity and impairment of principal of bonds, yet bond-
holders have often been disposed to carry along in the hope of Improvement
of the situation under which their bond values might again be restored where
the management has succeeded In holding their confidence that it is doing
everything possible to work out the situation.

Such corporations cannot pay out future earnings as dividends but must
apply them to make good impairment of capital. In many cases such cor-
porations must take all hoped for earnings for several years in order to pay
past-due real estate tax liabilities. In other cases such earnings must go
to me.t ltab'1lties t8 bonrd!older .

Yet this pr)pos&,. reg.,'dless of snwli sittition:s. wou!1 arbitrarily imlose
a 35-percent tax in addition to the 13%-percent normal Federal tax. It Is
bard to see how such corporations could hope to survive under such a
burden.

2. Another situation Is that In which many oorporations normally stand
where bonds carry annual sinking fund requirements or where mortgages
must from time to time be paid. Those payments take precedence over (is-
tribttions to stockholders and the corporation which is faced with making
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such payments is without the funds which It can distribute to Its stockholders,
even though it may show some net income on Its tax return.

3. Another feature which serves to impair dividend-paying ability of a real
estate corporation even though it may show taxable Inconie, is the fact that
it may at any time be subjected to improvement assessments by the local
authorities. Such assessments are not deductible in computing taxable in-
come, yet they take the funds which otherwise might be available for
'dividends.
4. Accounts receivable nay be accrual for computing taxable but are not

cash available for distribution to stockholders. Here again a corporation
night be penalized because It was unable to inake dividend distribution. •

Other cases might be mentioned to show the unfairness and injustice of
applying any such rule as this to real estate corporations, but the Instances
mentioned are so generally characteristic of the real estate business at the
present time that mention of other reasons seem superfluous.

If any such provision is to be included in the law, it should not bring such
real-estate corporations within its terms. We do not try to say exactly how
this could best be done. Perhaps it might be by omission of the word "rents"
from the definition; perhaps by specific provision that this should not apply
to any corporation whose income was principally derived in the normal course
of Its operations from holding, sale, or leases of real property.

However this may be done, there should be left no question of subjecting the
usual real-estate business of the country to any such tax as this, with the
disaster which it would bring to real-estate owners and operators, to investors
in real-estate bonds and mortgages, to the market for capital goods, and to the
revenues of our governments.

sMI~ZON 117. CAPITAL GAINS AND LOSSES

This section Is likewise a departure from all prior legislation in its drastic
provision (see. 117 (d)) that "losses from sales or exchanges of capital assets
shall be allowed only to the extent of the gains from such sales or exchanges."

The definition of capital assets in section 117 (b) Is so broad that it would
include real estate, as well as other property held by the taxpayer for use in
his business as distinguished from "property held by the taxpayer primarily
for sale in the course of his trade or business."

There seems no reason or fairness in a proposal to tax all gains without
allowing deduction for all losses. It is true that under this rule losses realized
in a year in which there were equal gains could be offset against such gains
and in effect allowed as deductions. If, however, a gain is realized in Decent-
ber of one year and a loss in January of the next, the gain would be fully
taxed in addition to any other income which might exist In that year, whereas
the loss would not be permitted as a deduction frotim other income of the year
when there was a loss.

The rule as written is so drastic that apparently If income should be realized
from rents during the early part of the year and then the property should be
sold at a loss, the Government would tax the entire income from rentals, but
would disallow the deduction for loss on that same property.

We believe the general rule of taxing gains but disallowing losses is not fair
and Just.

If, however, any such drastic rule as this Is to. be adopted, it should be
made clear that it is not to apply to such property losses as arise in the normal
course of business.

For example, there may be a loss due to termination of it lease before- its
specified expiration date. We feel confident that the section was never in-
tended to class such a loss as one falling within the provisiotns of section 117,
and thus be disallowed as a loss on sale or other disposition of capital assets.

Again, there may he physical property employed in the business which
becomes obsolete and is soMd or otherwise disposed of. There should be no
ground for any possible question as to such items coming within this clasifi-
cation. It would be most unfair if the wording were such that there might be
a contention, for example, that walls and partitions which might be tAlken
down in connection with tenants' leases, if sold or otherwise disposed of,
could fall within this classification. Similarly, there should be no question
that full losses would be allowable if machinery and equipment are taken out
and dlisposeil of in connection with new installations. Without attempting to
state the exact wording which' might be used, we urge that If any such rule
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as this is adopted, it should inI one way or another be made clear that it
doe4s not apply to deny to taxpayers the right to full deduction for losses on
physical property employed il the ordinary conduct of the taxpayer's business.

A further point of criticism against the section as written is that it does
not permit the deduction of capital losses against gains which may be derived
by a taxpayer from tile retirement of its own obligations. Tills point was
covered In section 23 (r) of the Revenue Act of 1932 with respect to the
limitation on stock losses tlere imposed. The corporation which by sales of
some of its assets at a loss is thereby enabled to retire its bonds by repur-
chase of them at less than their face value should certainly not be put In
the position where It would be taxed on a gain derived from retirement of its
bonds without being able to offset this against losses arising from the sale
of its assets. We submit that section 117, if adopted, should include a pro-
vision similar to that of section 23 (r) of the 1932 act, perhaps by adding
at the end of section 117 (d) the words "(including gains which may be
derived by a taxpayer from the retirement of his own obligations) ".

Respectfully submitted.
NAMONAL ASSOCIATION OF REAL EsATZ BOARD

By HUOn Pourm President.

STATEMENT AND TELEGRAM FlOM JOHN D. JACKSON, NEW
HAVEN, CONN.

The CHAIRMA. Mr. John D. Jackson, of New Haven, Conn.
Senator LONEROAN. Mr. Jackson is not present because of illness,

and I am filing the following statement and telegram at his request:
I urge tn additional exception in the definition (b) of a personal holding

company, such as the exception of banking and Insurance corloations, of
"a corporation used in aid of a manufacturing, industrial, printing, or mer-
cantile business, the assets of which consist entirely or principally of real
estate and/or machinery rente(I to and used by such a business."

Such a corporation is in no sense a personal holding company and should
not be arbitrarily classified a1s such In the bill merely because of limited owner-
ship. It is essential that such a corporation should have the use for business
purposes and acquisition of physical property of more than 10 percent of its
net Income derivedd from rents, and a tax at tile rate of 35 percent on such use
in aid of industry Is unjust and," In effect, an actual prohibition of lie use of
the corporation's moneys Jn aid of industry and in necessary expansion, and in
some cases would Interfere with the liquidation of existing obligations. There
is no fair reason for taxing the earnings of such a corporation at a higher rate
than tile earnings of industrial corporations generally.

Telegramni
Nisw H~AVEN, 4 o.1 Iarcl 15,19.

Hont. AUGUsT1INE LONMIIGAN,
United States ,cnate:

The Register, tin evening and Sunday newspalwr, privately owned by me for
mixty years, and unincorporated. outgrowing its cramped quarters and equip-
nient, required several years ago a new building and new ilachinry involving
a large total outlay. I made the outlay for the machinery personally iII order
to provide for land and building. A real-estate company was formed to acquire
lind and erect a building, I subscribing for a part of the stock, and tihe Courier,
Inc.. a smaller morning paper which I and my family niore rtc.iutly acquired,
having no building (if Its own, having moved several times. and having IIl view
a possible future building o2 part of tile land. subscribed fir the remailnder of
the stock. The balance of the cost was borrowed oil a lnortgage 1oat oil tile
land and building during construction, which loan was first refused by t. com1-
mercial bank and a savings hank on the ground that thliy dId not loan on a
factory plailt, and( was finally secured from a trust (.olillay which loaned
trust funds, with an agreenient that the Register wold lea-e tile new building
and that fhe mortgage should bt' amortized steadily over a few years out of
the rental, wlich is now being done. It would seen that tl i.al-estat1, com-
pany which was formed solely for tile purlmo5e of 'providing facilities anld pro-
tectiona for tile two lapers as present and future needs iuuuiy develop and, hold-
Ing ito bonds or stocks and hIaving no intention of owning any, should luo be
defined as a holding company nlerely because of limited ownership. wlen it is,
in fact, an1 industrial undertaking. Tile two papers have had different tradi-
tions and policies, have independent operating forces, and it is important from
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a business and advertising standpoint to preserve them as separate entities,
unI,,s economic conditions render that impossible.

JOHUN DAY JACKSON.

The CUUMA-nM . At this point I ask that the following letters ad-
dre:- sedl to Senator Walsh be inserted in the record:

Tirr MACALIEN CO.,
1hi01. DIAVID . WAI.SIr, Igo5loi., Miss., March 1, 193/4.

4'wolc Office )uilding, It,'lshhgton, ).C.
I.Alt SNATIl W.AsH : I have just had bIought to my attention section 102

of the revenue bill. 11.l1. 7835. whllh I ulerstland has passed the lbuse. A
coily of tile bill which I live is. I think, ote of tile first drafts, and I am1 not
Awilrt. of ally 11ciie anllllllnells tliit may lltve Ieoi made oi this se'etioi1.

I amn astounded, oil reading lhls paragraph, to find tllt It Is not allied tit
'what Is popularly know as " primstail lloing companies", but will vitally
-affect. II' not rll, limy sillaill bItslless corporalltion III Wi1bih the stock ownership
I5 limited to it slitll ilulhli)l'' of pltons. ,s you kinow, tht, setilon provides
tlhitt in lhlitloI t) all ,tter taXes a tax o1f 35 l;ero'lnt siall I levied on1 the
n11distriblite.1i ld Iic.iii of Corillti. 11 n whI h h not wore than fivo Wdil-

•vihluals own Ier4 t11i1i 150 lier0eilt of Its vol lng stock. The word " Individual"Is Mhen dhqlcd 14 1,11 itn fatally, inchldig Ili this lwri brothers. sisters,

Ilsoll f, Ilwietois1 and lhileal deee'st41llt5s. The ilvt then provides that the
uilsltltried net iIconte referred lIo llaiis net inconllte, i,'ss 10 lieireet of said
Income, and lvinlds pal dulilg Ilhv year. tilt, purtose of thte act being to
lorce c(tllIlles to pay out till but 14) percent u' theiralllnuUli earlinngs 10
Hitter what ther condition may he.

Tils clonpaly wits foutded about 41) years ago, by n small group of men,
a111 having lt the preselit thne (Ibout 40 st)ckhlIders. It started In ia silllt
way and has been bullt up through the years so that tt the ilresent thie we
own ai factory Ill south Jost n wllhere we employ ai iroximately lwtwevu 200
and 250 people. ''ie land14, factory, till(] Its einllinieit have till been ougliht
and pld for out of Ihe earnings of the cullijally. and lIn addition (hiring this
period of about 40 years the company has .een able to ly Jislo a surplus
ill order to carry It through the lean years and to provide for future growth,
at tle same time always paying reasonable dividends on Its capital stock and
mtlerate salaries to its ofliters. On its nitnufacturing ,iporation last year the
COMpany barely broke even, there being no Irofit whuttever for tii(b stock-
holders. Il the 3 previous years, owing to the depression, the Company was
operated at a Substanttl lmlufacturing loss, with the result that its surplus
has been seriously depleted. We have, however, during this period kept the
factory running and o h111elil employed.

It the proposed bill hald been in effect dutiring the life of this company, it
could never have accumulated avy s9lirplus, and probably would long ago have
passed out of the picture. Looking into the future., If the bill becomes law it
will ie impossible to replace tile inroads tilat have beel inade upon its surplus,
at1d if we should continue to operate at it loss it might well be necessary to
liquidate the company rather than to continue, thus throwing our employees
out of work, which is the last thing we wish to do.

This act is peculiarly vicious in that it would have a deleterious effect upon
small Independent compiities by prohllbiting tie accnmulation of it surplus
and such companies would be unable to survive through depression periods find
their employees would lie thrown out of work. A surplus, of course, during
such a period is largely cut into In order to keep the plant In operation, which
fund it a sense makes insurance against unemployment of those employed
in the plant as well as providing for financial growth of the company. Obvi-

ously the bill prohibits thrift and frugality and violates all sound business
principles as no company can exist for an extended period when forced to pay
out all of its earnings and Is forbidden to accumulate a surplus. That any
such result Is intended by this legislation seems inconceivable, and I cannot
urge too strongly that the provisions of this section which apply to companies
similar to ours be deleted from the proposed legislation.

If there Is to be a hearing before the Senate Finance Committee I should*
greatly appreciate an opportunity to be heard.

Very truly yours, THn. MACALLEN Co.,
THObAe ALM,

President.
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ROPES, GRAY, BOYDEN & PERKINS,
Boston, Ma.rl& , 1934 .

Hon. DAVID I. WALSH,
United States s0u4 te, Washington, D.C.

MY DLt SENiYo, WALSH: I take tile liberty of calling your attention to at
point in the revenue bill of 1934 now before the Senate Finance Committee.

Sttion 102 imposes a penalty tax of 35 percent on "' undistributed adjusted
net income" of "personal holding companies." There is no quarrel with its
purpose. However, as now drawn, section 102 works very harshly in one
situation which apparently was overlooked.

If the corporation uses its income to pay its debts that is not considered
"distributed" and It is penalized 35 percent. So, also, if it uses the net income
to redeem preferred stock.

This applies to a great many small corporations Ikot it till of the type features
in the Sekate hearings about the New York bankers.

Perhaps the best way to get at it is by an Illustration, which I think is.
typical of many Innocent situations.

Sone years agoi a real-estate friend of mine would occasionally buy a property
and get some of hi.s friends to put in money with him, forming a corporation
for the purpose. The friends were not tie same in each case, so there was at
different corporation eich time. I Went itO two or three of these, but I an
not bragging about It itow. The subscribers received debentures or preferred
stock for their money, with some common stock.

Section 102 will hit most, If not tll, of these small companies because their
income is derived from rents, and of each company 50 percent of the stock is
held by less that fire persons.

If one of tese impamies uses its income to pay down its mortgage or to
pay its debts it will be stung witl the 35 percent penalty.

It has it little leway uder the present form of section 102, but not much.
The leeway is litltited to its depreciation reserve plus 10 percent of the ad-
justed net lne(mme. But that is not enough to satisfy creditors in these days.
" Undistributed " incoMe ought to mean income whieh might be distributed

to shareholders but instead wais retatined by the company. In the case of'
these companies, cert'alily, it seems to in( quite unfair to charge 35 percent
extra on what they pay creditors.
The following suggestion would cover this point. At the same time it

should accomplish the general purposes of the Act. Subdivision (2) of sub-
section 11 of section 102, beside the deductions there allowed, might also allow
to be deducted such further portion of the adjusted net Income as is actually
paid out during the year bn the principal of debts or encumbrances or in
retirement of preferred stock. Perhaps there should be deducted also so
much of it a is paid out for the retirement of common stock. Any security-
holder who receives money for his security or stock of any class would pay a
tax on his gain as a Irt of his general Income tax.

This letter Ins become longer tian I intended, for which I apologize.
Respectfully,

WVA'INER STACKPOLE & IRADLEE,
).ccnibcr 16, 1.93.

HoN'. ])AVID 1. WALSII.
Utitcd States Senate. 11'ashibilon, D.C.

MAY D):AR SENATOR WALSH? May I ask your good offices on one matter in
connection with tile framilng of the proposed amendments to the income tax
law recoMineded In the lpreilinary report of the subcommittee of the
Committee on Ways and Means.

I refer to personal holding companies and to the proposed definition as-
"any corporation S0 percent of whose gross income for the taxable year is
derived frmon rents, royalties, dividends, interest, annuities, and gains from
the sale of securities, and whose voting stock to the extent of more than 50
percent Is owned by not more tMan five individuals tit the close of the taxtable
year."

Tle purpose of the proposed amendment is obviously to prevent the avoid-
ance of the surtax by individuals, but the effect of the definition would he to
penalize a type of investment company in which the voting stock in rela-
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tively small amount is held by a few individuals for the purpose solely of
providing continuity of management as in a permanent investment trust and
Without any purpose or effect of avoiding surtaxes on the voting stockholders
Who own only a very small participation in the investment funds.

I represent three investment counsel corporations of Boston, in which, for
purposes of management, a small number of shares of voting stock is held by
members of the firm of Scudder, Stevens & Clark, one of the leading firms of
investment advisers in Boston. The voting stockholders participate in divi-
dends on exactly the same basis as the large number of nonvoting investment
stockholders and their participation in dividends and their proportionate inter-
est in the investment funds is less thaf 1 percent, yet under the proposed plan
the large number of nonvoting stockholders would be penalized by a 35-percent
tax on the undistributed adjusted net income merely because of the voting
control of the small number of voting stockholders.

I believe that there are a substantial number of investment companies in the
=ame or a similar position.

In the case of such a company, if a prosperous year should lead to large
capital gains on changes of investments the tax might be a heavy one because
capital gains ordinarily are not and should not be paid out in dividends and
with respect to such gains tile company cannot properly reduce the tax by
distributing the capital gains.

While in the case of a real personal holding company or "incorporated
pocketbook" the owner may doubtless control dividends as lie chooses and may
well be prevented from using such machinery to avoid surtaxes, the type of
company to which I have referred is, I submit, entirely foreign to the evil
toward which the proposed legislation is directed and -would be seriously
penalized.

I hope that in any legislation of the character recommended the special tax
will be imposed only on companies when not only 50 percent of the voting
rights but 50 percent of participation is owned by not more than five persons.

Very truly yours, JOuN 0. IPALFRUEY.

BosToN RP.Ar, ESTATE EXCHANGE.
Boston, Mass., Mawo4 8, 1934.

Re H.R. 7835, section 102
Hon. DAVID I. WALSH1,

Senate Offioe Buiding, Washington, D.O.
DEAR SE NATOR WALSH: In behalf of the Boston Real Estate Exchange I wish

to call to your attention the detrimental effect of section 102 of the proposed
Revenue Act of 1934 upon Massachusetts real-estate corporations and unincor-
porated real-estate trusts with traiwferable shares. Briefly summarized tile
section proposes a 35-percent tax upon the "undistributed adjusted net income"
of "personal holding companies " The definition of what constitutes a "per.
sonal holding comiipaiy " in section 102 (b) (i) is so drawn as to include many
small real-estate corporations and Massachusetts trusts.

The purpose of the tax proposed (see. 102) was described by the pre.
liminary report of Subcommittee of the House Committee on Ways and Means
to be to prevent tax avoidance by individuals with large incomes--apparently
principally those who formed holding companies to hold investments and secur-
ities without distributing in dividends the income from those securities. The
committee comments:

"It is believed that the majority of these corporations are formed for the
sole purpose of avoiding the imposition of the surtax upon the stockholders."

Real-estate corporations and trusts (which are treated by the revenue act
on the same basis as corporations) are formed not for the purpose of tax
avoidance but because business convenience and necessity requires that undi-
vided interests in blocks of real estate be concentrated in a corporation or a few
trustees. The necessity for this frequently arises where many members of a
single family (or of a business group) have interests as tenants in common in
a large parcel of real estate. As you doubtless know, there are in Boston a
very large number of real-estate trusts, many of which were organized prior
to 1913 when the first Federal Income tax (adopted after the income-tax
amendment) was enacted.

It is not reasonable to treat a small real-estate operating company actually
engaged in business on the same basis as a security holding company Incorpo-
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rated for tax avoidance purposes by ilt individual. A small real-estate company
actually engaged in operating a building must in prosperous years accumulate
from income reserves (beyond usual depreciation allowances) for repairs,
amortization of mortgages, replacements, improvements, and contingencies.
What amounts should he reserved for these purposes varies, of course, in dif-
ferent vases and can only be determined as a matter of business judgment. At
tie present time reserves for contingencies accumulated prior to 1929 are ex-
hausted in many cases by actual losses in operation of buildings and the pay-
ment of constantly increasing taxes. The reduction in the value of properties
(and this reduction in market value has been very pronounced in Boston) has
caused mortgagees to demand substantial reductions in the amount of mort-
gages. All possible net income from business properties should be reserved to
meet this situation and prevent foreclosure for a good many years to come.
Even properties which have no mortgages in many cases would now have no
means of meeting operating expenses, taxes, and replacements unless in more
prosperous times they had refrained from increasing dividends and built up
suitable reserves.

Section 102 as it now reads would apply even to a corporation or trust with
an impaired capital if such a corporation or trust had in fact in any year an
"undistributed adjusted net Income" within the technical meaning of the sec-
tion. Many real-estate corporations or trusts, upon the basis of the present
market value of their real estate and other assets, really have an impaired
capital although their balance sheets do not show it because the book value of
their real estate has not been written down to market or because the loss in
value of the real estate has not been realized by an actual sale. Such corpora-
tions and trusts in most instances must devote the whole of their income to the
reduction of indebtedness, and in any event, as a matter of sound business
practice, they should not distribute in dividends any of their income while in
substance their capital is impaired. It is obviously unfair and improper to
subject them in any year when they earn enough to have an "undistributed
adjusted net income" to an income tax of 35 percent in addition to the ordinary
income tax imposed upon corporations and trusts under the revenue act. I
urge you, therefore, If possible, to obtain a revision of section 102 so as to
exempt entirely bona fide corporations and trusts actually engaged in the busi.
ness of leasing or operating real estate.

If this is not possible, I suggest that such corporations and trusts be given
a deduction in computing "undistributed adjusted net Income" for all amounts
actually paid or credited by tlem from Income during the taxable year in pay-
ment of obligations of the coinptny not incurred for the purpose of tax avoid-
ance. In any event, it seems to me that section 102 should be made napplica-
blo to any corporation or real-estate trust which has an actually impaired
capital taking its assets not at book value but at their current market value.

Very sincerely yours,
E. D. BROOKS,

President of the Boston Real Estate Exchmige.

P.S.-I have just received from the New York Real Estate Board a draft of
amendments to the act which they are submitting as a method of avoiding
the threatened hardship to real-estate corporations and trusts outlined above.
I submit a copy for your information.
[riNnLOSde.i]
P.P.S.-I an reminded by this bill of the old German nursery tale of the

farmer who didn't know how to keep the storks from trampling down his grain
because if lie went into the field to drive them out he would trample more grain
than the stork. He asked a learned man what to do. The learned man advised
him to take a large gate from its hinges and have six men carry him into the
field on it to drive out the storks.

ALTEnNATIVo PROPOSITION OF NEw Youmx REAL ESTATE BOARDS

SUGGESTED AMENDMENTS TO SECTION 102, REVENUE ACT OF 1934, H.U. 7835, NOW
BEFORE SENATE COMMIT'rE ON FINANCE

1. In section 102 (b) (1), page 54, lines 8 and 9, after the words "(other than
a banking or Insurance corporation ", insert the words "or a corporation whose
principal business consists of owning and operating a building or buildings or
leasing and operating a building or buildings)."
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2. Add a new paragraph to section 102 (b) (3), page 5(;, lines 10 and 11, as
follows:

"(G) Amounts required for amortization of mortgages existing January 1,
1934. or replacements thereof or substitutions therefor, on real property or
leasehold estates therein, and for payment of any other bona fide indebtedness
theretofore or thereafter incurred for carrying charges or in operating real
property or leasehold estates therein."

8 8. Add a new paragraph to section 102 (b) (3), page 50, after "(G)" above, as
follows:

"(H) Such sums as are properly set aside or appropriated to meet the
reasonable needs of the business."

No'r.--While this provision is important In the interest of business recovery,
it is not as essential as the preceding paragraphs "1" and "2."

CAPITAL GAINS AND LOSSES

STATEMENT OF HERBERT S. WOOD, WASHINGTON, D.C.

The Cu.unM.%x. The committee will give you 10 minutes, Mr.
Vood. You have a brief, haven't you?
Mr. WOOD. I have in print, in the Congressional Record of March

6, a discussion of this problem.
The C]IAIRMAN. Have you already appeared before the House

Ways and Means Committee?
Mr. Wool. No. sir. I appear on behalf of Senator Murphy of

Iowa, to explain an amendment that he plans to offer to this bill.
The amendment is to section 117, re native to capital grains and

losses. The capital gains tax is undoubtedly the largest of the leaks
in the tax structure. The proposed provision of this bill does not
stop the leak. It may check it, but it does not stop it. Unless the
provision is amended, this bill will largely fail of its main purpose
of stopping tax leaks.

I have some careful estimates of the amount of the relief that is
granted under this capital' gains tax. In the years 1925 to 1929,
during the big stock market boom, that relief amounted to
$750,000,000. A careful estimate shows that out of that $750.000.000,
not more than one quarter wa' jiustified by the principle laid down
by the Ways and Means Committee. as the basis of capital gains pro-
vision in this bill. The other three quarters can best be described as a
subsidy to successful stock speculators. On the same gains, section

,117 of the present bill would grant unjistified relief to thie amount of
about a billion dollars, more than was granted in the years 1925
to 1929-

The CHAIRMAN (interrupting). Do you like the old provision bet-
ter than this one?

Mr. WooD. No, sir; this provision is much better than the old one.
The difficulty is they are both intolerably bad.

The CHARIMAN. Doyou suggest some amendment to this?
Mr. WoOD. I am offering, on behalf of Senator Murphy, a sug-

gested amendment which I will explain after a brief discussion of
the situation.

There is nothing in the nature of this income that warrants any
special consideration from the taxing authority. It is, as I have
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said, speculative income-property income. It is for the most part
derived from dealings in stocks and bonds. The general feeling
would be that it should bear the highest rate of taxation. Stock
speculation does not need a Government subsidy or deserve it. The
only circumstance that warrants special consideration for capital
gains and losses is the fact that they tend to be accumulated in
certain years in large amounts, and in other years are missing. The
result is that the taxpayer goes up into the higher surtax brackets
in the 1 year in which he gets a gain, and because he goes into the
very high surtax brackets he pays a much higher tax than he would
pay if ttat gain were distributed evenly over the years during which
the property was held. If a man with an ordina ry income of $10,000
makes a capital gain of $100 000 this year, he will pay more than
twice as much tax as he would pay if "he had earned that $100,000
in five equal annual installments of $20,000. That is the condition
which justifies relief-the only condition which justifies relief.

I think all of the investigations of this subject by committees of
this body have come to that conclusion, that the other argulnments ill
favor of special relief are all unsound. This one should control.
The relief granted should not be. nore than is necessary to prevent;
the excessive tax that would be imposed on the man realizing in 1
year more capital gains than he has realized during the other ears
in which the property was held.

Perhaps, before going in I should point out that the capital-gains
tax, as carried in the present bill and in past laws, applies not merely
to profits derived from thesale of property. A very large amount-
no one can say how much, but a. very large amount-o the income
subject to the reduced rate is actually dividends, current earnings
of business that are by manipulation brought into the class of capi.
tal gains. For example, many of us have been surprised by the great
prevalence of the practice of splitting up capital stock by means of
stock dividends. The prime purpose of most of those splitt-ings is
to enable the recipient of the stock dividends to hold them for 2
years and then sell them and pay 121/ percent on the proceeds, in-
stead of the full amount of the surtax that he would have had to
pay if the dividends were distributed currently in cash.

Most of the reorganizations have had such a similar purpose.
The benefits of reorganizations have been mostly derived through
the 12.-percent rate. Your present bill endeavors to cut off some
of those reorganization benefits. It does nothing to stop the reduc-
tion of taxes-by means of stock dividends. I doubt if it can do so.
I doubt if it is practicable.

Senator KING. Then that is an evil which we must suffer.
Mr. Woo. No, sir. It is quite possible to amend the law so as

to carry out the principle that the Ways and Means Committee has
laid down, and not to grant any relief except where relief is due. I
am submitting an amendment which is intended to do that.

Senator KINo. Then, if I understand you, the Ways and Means
Committee has announced a correct princiPle.

Mr. Woon. The Ways and Means Committee have suggested that
the tax on capital gains should approxinatq the tax that would have
been paid if the gains had been realized evenly over the period dur.

46032-34-12
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ing which the property was held. That is perhaps a reasonable
principle. While it is not always true that the gains have accrued
evenly, nevertheless it is reasonable to assume that the gains had
accrued evenly during the years the property was held, and should
be so taxed.

Senator GORE. A more reasonable assumption than that the profits
had accrued in the 1 year?

Mr. Woo6. Yes, sir. But the present bill goes far beyond the
amount of relief that is warranted under that principle. It-grants
at least three times as much relief as is warranted, according to the
very careful estimates that I have made on the subject. I think I
could satisfy your experts 'that those estimates are sound.

It does so because of three fundamental defects. In the first
place, it grants the same relief to all taxpayers regardless of the
amounts of their income. If we take the case I cited a moment ago
of a man with a capital gain of $100,000 this year, imposed upon a
$10,000 ordinary income, he would pay twice the tax that he would
pay if the $100,000 was spread out. but if you take a man with a
$1,000,090 income to begin with and pile up any amount of capital
gains on his initial $1,000,000 income, he would not pay 1 cent more
if they were realized in the 1 year than if they were spread over 10
years. He is in the highest surtax bracket anyhow, and nothing that
can happen in the realization of his additional income can make him
pay a higher or lower tax on it unless some special favor is granted
him.

Nevertheless. this bill extends to him relief to the extent of 60 per.
cent if he has held the property 5 years or more, 60 percent of the
tax he would otherwise pay, a wholly undeserved relief. If we take
a man with an ordinary income of a million dollars who had a
$5,000,000 capital gain--rather uncommon in these days, but fairly
common in the years 1925 to 1929-lhe would pay on his capital gain
a tax of $3,150,000 under the straight rates rnt hout relief, regardless
of when he realized the gain. He suffered nothing because of the
concentration of his capital gain in 1 year. As a matter of fact, if
we consider that his tax accrued during the years when the property
was held, lie should have paid it during those years, and he would
really have saved $300,000 odd cf interest, at 5 percent, by deferring
the tax until the gain was realized. Nevertheless. this bill, if lie
has held the property 5 years, would grant him relief to the extent
of $1,890,000 out of the $3,150,000 that he should pay.

The situation with respect to a man with $100,000 ordinary in.
come, who had a $500,000 ca ital gain. is not substantially difficult.

The CHAIRMAN. Well, under the old law, though, he would be
entitled to a greater relief than that?

Mr. WOOD. Under the old law he would get a greater relief. The
question I am raising-

The CHAIRMAN. Aren if he held it but 2 years and I day?
Mr. WooD. Yes, sir. The point is, that the tax should be drawn

in accordance with the principle that the Ways and Means Commit-
tee has laid down. It should go no further.

Senator REED. How about the taxpayer in all this? Who is going
to make him sell, or would you add that as a further provision?
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Mr. WOOD. Well, Senator, the Joint Committee on Tax Revision,
as I believe you will remember, cited some statistics from the
Couzens report, which purported to show that the high tax rates
in the years 1917 to 1921 prevented the taxpayers from selling their
property, and that beginning with 1922, when the tax rate was cut,
the gains from the sales mounted up until they reached the peak
in 1929.

Senator REED. Don't yoi'i agree with that?
Mr. Woop. No, sir. • think that is a mistaken interpretation of

the facts. I have obtained from a book by Willford I. King, a
expert of the Bureau of Economic Research, an estimate of the
changes in the total value of all securities in the United States for
these years, and it shows very plainly that those years in which the
selected taxpayers of the Couzens report-some 5,000 of them-
showed losses, were the years in which the total value of all securities
in the United States was declining at a very rapid rate. I have the
exact figures here.

Senator GOnE. What vere the years, do-you remember?
Mr. WOOD. 1917 to 1920, inclusive.
Senator REED. Would you say 1920 was a year of low values t
Mr. WooD. It was a year of declining stock values, according to

Mr. King's very careful statistics. I will give you the exact figures,
if you wish them.

Senator REED. That is not necessary. We will get them.
Mr. IVooD. The declines in those years were from one to thity-

three billions annually, so.that the figures cited in the Tax Commis-
sion's report really, as I see it, show nothing except that in the years
of declining values the taxpayers realized losses and in the years of
rising values, like those from 1922 on, the taxpayers realized gains.
I doubt if any other interpretation can correctly be placed upon those
statistics. The great amount of gain realized has been during the
great boom in stock values, and if we have another recovery, as we
may reasonably hope, we will get another such great realization of
profits. Stock prices won't have to go so high as they did then. be-
cause they started lower. The men who bought when thie stocks 'were
down in the subcellar in 1930, 1931, and 1932 will build up new
fortunes, and the Government under this bill would help them build
the fortunes by exempting them from the taxes that would be
imposed on any other kind of income except income from these gains.

The CHAIRMAN. I gather, then, from what you say, that it does
not make any difference how high the surtaxes may go, that it does
not retard capital investments.

Mr. WOOD. Oh, no, sir. I think that probably, as a general theory,
it is true that high surtaxes do retard all business transactions, but I
say also that normally they retard one class of transactions as much
as another, and that there is no public interest in the realization of
profits on investments, in the liquidation of investments, that war-
rants giving them favored treatment. That is what this bill does.

Senator REED. What would you do about the losses, Mr. Wood V
Mr. WooD. I have no criticism of the provision of the present law

regarding losses. On its face it is unjust.t It is warranted only by
the fact that the taxpayer has so large a degree of control over the
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time when he takes his losses that the Government is almost helpless
to protect itself against his spreading over 10 years or more losses
that actually accrued in 1929, 1930. or 1931. 'therefore it is neces-
sary to do something to protect the Government against the loss of
revenue due to the improper-let us say the inaccurate, the incor-
rect--timing of those losses. They are timed at the taxpayer's own
discretion; therefore, I think the Government is perhaps warranted
in taking such a step as the one that is taken in the present bill.

Senator RiEp,. Do you think the taxpayer owes a duty to the
Government to sell a security at such a time as' to yield the greatest
tax?

Mr. WooD. No, sir. I think. however, most of the losses that tax-
payers suffer must of necessity be taken for tax purposes in the
years in which they actually occur. This particular class of losses is
exempt from that requirement. Most of us who had stocks in 1929
are still holding onto them in ihe hope that sonie day they will .ome
back. W will sell them at some future time at it real profit as
compared with their present value, but we will take a los.s as com-
pared with the cost. anld if we are in the high-tax brackets we
may time our sales so as to offset those losses agjiinst our other
high taxable income. So that this special provision, preventilig
the deduction of losses from ordinary income is, I think, warrait'd;
if that is the question the Senator is asking. Tt has nothing to do,
however, with the question I am talking about, which is the taxation
of the net gains, over and above losses.

Senator GiOtE. What do you think of the English plan of ex(.lud-
ing both ?

gMr. WooD. Oh. I think it is extremely bad in every respect. It
has no justification in equity whatsoever. I doubt if it has any
justification in fiscal policy. It is an extremely bad precedent thait
has had an unfortunate influence on our treatment of capital gains,
although we have not actually followed it. We have adhered to the
principle that these gains should be taxed, even if they bring in no
revenue. They should be taxed, because we should not subsidize
the successful speculator at t.he expense of the unsuccessful.

Senator REED. Now. I am struck by that remark, that even if they
bring in no revenue, you would -favor this method of taxation.

Mr. WooD. Yes, sir. The tax is on individual income, not on the
total income of the United States.

Senator REED. Then you would write this bill in order to punish
a group of citizens rather than to raise revenue?

Mr. WOOD. Oh, no. sir. This bill would actually raise revenue
because by your provision excluding losses you have assured that the
Government can lose nothing by this capital-gains tax. It must gain.
As a matter of fact, it has gained ever since 1922.

Senator GoRE. This adopts the rule of "Heads, the Government
wins; tails, the taxpayer loses ". does it not?

Mr. WooD. The present bill does adopt the rule that "Heads, the
Government wins; tails, the taxpayer loses", by denying a deduc-
tion of losses except from gains. But that is not the subject that I
came to talk about. I came to talk about the taxation of the net
gains themselves.
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Now, the second defect in the pending bill is that tile tax imposed
is the same on all taxpayers, regardless of whether their gains are
unusual or not. Many large taxpayers realize gains year after year.
They are entitled to no relief when the gains are substantially equal
in amount from year to year. If their gain is substantially the same
year after year, they pay the lowest possible tax that could be paid
Ol that much income under the regular tax rates. There is no reason
why we should throw back to them. any part of their tax when they
are already paying the minimum that they could properly pay.
This bill, nevertheless, will hand them back b0 percent if the prop-
erty has been held 5 years or over, 40 percent if it has been held 2 to
5 years, and 20 percent if it has been held 1 to 2 years.Senator CONNALLY. Elaborate on that a ltile Develop that a
little further.

Mr. WOOD. Taxpayers who have capital gains of about the same
amount year after year but haven't an exceptional gain in any year
are not entitled to any relief. Most of the very big investors are in
that class. making sales year after year and making gains every year
during prosperous times. If this year's gains are not greater than
the average for 4 years before, the property having been leld 5 years
before sale, then the taxpayer has no Just claim to relief. It is only
the exceptional gain that could bring him up into the higher surtax
brackets. Therefore any relief provision embodied in this bill
should be applied only t6 the exceptional gain, to the excess of this
year's gain over the rains during the time when the property is held.

Now, that provision will meet administrative objection. It in-
volves difficulties; but, speaking as a man with wide experience in
solving such administrative difficulties-I was formerly assistant
ch;1ef of the Bureau of Efficiency and have installed many accounting
systems in Washington, and have also had wide experience in tile
Aureau of Internal Revenue itself, under Commissioner Roper in
1918 and 1919-I (an assert with some positiveness that that provi-
sion is capable of successful administration. I would stake my
reputation on that. It would cost some money, but if it is objected
to on that ground, I would ask the Bureau of Internal Revenue to
submit an estimate Af the cost, and lay that estimate down alongside
an estimate the amount of money that is involved in the tax. The
cost would not exceed 1 percent of the amount of money that is
involved in the tax, in my judgment.

Now, the third defect is that, quite apart from the fact that most
of the tax relief granted by section 117 of this bill goes to these
two classes of taxpayers who are not entitled to any relief-the
ones having very large incomes and the ones having a comparatively
steady flow of gains-the percentages of capital gains to be included
in taxable income (which I understand you gentlemen have consid-
ered lowering)., are, nevertheless, much too low. I have made a
great many comnputations which I will submit for the committee's
record, .and say that in ordinary cases of $20,000 ordinary income
and $50,000 capital gains, taxpayers who under this law are per-
mitted to include 60 percent of their gains ought to include from
73 to 84 percent. The taxpayers who ae permitted to include 40
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percent ought to include from 64 to 74 percent. I will submit those
computations for the committee's consideration.

Senator CONNALLY. You say you think we have allowed much
too liberal a provision?

Mr. WOOD. You have allowed much too liberal a provision.
Senator CONNALLY. We haven't done it yet.
Mr. WooD. The bill as it now stands would do so.
Senator GORE. You have considered the plan submitted 2 or 3

years ago by which they took a year at a time ? You are familiar
with the period over 10 years? You are familiar with the plan,
are you not?

Mr. WooD. Over 10 years?.
Senator Goi. Yes.
Mr. WooD. I have seen a good many )lans, Senator. I do not

know whether I have seen the one you refer to.
Senator GORE. The gains realized within a single year were to

be taxed in another.
Mr. WooD. Oi the plan to base the tax on the average income of

several years? i think that is impractical.
Senator GoRE. A plan to tax the gains 100 percent if not held

over 2 years, and 90 percent of the gains-
Mr. WooD. I think that plan is unsound, no inatter what percent-

ages are used, for the reason I pointed out, that it gives the recipients
of large incomes relief that they are not entitled to, And I point
out that most of the capital gains are in those large incomes. Out
of seven billion and one hundred and some million of capital gains
realized in the taxable years 1925 to 1929, over six billions occurred
in incomes of $100,000 or more. Therefore this capital-gains pro-
vision is, in the main, a provision for the relief of the very wealthy
taxpayer, and he is the taxpayer who, as I have pointed out to you,
is entitled to no relief.

Senator CouzENs. What have you to say in connection with the
agitation that these high capital-gains taxes raise the market price
o securities to such a point that there is no exchange of the securities,
and therefore the price is over made?

Mr. WooD. I think, Senator,- the fact is directly opposite. This
relief that has been granted puts a premium on the purchase of
stocks and bonds, to be held for 2 years and sold after that time. It
creates an inducement to buy by relieving the profits from a large
,part of the taxes they would otherwise bear. That inducement has
a far greater effect in raising prices than a higher tax would have by
preventing sales. We, as I say, are subsidizing the successful stock
speculator, making it particularly advantageous for men to et their
income from that source rather than other sources.

Senator COUZENS. I would like to have that understood. It seems
to me if there is no stock for sale and the seller is not selling stock
because of the high capital-gains tax. then the price is run up to an
inordinately high price and there are no transactions.

Mr. WooD. I think, Senator, there has been no evidence that iien
will not sell. The statistics that I referred to from the joint com-
mittee are. I think, misinterpreted. I do not believe an examina-
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tion of all the evidence shovs that they indicate what they were
interpreted k,? indicate. I will submit for the record a comparison
of the gains and losses with the actual fluctuations in stock and
bond values.

Senator CouzE S. Let me ask you this, then. Isn't it an economic
principle that if an article is scarce the price goes high?

Mr. WooD. Oh, undoubtedly.
Senator COUZENS. Then if it is not scarce; if the seller won't sell

because of the high capital-gains tax-
Mr. WVooD. But the gain is only on sale.
Senator CouzENS. If you take all his profit, under a capital-gains

tax-I am just arguing this question-
Mr. WooD. Yes.
Senator COUZENS. Isn't he likely to sell ?
Senator REED. Don't we all know cases and have the experience of

men who have refused to sell for that reason?
Mr. WooD. Undoubtedly, Senator. I have been in tax practice

for 15 years now and I have had many such cases. For the most
part they refuse to sell because they are looking forward to a reduc-
tion of the tax. If they have a profit and are not looking forward
to a reduction of the tax they will take their profit. If they expect
to make more by the reduction of the tax then they could make by
selling now and investing in other securities, then they may hold
back.

Senator GoRP.. It is really the high tax then that freezes it in their
hands, isn't it

Mr. WOOD. That has been'urged repeatedly.
Senator GORE. Your own statement that they are looking forward

to a reduced tax-if that is true, then they are refusing to sell
because the tax is high.

Mr. WooD. I think that that point can be maintained only if sup-
ported by evidence that it has happened. I do not find in the records
any adequate evidence that it has happened in large amounts. In
individual cases it has happened undoubtedly.

Senator GonE. But your admission was to the effect that they held
tnd (lid not sell because of the prospect of reduced taxes.

Mr. WOOD. Some do. I do not think that it is true as a general
rule. There is no statistical evidence to support the contention that
it is true as a general rule.

Senator GoRE. Do you think, on the other hand, that they do
unload on a falling market in order to avail themselves of the losses.
in their tax returns?

Mr. WOOD. Oh, undoubtedly.
Senator GOiR. But you do not think the motive works both ways?
Mr. WOOD. I think there is some deferment of realization of prof-

its. The point is that I do not think that is a very serious matter.
Now, replying to Senator Couzens' question, I would like to give

one bit of statistics to show how much the relief granted by this
tax has resulted in deferring sales. In the year Alt29, of the total
taxable income of people having $5,000,000 or -more, 74 percent was
realized by the sale of property held 2 yeai- or more, 74 percent.
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and a fraction. Only 61/2 percent was from the sale of property
held less than 2 years. The inducement to hold on at least 2 years
was so great that that class of taxpayers did not sell short of 2 years,
although as a whole the profits on the short-term investments were
as great as the profits on long-term investments. If we come down
the line to the small taxpayers, where the tax inducement was com.
paratively small, we find that the profits from sales of short-term
investments exceeded those of long-term investments. It is only
when we get up among the fellows who get the most benefit.from
this law that we find that three quarters of all their incomes came
from the sale of property held 2 years or more and only 1/ percent
from the sale of property held for shorter terms.

Senator GoRE,. Does not that prove this theory ? They did not
sell those, that they held* less than 2 years, on account of the high tax.

Mr. WOOD. On account of the tax.
Senator COXN.LLY. Waiting to get the advantage of having held

2 years.
Mr. WooD. That is it.
The CHAIRMAN. Now, Mr. Wood, we thank you.
Mr. WooD. Senator, I would like to explain just briefly-
The CHAIR31A. Well, you have had twenty-odd minutes, Mr.

Wood.
Mr. WooD. I am one of the few witnesses here-
Senator CONNALLY. He is worth it, gentlemen.
The CH.IRAN. Well, go ahead, but I hope that you will finish

your statement because the committee has to get along.
Mr. WOOD. I will just state the principle of this amendment. The

principle of this amendment is that the relief shall be applied only
to the exceptional gain-the exce s of the current year's gains over
the gains for the period during which the property is held. And
second, that the tax shall be, for property held 5 years, 5 times the
tax that would be imposed on one fifth of the gain; for property
held 4 years, 4 times the tax that would be imposed on one fourth of
the gain, and so on.

Senator KxNo. Is that the amendment you suggest?
Mr. WooD. That is the amendment. That would give, in all cases,

relief substantially in accordance, with the principle on which this
bill is supposed to be founded, no more and no less.

Senator Couzss. Well, that is in your amendment?
Mr. WooD. That is in my amendment which I will submit.
Senator KINo. May I ask one question, Mr. Wood? In your

investigations which you have made from Professor King and others,
did you discover what proportion of these capital gains resulted fromn
the sale of stocks and bonds, and what proportion from other opera.
tions, real estate, and so on?

Mr. WooD. No, sir. I haven't those figures. I have, personally
no doubt that the great volume of the gains are from stocks and
bonds and a comparatively small amount from real estate and
ill )rovenients.

Tle CHAIRMAN. Thank you, very much.
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Senator CONNALLY. You h'aV3 got the amendment embodying that,
have youI

Mr. WooD. I will submit that for the record.

ExHIBnT I

AMENDMENT TO BE PROPOSED By MR. MURPHY, OF IOWA, TO H.R. 7835. ENTJT.J
"As ACT TO PRoviDI REVENUE, EQUALIZE TAXATION, AND FOR OTIIri PURPOSES'"

Section 117 (a) and (b) are amended to read as follows:

"CAPITAL GAINS AND LOSSES

"'c. 117. (a) Tax in the case of exceptional capital net g!aIn.-In the (ase
of any taxpayer, other thai a corporation, who for any taxable year has an
ordinary net income (as defined in subsection (b) of this section) not exceeding
$1M.009, and who realizes an exceptional capital net gain (as defined in sub-
scction 4b) of this st'(tion), the tax under this title :'all I determined, under
regulations to be prescribed by the Commissioner, with the approval of the
Secretary, as follows:

"(1) A partial tax shall first be computed on tile ordinary net income at the
rates and in the manner as if this section had not been enacted.

"(2) To this amount shall be added an additional tax on the exceptional
capital net gain, equal to-

"Five times the additional tax that would ble imposed, at the rates and in
the manner as If this section had not been enacted, on one flftlh of the excep-
tional capital net gain If the capital assets sold or exchanged by the taxpayer
at a gain in the taxable year have been held by him an average of five years
or nore.

"Four times the additional tax that would be similarly inposed on one fourth
of the exceptional capital iiet gain If the said capital assets have been held by
the taxpayer ai average of four years.

"Three times the additional tix that would be similarly imposetl on one third
of the excelptional capital net gain if the said capital assets have been held by
the taxpayer an average of three years.

"Twice the additional tax that would lie similarly imposed one one half of
the exceptional capital net gain if the said capital assets have been held by the
taxpayer an average of two year.

" The entire amount of the additional tax that would be similarly imposed
on the entire exceptional capital net gain if the said capital assets have been
held by fhe taxpayer an average of one year or less.

"(3) The Commissioner (with the approval of the Secretary) in prescribing
the method of determining the average nUumber of' years for whi('h capital assets
have been held, may limit the number of years that shall be counted in the case
of a capital asset hold for more than five years. He may also extend the
method prescribedT by this section for COmltilng the tax on il exceptional capi-
tal net gain to cases li which the sald average ijuinlier of' years. between tine
an(d foui'. is determilneid in whole numbers and friictions thwreof.

"0) )e1Initiouns.--For the purposes of this title--
"(1) ' Capital assets' means property held by the taxpayer (whether or not

connected with his trade or Iusins'ss) but does not include sto.k in trade of the
taxpayer or other prollerly of a kind which would properly Ibe included in the
inventory of the taxpayer If on hand at the close of the taxable year, or prop.
erty held by the taxpayer primarily for sale in thev course of his trade orbusiness.

"(2) 'Capital guiiti' neans taxable gain upon the sale or exchange of a
capital asset.

"(3) 'Capital loss.' means loss upon the sale or exchange of a capital asset.
"(4) "Capital net gain ' means I, ,xcess of the taxpayer's capital gains for

the taxable year over (A) his callital losses for the taxable year and (l) such
dedulctioius, Yillowed by section 23 for the purpose of computilng net ilcone, as
are properly allocaie to or chargeable against the capital assets sold or
exch anged.
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"(5) "Exceptional capital net gain' ineans the amount by which the tax-
payer's capital net gain for the taxable year exceeds tile average amount of his
capital net gains for that number of immediately preceding taxable years (not
exceeding four) which is elual to one less than the average number of years
during which the taxpayer has held the capital assets sold or exchanged by
him at a gain in the taxable year: Provided, howrer, That the excess so de-
termined shall not be considered an exceptional capital net gain unless it ex-
ceeds twenty percentuni of the taxpayer's ordinary net income.

"(0) 1Ordinary net income' means the taxable net income less the exceptional
capital net gain."(7) The additional tax that would be imposed on an exceptional capital net
gain or any fraction thereof means tile difference between (A) a tax coin-
puted on the ordinary net income and (B) a tax comluted on the sumn of the
ordinary net income and the exe,,ptional capital net gain or fraction theroof."

Section 117 is further amended by adding at the end thereof the following
!subsection:

"(g) The Commissioner may, with the approval of the Secretary, direct that
a taxpayer who reports an exceptiotl capital net gain shall compute and pay
bis tax as though this section had not been enacted. In that event the Coin.
missioner shall cause the tax to be recomputed as promptly as practicable and
*hall Immediately credit (or refund any overpayment indicated by such recom.
station."

ExHIBIT 2

COMPUTATION OF TAX IN CASE OF EXCEPTIONAL CAPergAL Nor GAIN

A. Arcrage ,mbei' of pears during which capital (18scte sold atI it goiii h4*l'
beni hchl

Date when each asset was- Amount of
Amount of gain multi.

Time each asset was held gain real. plied by
Ized nuber osse

Acquired Sold or exchanged years asset

(a) (b) (c) (d)
Year M Day Year M Day Days Years and () (f)

Month Month Years tenths$

2.. . . 0 . .. . - - . . . .- * .. . - - 0 . - -. - . --- --....... . o 0 ........... ..........

......................... ..................................................
4..................................... .................. ...........
...................................... ........... ...... ......

c......... .......... ..... . .......... ...................10............................ .............. ........
:11 Total ........................................................ ........ ...........

12. Average number of years (line 11, col. f, divided by line 11.
Col. e)----------------------------------------------- $--------

13. Average whole number of years (dropping fractions not ex-
ceeding 0.5, but counting fractions exceeding 0.5 as 1) ---------------

14. Average whole number of years less 1.
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B. Average amount of capital nt geane for number of immediately preceding
taxable yea rs entered in linc 1.4

Amount of
2aable year capital net gain.
.15 --- ---------------------------------------------- $--
17.
1------- --------------------------------------------------- ---18. ---------------------------------------------------

11). Total --- - - - - - - - - - -
20. Average I total. line 19. divided by average number of years

less 1, lite 14). -

Vf. J.'ccptio nal capital niet Y1i, for taxable year

Capital gains (line 11, col. e) ----------
Capital losses (from schedule 0 of income return) - $
Average capital gains of prior years (line 20)
Dductlos chanrgeai'le agaimtst capital assets sold
or exchanged in the taxable year (schedule C)_ -

Total of lines 22. 23. and 24 ......
Exceptional capital not gain (line 21 minus line 25)........
Net taxable income (from Income return -................
Ordinary net income (line 27 inu line 26) ..........
One of exceptional capital net gain (line 26 divided by

line 13)------------------
Ordinary net income plus one of exceptional capital net

gain (line 28 plus line 29)

$ -------

D. Computation of tar

Items

81. Income subject to tax ....................................
Less-

32. Personal exemption ........ ................
33. Credit for dependents ...................................

34. Total lines 32 and 33 ............. ! ....................
35. Income subject to surtax (line 31 minus line 34) ........

Less-
26. Dividends on corporate stock ............................
37. Interest exempt from normal tax ........................
38. 10 percent of earned income ..............................
39. Total lines 36, 37, and 38 .....................
40. Income subject to normal tax (line 35 minus line 39).
41. Normal tax at 4 percent .................................
42. Surtax (per surtax schedule) .............................

43. Total tax (line 41 plus line 42) ..........................
44. Additional tax on fraction of exceptional capital net gain

(line 43, col. d minus line 43, col b) ....................
45. Additional tax (line 44) multiplied by average number

of years (line 13) ............ .............
48. Total tax (line 43, col. b, plus line 45) .............

On ordinary net
Income (from line 28)

(a) (b)

$ .. ... .. . .

$ ......... °

...........

... o......

... °......

.... o...o...

o...........

... °.....

$.....

On total fron line 30

$ .... ...

....... (d).

.... °......

... o.......

...........

..... °.°...

.°... .......

...........
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EXHIBIT 8

Stati8tim of capital gains, 1925 to 1.92.9, from "Statistics of
to 1929

[Amounts In thousands]

II
Number N I Capital

Size of incomes of re- Net Income gainsTurns

$5,000,000 and up .................... 96 $872,612 $569,367
$4,000,000 under $5,tN)0,000 ........... 63 283,131 153,581
$3,000,000 under $4,000,000 ............ 103 j 354,770 206, 075
$2,000,000 under $3,000,000 ........... 276 669,306 338,880
$1,0D0,000 under $2,000,000 ........ 373 1 641,450 327,590
$1,000,000 under $1,500,000 ........ 841 1 1,010,732 541,806

Subtotal ...................... 1 1,752 I 3,838,001
$750,000 under $1,000,000 .... ... 1,042 901, 502
$500,000 under $750,000----- -I 2,421 1,462,651

$40,000 tnder $500,000 .............. 2,225 92,305
300,000 under $400,000--------. - -4,097 1,410.933
250,000 under $300,000 ... I 3,024 989,849

$200,000 under $250,000 .............. 0,123 1,363, 773
$150,000 under $200,000 .............. I 11p604 1,994,901
$100,000 under $160,000 ............... 28,169 3.400,050

Subtotal --------- 61,057 16,353.971
$90,000 under $100,000............ 10,854 p 028, 999
$80,000 under $90,000 ................ 14,490 1,224:174
$70,000 under $80,000 ................. 10.700 1,472,898
$60,000 under $70,000 .............. 28,241 I1,825,186$50,000 under $60,00o................ 42,034 2, 296,772
$40,000 under $50,000............... 68,972 3.072,163

Grand total ................... 245, 360 27,274,163

2,137,299
425, 58
587,952
391,911
505,005
317,776
422,151
533,943
726,385

0,048,002
183,848
191,901
207,442
216,285
173,134
116,634

7,137,246

Per-
cent- Aver-

age of age net
capital income
gains

05.2
54.2
18.1
50.6
51.1
53.3

55.7
47.2
40.2
39. ,5
35.8
32.1
31.0
20.8
21,4

37.0
17.9
15,7

11.9
7.,
3.8

20,2

$9,090
4,494
3.441
1, 4251,720
1.209

2,191
805
604
446
344
273
223
172
121

268
05
85
75
05
55
45

112

Aver' Aver-age ag
capital otier

net income
gain

$5,931 $3,159
2,438 1 2. 056

Al01 1.443
,228 1, 107
878 i .42
644 505

1, 220 971
408 457
243 361
1711 270,
123' 221
$81 18569 154N

40 126
26 95

17 78
13! 7211 64

, 57
4: 51
2 43

'.9 82"

Exiut 4
Estimate of ecessive tax relief that would be granted h)y section. 117 of pen liirn

bill on capital gw4ns of 1925 to 1929, inclusive, based on average income in each
of 20 inoomc groups

'ax on average ord-
inary income*1

Aver. i Aver- Aver- ius I I )ll illr
age ord-jage cap. age tax- , . Differ- Num- enee i

Income group income g s ia abe 3 tiles ence in bcr of number
snoni gain pernin Idditional tax return, of returns(thou- I ( hou- (thou- percent I , ( ousandzsl 1 sanlds) v ands) t of capital I ax on one (t sanlis

ofcptlthird of ni
, .' ggainsans capital

*gains

$5,000,000 and It1) .............. ,$3,15 $5, 9,i $9, 090 $1, 173, 473 5. (7, 833 $1, 494,380 0061 $143 .459
$4,000,000 to $5,000,000 ........ 2, 01tii 2,438: 4,494 2,158, 103 2, 772,983 614,250 63t 38. 737
$3,000,000to$I,0(M0,000 ........ 443 2,001 3,444i 1,006,853 2,110,853 504,000 103, 51,912
$2,0...),000 to .100,000 1147, 1,228 2,425 1, 1,59, 553 1, 468, 253 308, 700 276 s.P. 201
$1,500,000 to $2,000,000.........842 878 1, 7201 803, 603 1, 022, 13 218, 550 373 1,519
$1,000,000 to $1,500,000 --------..... 5 044! 1, 209 540,778 697,608 1511.830 8411 1:3 .94

Partial total ----------- '. ........ . . . '. . ............. ....... .. .. 1. 7.52' ,2 7 2
$750,000 to $1,000,000-- ...... 457 4 i 86-5: 386, 003 485, 4231 98, 520 1,0-12: l0t2.658

$500,000 to $750,000 ........... 231 2.131 604 267,908 325, 278 57,370 2, 421: 13s.893
$400,000 to $1,00,000 ........... 270i 176! 44W 180,573' 210,813 41,420 2, 225, 91,759
$300,000 to $400,0 ........... 221: 123 3441 141, 858 170,278 2s, 420 4,097- 11W. 437
$250,000 to $3. 0 ...........00 185 88' 273; 108,798 127, 8118 19, 100 3,624, 69, 218
$200,000 to $250,000 ........... 154 69 223 3, 933 99. 893 15, 960 0, 123 97, 735
$150,000 to $200,000 ........... 126' 4A 172 60, 563 70, 0581 1., ,05 11, 04 11). 294
$100,000 to $1.50,000- .. .. 5 21; 121 3(, 468 42 3 2, ,I%60I 28,119 i; 070

0 1l 11i11h1tiveht tt l t. .. t...... .. ....... 6 1.(057 1. 4 21. 788('iiutiettt,1.............. ................ " ...... "/ ",..... .37 1,"178
$)0,000 to $100,000 ............ 7, 1 5 24. 103 27, 264 3.1611 1o,85I .3, 309
$80,000 to $,.000 ............. " 13 21, 25' 22. 302 2014, 14, 496, 1.), (30
$70,00 t o $%%0,01) ............. 4 111 75 In., 2681 17, 391 1. ,7l 10, 701 70,958
$70,000 In $70,000 ... ......... 5 .,f5 12, 7431 13, 76.1 1, 0211 28, 241 2',831
$50.100 Io $60,01K) .............. 51 4. 5,5 9, 543, 10. 1 l 11.52: 42, 034' 27. 406
$40,010 to $,.A40MM) . 1 43 , 4 A' It. SO! 7,129t 261. -8. 972 is. 002

Grand total ...... . ..... ...... 1, 27.. .. . . .. . . . .I . . . . . . . I . . . . . . .. 21,,3 t I, 9;, .7

Income" for iJ

! = -- .; =, __
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ExHIBIT 5

Mlfnimmn e8tlnmte of unjustified tax relief that wou'(, be granted by sec. 117
(of pending bill on capital gail# of 1925 to 1929 ba8.d olt thV aU8umptio, tltdlt
all tho capital gains in each of 20 hicow groups tere concentrated i inoMews
c~nsl88tng excluelvely of capital 11aIns

Number Average Tax at 12/
oftreturns incomes percent

$5,000 and up ............................ 62.0
$4,000 to $5,000 ............................ 34.2
$3,000 to $4,000 .............................. D 9.8
$2,000 to $3,000 ............................. 397
$1,500 to $2,000 ........................I 190.5
$1,000 to $1,50 ................................ 448.1
$750 to $1,000 .................................. 492.0
$500 to $750 ................................... .4
$400 to $500 ................................ I ,
$300 to $400 ......................... l.4W, i
$280 and $300 ...................... : I
$2D0 to $250 ......................
$150to $200 ....................$100 to $ISO ............. A V.. i,,,
$90 to sio...$80 to $90 ........... 2,2;.. 7,
$70 to $89 .......... 25.... 7.9
$60 to $70 ......... ..... " . ,327.5$50 to $6 .... 147.9.,$50 to $0............................. 3,147.9,

$40 to $.0 .~~:.= .'~ .~. .~in,.

Incosw griwV,(#MuMU*

$5,000 and up ....... .............
$4,000 to $5,000.... .. .. ..........
$3,000 to $4,000.. .................
$2,000 to $3,000....................
$1,500 to $2,000..4................... e...o.
$1,000 to $1,500. ...................

Partial total ..... . € ., .
45O to $1,000.........
$500 to $750 ........ .....
$400 to $500 .............. .
$300 to $400 ........ .....
$250 to $300....
$200 to $250 ........... ............
$150 to $200 . ...........
$10 to $150 .......................

Cumulative total ..............
$90 to $100 .....................
$80 to $90 ........................
$70 to $80 .................................. I
$00 to $70 ....................... ..
$0 to10 ....................... ...
$40 to $50 ..................................

Otis tbL'*

s :'e000

$9,090
4, 494
3,444
2.425
1,720
1,200

$05
604
446
344

tax on one
tbfrd of
avage1no~mo

, 373

452,234
08416

M8, 208

$1,130,250
561,750
430,500

I 303, 125
215, 000
151,128
108,125
75,500
5 35,750

, 43,000
34.1257.7875

00 percent Tax under
of average pending

income I bill

$5, 454.000
2,690,400
2,000,400
1,455,000
1,032,000

725,400
819,000
302,400
207,600
200,400
103, 800
133,800
103,200

720
57
51
45
39

* 33
27

$3,377,153
1,039,805
1, 242, 95

857,783
601,318
400,933
275, 273
181,5 49
125,960
90,470
66,149
49,23632, 08
16,971
10,938
8,943
7,128
5,493
4, 038
2, 748

3 tli *tS ). r Differenceon ti esce times

t n numbert I 'd of returns

$&

9261,

$2,172, 948
1,014, 754

70, 154
499, 189

" 833, 930
223,691

$136, 020,420
34, 704,587
44,859,200
69,736, 703
3,013,665

100, 235, 937

... .... 449,176,521
288*, Int 991 41 'l'3'8 i ,700" 0 8,240,400
201,333 87, M M 81.080 78,923,272
148,07 P 2, 8 . - Mew 46, 720 41,052,804

91 ~ 25 f 6719 10,670 12,303,480.74, " 1,718' 53,148 3,912 7,405,807
70M 11,051 33,153 1,095 3,309,208
40o M 8, 82 17,478 507 3,043,622

28,333
25,000
21,667
19.333

15

...............
3,745 11,235
3,0151 9,045
2,348 I 7,044
1, 75 5,268
1,268 3,804

883 2,049

........ ..

102
0
0
0
0

S.....

700,380,102
574,784
230,285

0
0
0
0

Grand total ................................

Income group (thousands)

i

701,191,141
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ExHIBIT 6

Comparism of tawes under pending bill and under proposed amendment

Other
income

2-year investment ......................... $10, 0M
Do .................................... 10,00
Do .................................... 10,000•Do .................................... IoooDo .................................. 10,000
Do .................................... 1oooo
Do .................................... 10,000

Do .................................... i,000
Do .................................... 10000
Do .................................... 10,000
Do .................................... 10,000D o ------------------- ----------------. . 000

8-year investment ......................... ioooo
Do ................................... 10,0
Do . .............................. 10,000
Do ................................... 0,000
Do ................................. 1000
Do .................................... 100
Do ................................... o o 1
Do .................................... 10,000
Do ..................................... I 10,000
Do ..................................... 10,000
Do ................................... 10,000
Do .................................. 10,000

4-eAr Investment .................. to, 000
Do ................................... 10,00
Do ................................... 1o, 000
Do .................................... 0,000
Do ................... ..... 0,000
Do .................................... 1 10,000
Do ................................. 10,000
Do .................................... 10,000
Do .................................. 10,000
Do ........................... 10,000
Do .................................. 10,000
Do .................................... 10,00

8-year investment . ................... 1000
Do . .............................. 10,0w
Do ............................. 10,000
Do....................................10,000
Do ................................ 10,00
Do.................................... 10,00
Do .................................... 10,0
Do ............................. 1000
Do .................................. .. l0*000.
Do .................................. i 1o,o00

Do0. ................................ .1o....

Do.....................4 10.000
Do ....................................

3-year investment.. .............. ...... 5000
Do......................... ...........
Do.....................................
Do. ........... ............

Do ..........................
Do................ . ....... .

Do ............. ......................
Do .......................... ... .... ...........

Do ................................ ..
Do ................ -
8 y a I ..s e....... . .. . .... . .
Do ................... .................Do .....................................D1) ... .o.................... +.........

Do .................... . .........
Do ......... ............. ... ..... ..........
Do............................ ..Do..

D o ......................... ....... ....

Capital net gain Tax under---
I Differ-

r Prior Pend Proposed I ence in
year year av- bill amend- tax

erage ment

$10,000
10,000
10.000
25,000
25,000
25,000
50,000
50,000
50,000

100,000
10, 000
100,000
10,000
10,000
1m,ooo
0O. 000

2,000
25,000
25,000
50,000
50,000
50,000

100.000
100,000
100,000
10,000
10,000
10,000
25,000
25,000
25,000
50,000
50, 000
50,000

100,000
100,000
100,000
10.000
10,000
10,000
25,000
25.000
25,000
50,000

1001(w
100,000
100,000
10,000

50,000

250,000

50,000

10o, 00

0
$5,000
10,000

012,500
25,00

0
25,000
50,000

0
50, 00

100,000
0

5,000
10,000

0
12,500
25,000

0
25,000
50,000

0
50,000

100,000
0

5,000
10,00

0
12,500
25,000

0
25,000
50,000

0
50.000

100,000
0

5,000
10,00w

0
12,5'00
25,000

0
25000
50,0w0

0
50.000

100,0w
0

10,00
0

12,500
25,00w

.0

50,000
0

50,000
100,000

0
5,000

10,000
0

12.,500
25,000

0
25,000
s0, 000

0
50,000

100,00w

-[

$893
893
893

2,248
2,248
2,248
5,843
5,643
5,643

15,78
15,708
15,768

893
893
893

2,248
2,248
2,248
5,643
5,643
.5,643
15,768
15,768
iS, 768

893
893
893

2,248
5,443I
5,643
8,643I

15,768
15,708
15,768

678
678
678

1.398
1.398
1,398

3,298
3,298
3,208
8,533
8,533
8,53
3,398

5,543
5,543

10,058
10,058
20.033
22,433
10,058
22,433
2,058
2958
2958

4,203
4,293
4,293
6,928.
6,928
6,028

13,668
131,668
13,668

(1) Received by married man without delpndents, $2,500 being dividends and! interest exempt from.
normal tax.

* Received bya married man withmut dependents, $5,000 being dividends and interest exempt from nor-.
Mal tax.

t,

$1,258
1,353
1,398
3,208
4,218
4,393
8,478

11,123
11,903
231,498
33,163
35,8

1,217
1,338
1,398
3,188
4, 167
4.393
7,172

10, 897I
11,903
19,087
32,054
35,808

1,188
1,335
1,398
2,820
4.128
4,393
01.228

10,733
11,903
10,648
31,=0
35,808

1,183 .
1,333~

2783
,088

4,393
5,858

10,643
111903
15,150
31,228
35,808
4,148
4,278
-1,293
7,437
8,149
8,433

13,689
16,7,07
17,Op803
29, 271
41, 494
44,1los
4,148
4,278
4,293
7,298
8,038
8,433

12. 873
18,55817,803
26,048
40,953
44,108

$365
40
505

1,020
1,970
2, 145
2,835
6,480
6,260
7,730

17,395
20,040

324
445
505
940.

1,919.
2,145
1,629
5,264
6,260
3,299

16,286
20,040

295
442
505
572

1,880
2,145

585
5,090
6,260

880
15,835
20,040

505
055
720,

1,385
.2,690
2,995
2,560
7,345
8,605
6,617

2'2,605
27,275

7,50
880
895

1,894
2, 606
2, 80
3,631
6,649
7,745.
6,838

.19, O1
21,675

1,190.
1,320
1,335
3,005
3,745
4,140
5,945
9,630

10,875
12,390
27,285
30,440,
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Comnpari.on of toac.c uniider pcndinig bill aml uWer proposed anwnmlnent---Con,

Capital net gain Tax under- i
Other 1 Differ.

Income Current Prior Pending Proposed ence in
year year av- bill amend- tax

erage Ment

3.year Investment ........................ ' $0,000 $10,000 0 $10, 198 $11,407 $1,209Do ....................... ............ .......... .......... . 00 1,8 11,5 1,381
Do...................................... ...... io,000 0,198 11,603 1,405
Do ....................................... 200 ,6 0 13,468 16,W51 31039
Do .............................................. 12,0 13,468 ,349 3,881
Do ............................................ 000 13,468 ,3 4,135
Do .............................................. 50,000 0 19,858 25,939 0,081
Do ........................................................ 25,000 19,858 29,042 9,184
Do ............................................ 50,000 19,858 29,958 10,100
Do .................................... 100000 0 35,50 47,782 12,274
Do ............................................ ............. 50,0 U. 508 57,807 22,299
Do ........................................ ... 35,508 57,908 22,4003-year Investment ......................... 50,000 10 0 9,519 11,283 1,765
Do ....................................... ...... 5,00 9,518 11,558 2 04Y
Do ............................................ 10,000 9,518 11:603 j 2,085.'
Do .................................... 25000 0 11,603 10,3581 4,75
Do ............................. .......... .......... 12,500 11,803 17,228 5, 626'
Do ............................................... 25,000 11,603 17,603 6,000"
Do ............................................ 50,00 0 15,468 25.003 , 953
Do ............................................ 25,000 15,468 28,878 13,410-
Do ................................................. 500 15,468 29,958 14,490'
Do ................................... 24,3 44,408 19,724t
Do............. .................... 24,83 5 33, 025

.D.O. ........... 5,OD 2,M 5.0 33, 025-
Do ............. ........................---- 6,6. 100,000 24,683 87,908 33,025,

3-year investment ................... 1 0 0 33200 36,400 2,200
Do ................................... 5,000 33,206 35,507 2,301
Do ................................... ........... 10,000 33,206 35, 2,302
Do .................................... 25,000 0 38,308 43,800 5, 408'
Do .............................................. 12,50 38,308 43,897 5.58q
Do .............................................. 25,000 38,308 43,90 5,600
Do .............................................. 50000 0 46,708 7.807 11,099'
Do .............................................. 2,000 46,708 57, 11,198
Do .............................................. 50,000 46,768 57,908 11,200
Do .............................................. 100,000 0 63,58 8 22,223!
Do .................................. .. 50,000 63,53 86,333122,750
Do ............................................ 100,000 63,583 80,383 22,800

5-year investment ......................... 3100,000 10,000 0 32,148 35, I 3, 210
Do .............................................. 5,000 32.148 3,, 8 360
Do .............................................. 10,000 32,148 35,508 3, 30
Do .............................................. 25,000 0 35,508 43,708 8,200
Do .............................................. 12,500 35,508 43908 8, 400
Do .......................................... ......... 25, , 3,508 43.908 8,400
Do .............................................. 50,000 0 41,108 67,708 16, 600
Do ............................................. 25,000 41,108 57,908 16,800
Do ................................ ...... ....... 50,000 41,108 5708 16, 800
Do ............................................. 10,000 0 52,308 85:708 3, 400
Do .............................................. 0,000 52, 308 3397
Do .............................................. 10,000 52,308 34, 075

Received by a married man without dependents, $10,000 being dividends and Interest exempt froi nor.
rnal tax.

Extrrnrr 7.-Comparison of realized gains and 08ses on salcs of sCeuritie8 an&
ot'li property 'Iwith C(tilfltc(l chawflqcs in the market ralue of all seeliuh!,cs

Estimated Net gains and losses reported in incomein ecuity 1~ han2 4003ectedsro
Year net changes Assets held Assets held J 4.0e selectedIn seusity . than 2 2 years or I Total 2 returnsvleI years more

1915 ............................ +15,672 . ears . ore .

1910 ............................. -14,781 .............. .............. ......... . .
1017 ............................ .-33,5 ...... ............... ........... +1i
1918 ............................. -17,028 ........ .............. +291 -57
1919 .......................... -11,891 .......... .............. I +M9 8
1920 ....................... -1,340...... .. ............. +1,021 -205
1921 .......................... . +24,884 ............ 4. ........ .+4&3 -1501922 ............................. +!9, 490 +72 :N* +991 +[8
1023 -1,518 +867 +305 +1, 172 -241024 ................ +13, 0,54 115 +U +1,514 +47
1025 ............................. +3,438 +1,992 +941 +2,922 ..............

N' Excluding effect of new Investments and of distributions to stockholders, From W. I. King, The
ational Income and Its Purchasing Power, National Bureau of Economic Research, New York, 1930.
I From Statistics of Income published annually by the Bureau of Internal Revenue.
a From returns of 4,063 taxpayers who reported incomes of $100,000 or more for 1916. Compiled by Select

Committee on Invest[gation of Internal Revenue (" Couzons Committee") and quoted in report of Joint
Committee on Internal Revenue Taxation, 1927.
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STATEMENT OF PHILIP NICHOLS, BOSTON, MASS., REPRESENTING
MASSACHUSETTS BANKERS' ASSOCIATION

Mr. NICHOLS. Mr. Chairman and gentlemen, I wish to put the
Massachusetts Bankers' Association on record as supporting the
amendments to the bill which are advocated by the American Bank.
ers' Association, and just to add one thought that the difficulty
in the provision of section 117, which justifies the bankers asking
exclusion from the capital loss provision in the definition of capital
assets, contained in section 117 (b). The securities of a bank 'are
analogous to the stock-in-trade or the inventory of a dealer. The
definition of "capital assets "-in the bill is such that their securities
are excluded from it unless it is given a rather strained interpreta-
tion. Therefore, not to allow a deduction for loss on the sale of
securities, the maturity of securities in the case of banks, is depriv-
ing them of a loss occurring in the daily routine of their business,
an( therefore the capital assets definition as it is in the present
bill, deprives them of a deduction which the trader and everyone
else, including the dealer in securities, the investment broker, is en.
titled to. because he can include his securities in his inventory, but
the banks are not allowed to include their securities in their inven-
tories for purposes of taxation, although they do it for their own
bookkeeping purposes. Therefore, the peculiar way that the capital
assets definition is drawn, unless exclusion is made. in section 117
(b) for banks and incorporated trust companies, it will result in
discrimination against those organizations.

I thank you.

STATEMENT OF ROLLIN BROWNE, OF MITCHELL, TAYLOR, COPRON
& MARSH, NEW YORK CITY

Mr. BROWNE. My name is Rollin Browne, of New York City. I
appear on behalf of the City Bank, and Farmers Trust Co., of New
York. I may say that the things which I am going to propose are
designed first to relieve against administrative difficulties, and sec-
ond to relieve against beneficiaries of comparatively small trusts
held by banks and trust companies..

Senator GonE. Are you a lawyer?
Mr. Bnowz;E. Yes, sir. The first point which I want to mention

-relates to the problem which arises upon the foreclosure of mort-
gages. The revenue acts make no provision for the treatment, for
income-tax purposes, of the results of such foreclosures. The regu-
lations of the Treasury Department have for some time, however,
provided that where a mortgage is foreclosed and the mortgagee
bids in the property at the foreclosure sale, the transaction is deemed
a closed transaction on which gain or loss is recognized, measured
by the distinction between the amount bid at the sale and the fair
market value of the property acquired. The fair market value then
becomes the cost basis of the property for the purpose of determin-
ing the gain or loss on subsequent sale. That is the only instance
in the tax law that I know of where gain or loss is computed on the
purchase of property.

The CHAIR3A N. Are you going to elaborate on that proposition
in your brief, Mr. Browne?

190



CAPITAL GAINS AND LOSSES

Mr. BRowNE. Yes, sir. '
The CHAIRMAN. Very well.
Mr. BROWNE. Now, I should like to have that changed, not for

the purpose of saving a tax on anyone, but for the purpose of
avoiding the administrative difficulty of computing the fair market
value of the hundreds of thousands of parcels of real estate all over
the country.

Senator CONNALLY. May I ask you a question right there about
foreclosures I

Mr. BROWNE. Yes, sir.
Senator CONNALLY. Suppose you have a mortgage on a piece of

real estate, and you do not foreclose, or if you do foreclose, the
man just turns his back and he says, "I cannot pay your mortgage,
take your property." Now, the property is worth less than the
mortgage. What happens to the income-tax payer?

Mr. tROWNE. The Treasury Department in that case allows a
gain or loss-allows a loss, or computes a gain measured on the
same basis, the difference between the amount of the bid and the
fair market value.

Senator CONNALLY. You have to take it for the year in which that
transaction occurred?

Mr. BROWNE. Yes, sir.
Senator CONNALLY. Then you don't have to wait until you sell it?
Mr. BROWNE. No, sir.
Senator CON.NALLY. I thought you had to wait until you sold it.
Senator GoRE. That is the standard of profit, when you take it

back, isn't it?
Senator CONNALLY. Well, if there is a profit, although if there

is not a profit you take a loss.
Mr. BRow.vE. You take a loss.
Senator CONNALLY. How 6an you determine the loss? Must I

arbitrarily value the property?
Mr. BROWNE. Of course, you arbitrarily value it when you make

your tax return and that is subject to check by the Commissioner.
Senator CONNALLT. That is what I mean. I can arrive at a valu-

ation. Say I took this property in, when it wasn't worth much-
ay $800-and my mortgage is $1,000. Am I entitled to a loss of

$200?
Mr. BROWNE. That is correct.
Senator CONNALLY. I am glad to hear that.
Mr. BROWNE. My theory of the transaction is that the mortgagee

in such a case makes an investment in the real estate. It is an in-
voluntary investment, that is forced upon him, and that he should
be deemed to have purchased the property at the amount of the
mortgage plus the cost and expenses of the foreclosure sale.

Senator CONNALLY. Let me ask you this: Suppose that hap pens
in 1933 and I just do not take my loss. Then, in 1934, I sell the
property. Can I take it then?

Mr. BRow.NE. Your cost basis for that property is $800, in the case
you put.

Senator CONNALLY. I say, can you take it ,when you dispose of it?
Mr. BROWNE. You can only take a loss which is measured by the

fair market value at the time of the transaction.
401932-34-13
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Senator CoNNALLY. I understand.
Mr. BROwNE. Not going back to your original amount invested.
Senator CONNALLY. Oh, no. You cannot.
Mr. BROWNE. No, sir.
Senator GEoRGE. Take a second loss?
Senator CONNALLY. What I mean is: Suppose I have a mortgage

in 1933, and I foreclose it or the mortgagor turns the property over
to me and I do not return any loss, but in 1934 1 sell the property;
can I then figure off what my mortgage was, and then what I sold
it for, and take that loss the following year ?

Mr. BROWNE. You cannot.
Senator CONNALLY. I cannot?
Mr. BRowNE. And that is what I think should be allowed. That

is what I think should be done, principally, as I say, to avoid the
difficulties of valuation.

The CHAIRMAN. Let usget that clearly in mind. That is a matter
for the experts to note. Do you mean to say, now that if he had
a mortgage and he lost $800 by virtue of the foreclosure? Is that
right?

Senator CoLN?.LLY. $200.
The CHAIRMAN. $200.
Senator CONNALLY. And they had this property, wbrth $800.
The CHAIRMAN. In 1933? He has got to take that loss that year?
Mr. BROWNE. Yes.
The CHAIRMAN. He must take it that year? Now, if in January

he should sell for $1,000 more than the mortgage, $1,200, more than
his loan, lie would have to pay on a gain?

The CHAIRMAN. That is correct.
Senator CONINALLY. I have been figuring that when the property

was taken in the mortgagee did not take the loss until he sold it,
and so J. failed to take my losses.

Mr. BjvwNE. Well, maybe my proposed amendment will help you,
Senator.

Senator GORE. That is one of the cruel things about this existing
law, isn't it, Mr. Browne?

Mr. BROWNE. It is cruel in some instances.
Senator Gon. Take this example: A man sells a piece of property

and takes it back on foreclosure. Whatever he gets back when he
takes the property back under foreclosure, the value, whatever rep-
resented the capital in his original sale, is charged against his income
Nihen he takes it back.

Senator CONNALLY. Oh, no.
Senator GORE. Yes; it is.
M1r. BROWNE. Well, if a man has a mortgage on a piece of prop-

erty in a certain amount, and bids it in at the foreclosure sale for
a small bid, lie is deemed to have realized a gain measured by the
amount of his bid-the difference between the amount of his bid and
the fair market value of his property.

The CHAIRMAN. And he is permitted to take that loss that year?
Mr. BnoW.'-E. Well. that is a gain which he must take in that year.
The CHAIR N. Yes.
Mr. BnownE. Then if le has a deficiency over against the mort-

gagee, which he fails to collect, le may charge that off as a bad debt,
provided he demonstrates it is worthless.
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The CHAIRMAN. But next year, if he should sell it at a high price,
and could take the profit, he can take only the difference between
what he bid his property back for and the profits, then?

Mr. BROWXE. That is correct. That is correct. But it makes two
transactions, and it seems to me unwise to measure a thing like an
income tax, which is supposed to be as exact as we can make it, by
such an indefinite criterion as the fair market value of parcels of
real estate, particularly in these times, unless it is necessary to
prevent tax avoidance.

The CHAIRUAx. All' right.
Mr. BRowNE. But it seems to ine that it is not the way.
Senator McADOO. In order to establish the loss in the circum-

stances you have just considered, you have to prosecute your claim
to judgment, and you have to get a return nulla bona before you can
charge it off, haven't you?

Mr. Bnow.E. That is certainly much more safe.
Senator McAio. Well, I mean, doesn't the Bureau so hold?
Mr. BROWNE. I am not certain that they require that certificate.

How about that?
Senator McAvoo. How about that?
Senator GORE. It would be like the case of a receivership or a

bankruptcy, if they haven't anything, you cannot recover.
Mr. BnOWNE. I have understood Wviat Senator McAdoo said is a

fact.
Mr. BARTHOLOW. No; not any more than in the case of any note.

We do not actually require them to go to judgment, if they can give
us facts to indicate that if they did it would be useless to enter the
deficiency, or a judgment, which could not be satisfied. Of course,
in many cases you don't have to insist on it.

Mr. BiOwNE. That would be considered the best evidence.
Senator McADoo. That is the best evidence, and frequently it is

exacted. If a mortgagee prosecutes a case to judgment, the cost of
prosecuting it to judgment could not be taken as a loss.

The CHAIRMAN. Well, it would seem to me to be perfectly foolish
torposecute to a deficiency judgment if the mortgagee knew he
cold not collect, and the Government should not impose that burden
upon anyone.

Mr. Browxv. I do not believe they would, Senator, but you would
have more difficulty in establishing your claims.

The CHAIRMAN. Yes.
Senator CONNALLY. Let me ask you one other question. I hope

all these Treasury experts will listen to this: Now, suppose I have
a mortgage in 1933 in the amount of $1,000. The mortga or says,
"I cannot pay you; just take the property "; and I take the prop-
erty back and I do not do anything more about it. Well, that prop-
erty really cost me $1,000.

Mr. BRowNzE. But gain or loss is measured-
Senator CONNALLY. Well, I know; but wait a moment now.
Mr. BROWNE. I beg your pardon.
Senator CONNALLY. In 1934 I sell it for $1,500. Of course, I

would have to report $500 income or profit, wouldn't I?
Mr. BROwNE. You would, under the change which I want to see

made.
The CIAJ. ,AN. Under the present law?

193



REVENUE AOT OF 1934

Mr. BkowN& Not under the present law.
Senator CONNALL. Howl
Mr. BRowNE. Not under the present law. You would report a

gain on the difference between $1,500 and whatever was the fair
market value of the property at the time you took it over.

Senator CONNALLY. Although I may not have taken any loss on
'it at all taking it in at $1,000f

Mr. BRowN. You are entitled to take a loss, if it was worth less
and the mere fact that you don't take it---

The CHAIRMAN. All right.
Mr. BRowNE. I might ask Mr. Bartholow if that statement is

correct.
Senator CONNALLY. I haven't taken it. I have had a number of

instances like that where a man just sys, "I cannot pay you for
the property, just take it ", and no foreclosure being necessary at all.
The mortgagor says, "Just take it ", and it is worth 50 cents on the
dollar. Well, I haven't taken any deduction, because I thought I
had to wait until I sold and realized the net transaction before I
could take a loss.

Mr. BROWNE. I want to be as accurate as I can. I said that the
rule that I just gave you applies only where you take the property
in satisfaction of the debt, where you release the mortgagor. If you
do not release the mortgagor, but hold the mortgage over him, then
I do not believe you have a closed transaction.

The CHAIRMAN. Then you haven't taken your property back?
Senator CONNALLY. Well, yes; the mortgagee might. In this

instance, I mean, there is nothing said about it; a fellow just gets up
and moves off the place and says, "There it is; take it."

The CHAIR*AN. All right, Mr. Browne.
Senator Gons. Just one more question: You understood Senator

Harrison to say that the price at which you bid it in-I did not get
all your statement based on that. Would that be included in -is
income for the year it happened or as a basis for the return of in-
come for the purpose of computing his income for that year?

Mr. BRowNE The face value is prima facie.
Senator Goiw. But not contirolingl
Mr. BRowNE. But not controlling.
Senator GoREt. What is the exact change you suggested?
Mr. BROWNE. I suggest a provision that on such a foreclosure sale,

'where the mortgagee bids in the property, no gain or loss shall be
recognized at that time but that he should be deemed to have ac-
quired the property at the cost equal to his mortgage plus the cost
and expense of foreclosure, and minus anything he may be able to
collect on a deficiency judgment or otherwise; that that be deemed
the cost to him of the property.

The CHAIRMAN. Well, we will leave that to the experts and talk
to them about it. And your brief will elaborate on it?,

Mr.. BRowNE. Yes, sir. I have one other point which involves a
definition of "corporations" under the law. The present law, the
pending bill, and a number of earlier acts have defined "corpora-
tions" as including associations, joint-stock companies, and insur-
ance companies. he purpose of that was to place in the category
of corporations, for tax purposes, not only statutory corporations
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but associations and trusts, which as the Supreme Court said in a
case, "although not incorporated, transact their business as if they
were incorporated; 7n other words, to tax as corporations de jure
corporations and quasi-corporations." Now, in the regulations and
rulings of the Treasury Department, the position has been taken
that any trust which transacts business of any nature is an associa-
tion within the meaning of that definition, and is subject to the
corporation rate of tax. A number of banks and trust companies
throughout the country have decided a number of years ago that
they could render a better trust service to persons of small means
if they could take the individual trust funds and commingle them
into one fund for the purposes of investment. That would give
these small trust funds the advantage of wide diversification in
investments and decreased cost of administration. In other words
it would let me, with my small trust fund, get the same sort oi
service, diversification, safety, and expense that a man of his own
individual large trust would get.

Under. the laws of some o the States, trustees are permitted to
mingle trust funds for investment. Under the laws of other States
it is necessary for the trust instrument specifically to confer that
power on the trustee, and in those States where the power must be
conferred by the trust instrument, a number of banks and trust
companies have devised plans of uniform trust. Under a plan like
that a man will create a separate trust, but in the document creating
the trust he will give the trustee power to mingle the trust funds
with other trusts over which the trustee has the same power for
purposes of investment. '

Now, those commingled trust funds are handled exactly like indi-
vidual trust funds. There is no business being conducted. There
is only investment and reinvestment by the trustee. There are no
features of a corporation. There are no peculiar exemptions for
liability either of the trustee or the beneficiary. There is no trans-
ferable service. In short, there are none of the essential character-
istics of a corporation, and it seems to me unwise to subject those
funds to tax, where the result would be to penalize the people who
have small trust funds, but want to get the same advantages as the
beneficiaries of large trust funds get, and I am proposing an amend-
ment which would definitely classify or place those trusts in the
category of other trusts, rather than In the category of corporations.
I have drawn my proposed amendment so that it would not exempt

from the corporate tax the typical investment trust as it is commonly
understood, where securities are sold to the public and there is a
management fund and all that sort of thing. I do not touch those,
but only funds held by incorporated banks or trust companies as the
result of commingling private trust funds, and where the trustee
has the sole power and control over the investments, and where no
certificates or securities are sold to the public.

I have one other proposal with respect to the stamp tax. The
State of New York has amended this stamp.tax law so that now
transfers of stock to a custodian for safekeeping only, or transfers
front a custodian to its nominee, or from one nominee of a custodian
to another nominee or from the nominee bck to the custodian, or
from the custodian back to the customer, are not subject to a stamp
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tax, on the idea that there is no sale involved, it is merely a con.
venience for safekeeping the certificates. I might suggest that a
similar amendment be adopted by the Federal Government with re-
spect to the Federal stamp tax.

There is no transfer of title in these custodian transfers, Senator
Harrison. It is merely a convenience, and this would put the Fed.
eral tax on the same basis as the State tax.

The CHAIRMAN. How much revenue is involved
Mr. BROWNE. I am sorry, but I do not know.
Senator GoRe. Mr. Browne, New York has passed a statute pro.

viding, in the case of foreclosure sale and deficiency judgment, the
property is to be appraised, the reasonable value of the property is
to be ascertained, and is to be printed on the judgment; isn't that
true?

Mr. BRowxE. Yes, sir.
Senator GORE. And in certain cases, unless that procedure is taken

affidavit or otherwise, they cannot get a deficiency judgment at

Mr. BnowE. The amendment I have suggested with respect to
foreclosure sales wruld not serve to encourage deficiency judgments,
certainly not in New York where we cannot get a deficiency judg.
ment except after a real valuation of the property by the court, and
by special leave. We cannot bid in the property for $1,000 and auto.
matically enter the deficiency judgment against the man.

Senator GORE. And, unless initiative is taken by the claimant
within a limited time, he cannot obtain the deficiency judgment at
all?

Mr. BRowNE. No; no deficiency judgment.
The CHAIRMAN. Now, does that cover your points?
Mr. BRowNzE. Yes, sir. I had one more that I would like to ad-

vance only as a lawyer and taxpayer. And it is very brief. It is a
provision which says that the statute of limitations shall not apply
where a taxpayer fails to include in gross income an amount equalto 25 percent of his gross income as computed. I merely suggest
that the taxpayer should have the right, without leaving the statute
of limitations wide open, to-recite plainly on his return that he
received a certain amount of money from a certain transaction but
that he is not including it in gross income, because he believes it is
not taxable, and I think if he discloses the item on his return, it
ought to serve the same purpose as if he puts it in gross income on
the return.

The CHAIRMAN. Well, the experts may make that notation and
give us their solution of it. Thank you, very much.

Mr. BRowNE. I have a letter from the superintendent of the in-
surance department of New York, approving of my proposed amend.
ments relative to the mortgage situation.

The CHAIRfAN. Yes. Thank you, very much.
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STATEMENT OF ROLLIN BROWNE RECOMMENDING AMENDMENTS TO THE REVENUE

BuLL or 1934 (H.R. 7835)

TO PROVIDE THAT NO GAIN OR LOSS SHKLL BE RECOGNIZE UPON THE JOBI0LOSUDE OF
REAL-ESTATE MORTGAGES AND OTHER TRANSACTIONS, AND TO PROVIDE FOR THE
BASIS OF REAL MUPERTY ACQUIRED IN OONNECTON WITH SUCH TRANSACTIONS

During the period of the existing depression there have been numerous de-
faults under real-estate mortgages, resulting in a great many foreclosures, at
which it has been essential for the mortgagee to bid in the property in order to
avoid almost complete sacrifice of his investment. A great many of these mort-
gages have been and are held by fiduciaries in trust estates, and particularly in
those cases the acquisition of the mortgaged property at the foreclosure sale
represents an unwilling or involuntary investment of trust funds in real prop-
arty. Such investments are of a temporary nature, it being the intention of
such fiduciaries, and, in fact, their duty under the law, to resell the real
property as soon as they are able to secure fair prices.

None of the revenue acts which have been enacted by Congress i the past
have contained any specific provision for the treatment for Income-tax purpose
of the purchase of mortgaged property by the mortgagee at a foreclosure sale.
The regulations of the Treasury Department promulgated under a number of
earlier acts have, however, contained detailed provisions with respect to this
subject. Under these regulations it has been provided that, where a mortgagee
bids in the property at a foreclosure sale, the transaction is considered a closed
transaction upon which gain or loss is recognized. The regulations provide that
the transaction shall be considered an exchange of the portion of the bond and
mortgage represented by the amount of the bid at the foreclosure sale in
exchange for the real property so acquired, and that the gain or loss shall be
the difference between the cost or other basis of the portion of the bond and
mortgage so used and the fair market value of the real property at the time of
the foreclosure sale, which, in turn, is the basis of the real property for the
purpose of determining gain or loss upon any subsequent sale or disposition
thereof by the mortgagee. The validity of such regulations is at Itast doubtful,
since it seems to be somewhat'anonialous to say that a person realizes again
upon the mere purchase of property, no matter how great a bargain lie may
have secured, nor does it seem proper to allow a loss upon the mere making of
a poor investment. These objections apply with particular force where the
investment is forced upon the taxpayer by causes beyond his control.

The regulations have recognized the hardship of the rule above described
and have attempted to relieve against such hardship in some measure by a
corollary provision to the effect that if it deficiency results from such a fore-
closure, then the uncollected portion of such deficiency may be deducted by
the mortgagee as a bad debt. provided its worthlessness is demonstrated. This
does not afford complete relief, since in many cases the foreclosure sale might
occur in 1 year and the mortgagee thus realize a large theoretical profit on
which he would be required to pay a tax, while the deficiency might not be
determined to be worthless until the following year, so that the bad-debt
deduction could not be used by the mortgagee to offset his theoretical propt
on the foreclosure sale.

Furthermore, the present regulations are very difficult of administration.
The method of taxation provided by the regulations depends principally upon
the determination of the fair market value of the property at the date of the
foreclosure sale, and obviously, particularly during these times, such deter.
mination is exceedingly difficult and, in inany cases, practically impossible. It
seems an unwise policy to measure an income ax by so indefinite a criterion,
except when absolutely necessary. As we shall show, no such necessity exists
in this type of transaction.

It seems obvious that when a mortgagee of real property purchases such
property at a foreclosure sale. he Is merely changing the form of his invest-
ment from tn investment in a real-estate bond and mortgage to an investment
in the realestate itself. It seems obvious that he is merely purchasing prop-
erty and that his real gain or loss cannot be determined -until he disposes of
the property so purchased. In such case the amount of the investment so made
is normally the principal amount of the mortgage qt the time of the foreclosure
plus the costs and expenses of foreclosure less any amount which the mortgagee
may recover thereon, under a deficiency judgment or the mortgage. In cases
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where the bond and mortgage had, been acquired by gift or by Inheritance, the
amount of the Investment would be measured by the cost basis of the bond
and mortgage in the hands of the person foreclosing, rather than the principal
amount of the debt. In general, it would bo more accurate to say that the
amount of the Investment made on such a foreclosure sale Is measured by
the " adjusted basis" of the debt at the time of the foreclosure, and this Is the
language which Is used In the proposed amendments submitted herewith.
It would seem to be more logical amd also more fair to treat such a trans.
action as a purchase of the real property at a price measured by the above
formula and to postpone the determination and recognition of gain or loss
until the property so acquired Is disposed of. Provision should, of course, be
made for the taxation of any actual profit which may be realized on .tuch a
transaction In the form of money or property other than the mortgaged prop.
erty, although cases In which such a profit would he realize would he, ex-
treniely rare. Also it should be.provided that no deduction for a bad debt
should be allowed as to any portion of a mortgage debt which is involved In
such a transaction.

In some cases, principally to avoid the expense of foreclosure proceedings, a
mortgagor of real property conveys the property to the mortgagee by a volun-
tary conveyance, in exchange for the satisfaction of the debt. The rulings of
the Treasury Department have treated such transactions In the same manner
as foreclosures, and if the amendments herein suggested with reference to fore-
closures are adopted they should be broad enough to cover such voluntary
conveyances.

Below are set forth proposed amendments to the pending revenue bill of 1934
(H.R. 8935) to carry out the suggestions set forth above:

(1) Insert the following In section 112, Immediately following subsection (f):
"Swo. 112. (g) No gain or loss shall be recognized if the owner of a debt

secured by real property or a leasehold or other interests therein acquires such
property by purchasing the same at a sale for the enforcement of the security,
or by a conveyance from the owner of such property in exchange for the satis-
faction of the debt; but If, in addition to the property so acquired, money or
other property is received in reduction of the principal of the debt or In reim-
bursement of the actual cost and expenses of such acquisition, then the amount
of money and the fair market value of such other property shall be applied
against and reduce the adjusted basis of the property so acquired provided in
section 113, and if in excess of such basis, such excess shall be taxable in the
same manner as a gain from the sale or exchange of property."

(2) Renumber the present sections 112 (g), (h), and (I).
(3) Insert the following in section 113 (a), Immediately following subdivi-

sion (13) :
"Sac. 113. (a) (14) If real property or leasehold or other interest therein

was acquired after December 81, 1933, upon a transaction described In section
112 (g), the basis shall be the adjusted basis of the debt at the time of such
acquisition, increased in the amount of the actual cost and expenses of such
acquisition, but such basis shall be reduced to the extent, If any, required by the
provisions of section 112 (g)."

(4) Renumber the present subdivision (14) In section 113 (a).,
(5) Amend section 28 by striking out the period at the end of the sentence

ad inserting the following:
"; but no deduction shall be allowed with respect to any portion of a debt which
may be taken Into consideration In computing the basis of property provided in
section 113 (a) (14)".

RELATIVE TO TAXATION OF OXRTAIN TRUST FUNDS ESTABLISHED WITH INCORPORATED
BANKS AND TRUST COMPANIES

Section 1111 of the Revenue Act of 1932 provides that the term "corpori-
tions ", when used in the act, "Includes associations, joint-stock companies, and
insurance companies." Section 710 of the pending bill contains the same defi-
nition, and practically identical definitions have been contained in the prior
revenue acts. The purpose of these provisions has been to place in the same
category with corporations, for purposes of the revenue acts, statutory joint-.
stock associations, common-law associations, and similar organizations which,
although not incorporated, nevertheless possess and enjoy some of the essential
distinguishing characteristics and privileges of corporations.

U
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The purpose of such a definition is not to make certain that such organiza-

tions are subjected to tax, because whether they are treated as corporations,
trusts, or individuals, they would be subject to tax; the problem is merely one
of classification. Viewed in this light, it seems obvious that such provisions,
when properly construed, would include only such organizations as possess
some of the essential characteristics and privileges of corporations, in other
words, that it would include only corporations and quasi-corporations.

We believe that such an organization should be treated as a corporation for
Federal income-tax purposes if it possesses and enjoys the characteristics above
referred to, regardless of Its status under the local law.

As the Supreme Court said In Hctphil v. Orloff (277 U.S. 537),
"Whether a given association is called a corporation, partnership, or trust

is not the essential factor in determining the powers of a State concerning It.
The real nature of the organization must be considered. If clothed with the
ordinary functions and attributes of a corporation, it is subject to similar
treatment."

In Burk Waggoner Oil Assooiation v. Hopkine (289 U.S. 110), the Supreme
court said that there was no constitutional prohibition upon Congress taxing
as a corporation "an association which, although vinincorporated, transacts
its business as If it were incorporated."

The interpretation of these statutory definitions by the Treasury Department
has been far from uniform, so that under the regulations It his been almost
Impossible to ascertain In many cases whether trusts should be considered as
corporations or its strict trusts under the tax laws. This uncertainy of the
Treasury Department with respect to this question has been caused principally
by conflicting court decisions and in large measure by the Department's inter-
pretation of the opinions of the Supreme Court in Crocker v. Mallcy (249
U.S. 223) and Hcoht v. Mailcy (265 U.S. 144).

The Department believes that in the Crocker case, which involved the former
capital stock tax, the Supreme Court announced that the primary test In deter-
mining whether or not a trust constituted an association or corporation was
whether or not the beneficiaries were given any appreciable control over tile
management of the trust estate by the trustees, The Department believes that
in the Hecht case, which involved the income tax, the Supreme Court departed
from this principle and announced that the test was whether or not the trust
was engaged in or carrying on business, irrespective of whether or not the bene-
ficiaries were given control over, the acts of the trustees. We submit that this
interpretation of the Supreme Court's opinions In these two cases is erroneous
and that the two opinions, when read together, show that the test which has
been laid down by the Supreme Court is whether or not the trust carries
on business .in the manner and form of a corporation, or, in other words,
whether the trust enjoys any of the quasi.corporate characteristics. And cer-
tainly, the above quotations from the opinions in Hemphill v. Orloff and the
Burk-lWaggoner ease show clearly that the justification for classifying a given
trust with corporations for purposes of statutory regulation and taxation is the
presence of such quasi-corporate characteristics.

However, the Treasury Department, relying on its interpretation of the
opinions in the Crocker case and the Hecht case, which interpretation has also
been approved by the Board of Tax Appeals and some of the lower Federal
courts, has adopted the practice of taxing as corporations almost all trusts which
are engaged in business, and the Department hits adopted a very broad Interpre-
tation of the term "business."

Sone banks and trust companies have found that they are able to render
a much more satisfactory service In the investment of comparatively small
trust funds If they mingle the funds for the purpose of investment. Some
States have authorized such comningling of trust funds; in other Instances,
such commingling must be specifically authorized by the terms of the trust
Instrument. For the purpose of accomplishing such commingling, where it Is
required to be authorized by the trust instrument, a number of banks and trust
companies have adopted systems of uniform trusts. Generally speaking, a
person who desires to establish a trust under one of these plans of uniform
trusts, establishes a separate trust with the trustee and by the Instrument
establishing the trust confers upon the trustee certain uniform powers and
privileges (which are usually incorporated into tl|e document by reference to
the uniform plan), including authorization to the trustee to commingle the
trust fund for purposes of investment with other trust funds over which the
trustee has the same authorization. The chief advantages sought to be accom-
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pushed by such commingling, whether accomplished by uniform trusts or other-
wise, are diversification of investments resulting in greater safety of principal
and decreased cost of administration. Such trust funds are not "investment
trusts" as the term has long been understood; there is no management com-
pany; there is no wide-spread sale of thq trustee's certificates among the public
(the facility being merely offered as a trust service) ; in fact, in many instances,
no certificates of any kind are issued by the trustee and even where such cer-
tificates are Issued they are not transferable; the beneficiaries have no voting
Power or control over the management of the trust fund by the trustee; the
trustee's rights, powers, duties, and liabilities are governed exclusively by the
law of trusts; the trustee is not engaged in business, but Is only investing and
reinvesting the trust funds committed to its care to the best of its ability,
although in recent lines such rustees have usually made frequent changes in
investments as required by the exigencies of existing economic condition

In many such cases the Treasury Department has ruled that the commingled
trust fund constitutes a corporation under the above-quoted definition.

Neither the trustee nor the beneficiaries of such funds enjoy any of the
benefits and privileges usually enjoyed by corporations, their officers, directors,
and stockholder; such a trust has no separate existence, but the term of
each trust, the funds of which are commingled, is measured by the ordinary
rules of the law of trusts and is usually measured by the life of two persons;
such a trust does not have the "freely shifting personnel" of a corporation
since it does not issue certificates or such certificates .re not transferable;
neither the trustee nor the beneficiaries enjoy any exemption front liability
except such as may be conferred upon them by the law of trusts; in short,
neither the trustees nor the beneficiaries receive any benefits or advantages
which would Justify them it being required to pay the special tax imposed
upon corporations or quasi corporations.

Furthermore, we submit that this trust service which bank.: and trust conn-
panics are attempting to give persons of small means is a service which
should be encouraged in every legitimate manner. We believe that the man
of small means who creates such a trust in order to receive for his small
investments the same care, attention, safety, and diversification that a nlan
of great wealth could receive for Iis separate individual trust fund should
not be subjected to tax or other statutory burdens.

We do not urge any amendment to the revenue laws which would exempt
from the corporate tax the usual "investment trust" the certificates or
securities of which are sold to the public, and the operations of which are
managed either by a management company or a board of trustees with the
powers and exemptions of directors and officers of corporations, but we do
urge an amendment which would definitely place in the category of strict
trusts commingled trusts established with incorporate banks and trust com-
panies. We take the liberty of pointing out that not only are such trust
funds protected and regulated by the law of trusts but the trustees are also
subject to the laws relating to banks- or trust companies and to te super-
vision and regulation of either the National or State banking departments. We
feel, therefore, that an amendment such'as we propose would not result in a
general exemption from the corporate tax of organizations which really enjoy
the benefits and privileges of the quasi-corporate form of organization.

Below are set forth proposed amendments, the object of which is to plact
sichi trust funds definitely in the category of strict trusts under the revenue
bill. The amendments have been drawn so as not to exempt from the cor-
porate tax the typical "investment trust ", the certificates or securities of
which are marketed to the public.

1. Amend section 101 (a) of the pending bill, which imposes upon trusts
and estates the taxes imposed upon individuals, by adding thereto a new
paragraph as follows:

"(5) Income of any fund consisting princi)ally of, or established for the
principal purpose of Investment in, securities, which is formed Iky the coin-
mingling of private trust funds established with a bank or trust company
organized under the laws of, or qualified to do business lit, the United States
or any State or territory thereof, as trustee, under wills, written agreements
and/or declarations of trust conferring upon such trustee the sole power and
control over the investment and management of such fund, where it is shown
to the satisfaction of the Commissioner that It is not the purpose of the person
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or persons establishing such private trust funds to sell participating or beneficial
interests therein and that such participating or beneficial interests are neither
sold generally by the person or persons establishing the same nor transferred
to or acquired by others In consideration of contributions made thereto. The
Income and deductions of any such fund shall be included in computing the net
income of the trusts the funds of which are commingled therein, ratably accord-
ing to the interest therein of each such trust."

2. Insert after the words "provided in" in subsection (b) of section 161
the words "in paragraph (0) of section 161 (a) (relating to certain commingled
trust funds) and."

WITH RESPL T TO THE EXEMPTION FROM STAMP TAX OF CSTOMEIR-CUSTODIAN AND
NOMINEE TRANSFERS

It appears to be the intention of the Federal Revenue Law, as evidenced
by the amendments made by tile Revenue Act of 1932-Scledule A (stamp
taxes), not to consider as taxable for stamp-tax purposes transfers of securities
unless there is an intention to actually sell or dispose of the property. That
being the case, the attached proposed amendments to the revenue bill of 1934
are suggested so as to insert in the law a specific provision with respect to the
exemption of deliveries or trqi .. r to a custodian, or its nominee,
or vice verso, or from o . other, where the securities
so delivered or tran d of by such custodian
or its nominee for r

Tile New York,,-. is to the Federal law,
has already b respect aof the proposed
amendments orporate l )ons in the Fed-
eral Revenuee, " . ,4 c

The adop ildl Imei ,A "iAntention of theFederal sta~t :will ma e ion$* a with that of
tile State , 01. ft of s"p Below are

set forth~1 purp o,,vt'1
.1. lose ~ prioro, ee g =iscellaneous

"Subdi f s a section 728
of the Re Of 1 th 'Provided
fu'ther' ci additional

"'ov 1 , Ta shftbe deliveries or
transfers . i wned t, lain, or a of sueh cus-
todian, if tl I held or b uch us-
todian, o it I". Instr the owner, or
front such ci. nee to t r, nominee to such
custodian, or f odlan to a n dian, or from onenominee of suel .. ~tt f ontinue to be held
by such 'Which they would bebyominhenoie .. ctiuet b"hl
held if retained by br transfers shall be ac-
complished by a certifi

"Subdivision 9 (a) of sch section 724 (a) of the Revenue
Act of 1932, is amended by tin r the second IProvided fjj clause,
an additional proviso to read as follows:

"'Provided furher, That the tax shall not be Imposed upmn deliveries or
transfers front the owner thereof to a custodian, or a nominee of such custodian,.
if the instruments are to be held or disposed of by such custodian, or its
nominee, for and subject to the instructions of the owner, or from such cus-
todian or its nominee to the owner, or from the nominee to such custodian, or
from such custodian to a uomilee of such custodian, or from one nominee of
such custodian to another, provided the same purpose for which they would be
held if retained by such custJdian, but such deliveries or transfers shall be
accompanied by a crtificate setting forth the facts."

Senator WALSH. I would like to have the brief of F. W. Denio,
of Boston, Mass., put into the record.

The CHAIRMAN. Very well.
(The brief referred to is as follows:)
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MEXOANDUK SUBMITTED BY F. W. DENIO, BOSTON, MASS., VICE
PRESIDENT OF THE FIRST OF BOSTON CORPORATION OF MASSA.
CHUSETTS, ALSO ON BEHALF OF NATIONAL SHAWNUT BANK,
NERST NATIONAL BANK, SECOND NATIONAL BANK, MERCHANTS
NATIONAL BANK, OLD COLONY TRUST CO., ALL OF BOSTON, AND
18 COUNTRY BANKS
1. Banks and insurance companies are engaged in a type of business entirely

different from all others. The following are some of the more important
differences:

(a) By law banks are limited in the use of their funds practically to dollar
obligations and cash, and in many States insurance companies are also limited
in the investment of their reserves. Insofar as they have other assets, they
are acquired as an incident to thevollection of dollar obligations owed to them.
Therefore, they are not fit a position to make gains, and the nature of the
business is such that they cannot avoid losses.

(b) Substantially all the gross income of banks is derived from interest on
loans and securities. Interest income of other businesses is usually a very
minor factor and Is derived from the investment of surplus funds in manners
not connected with the current operation of the primary business. Losses on
such investments are accordingly outside that primary business. In the case
of banks losses on loans and securities do not arise from the investment of
surplus, but are an unavoidable incident of the primary income.producing
function of loaning money.

(e) Tihe ordinary business corporation can control the amount of its ill-
ventory and its payables, but banks and insurance companies are subject
entirely to the popular whim. The business corporations can, within limits,
liquidate its inventory and pay its creditors at or before maturity, but a bank
is compelled to liquidate its inventory at such times as the depositors demand
their money.

(d) The merchant or manufacturer computes his gross earnings on the
inventory method of accounting, with result that losses on his stock in trade
or product are reflected in the determination of gross income. Banks and
insurance companies are substantially the only types of businesses which are
not permitted by the income-tax authorities to use the inventory method of
accounting. This distinction, made by the tax authorities, for over 20 years,
places banks and insurance companies in a separate classification. If this tax
principle is maintained, banks and insurance companies should be given as
deductions in computing net income what business corporations are allowed
in computing gross income, namely, the losses -necessarily incident to the
primary income producing function.

II. The purpose of the new tax law appears to be to tax the full amount
of the taxpayer's periodical net inCome but to allow him a deduction for losses
necessarily incident to the current oipeiation of his business. Unlimited income-
tax deductions are to be allowed on the stock in trade of the merchant and the
inventory of the manufacturer. Losses not arising in the ordinary current
conduct of the business (such as the sale of the manufacturer's plant or invest-
ment securities), are to be allowed only to the extent of gains from similar
transactions.

Losses on bad debts and securities are not only a necessary incident of the
current operation of a bank, and inseparably connected with earnings from
interest which constitute almost all of its gross income, but also absorb such
a large part of that gross income that the failure to allow an unlimited deduc-
tion of such losses would impose a discriminatory burden on banks. This is
all the more serious because the nature of their assets is such that they seldom
have profits on sales against which such losses would be allowable under the
new law.

Figures published by the Comptroller of the Currencys show that for the
years 1918 to 1933 Inclusive, losses actually charged off on loans and invest
ments of national banks have averaged practically 1 percent per annum
(0.07 percent) of the average of more than 18 billion dollars of total loans and
Investments (including Government bonds). The amounts so charged off which
averaged during the last 16 years in excess of $176,000,000 per year, constituted
more than 50 percent of the net earnings from all sources computed before such
charge-offs.

II. The effect of the new provision as applied to security losses alone, will
be, in substance, to greatly increase the tax rate on the actual earnings of

& Comptroller's Report, Jan. 8, 1934, p. 82, Treasury Document No. 8002.
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banks over the rate paid by manufacturing and merchandising corporations.
This results from the fact that other statistics published by the Comptroller'
show that for the last 16 years losses on securities alone absorbed $27.56 of
every $100 of actual earnings of national banks, computed before such losses.
if banks are to pay a 18-pereent tax on the $100 when they have only
actually earned $72.44 after deducting security losses, the effect is to tax banks
at the rate of 19 percent of their actual earnings, while merchandising and
manufacturing corporations are taxed at only 183 percent of their actual
earnings. T'his penalty will be even more severe in the next few years because
of the present depreciation in the investment portfolios of banks. The new law
deprives banks of the unlimited deduction for these losses and they normally
have no profits against which these losses can be used In order to obtain the
benefit of the limited deduction provided in the new law. The merchant or
manufacturer, on the other hand, is to be allowed an unlimited deduction for
losses on his inventory or stock In trade and usually has at least some profits
against which he can offset other losses.

IV. Quite apart from questions of fairness to the banks, important questions
on public policy are involved because of the hardship which the proposed rule
would impose upon borrowers from banks. If a bank forces the bankruptcy
or liquidation of a debtor's business, it will be allowed, under the new law,
an unlimited income-tax deduction for the portion of the debt so ascertained
to be worthless. Most banks are glad to cooperate with embarrassed debtors
in order to prevent bankruptcy or liquidation. This Is particularly true in
the case of individual debtors, and it is usual banking practice to accept some
reasonable settlement with such a debtor or to accept stock or securities In the
reorganization of a corporate debtor in lieu of the former bank debt. Under
the new law, a bank cooperating with its debtor In this manner will lose the
12%-percent income-tax benefit that would result if the debtor were forced
Into bankruptcy or liquidation, and In the case of State taxes, such as the
Massachusetts tax on banks, an additional 6-percent loss is Involved. This
penalty is so severe that banks will most certainly be deterred from cooperating
with debtors in these respects, since the income-tax saving on bad debts prob.
ably averages more than the amount salvaged.

As a matter of policy, Congress should not impose such a substantial obstacle
to the willingness of banks to coperate with debtors to avoid bankruptcy and
liquidation. This is particularly true since a simple change in the tax law
will both prevent such bankruptcies and liquidations and obtain for the
Government the same tax revenue as though such bankruptcies and liquidations
were required.

V. Section 23 (r) 3, of the 1932 Revenue Act, relating to banks, and section
204 (b) d, relating to insurance companies, recognize the principle that they
are entitled, as are other corporations, to losses that occur in the exercise of
their primary income-producing activities, and that special statutory exceptions
may be necessary to bring about this equality of taxation.

VI. The English income-tax laws recognize this distinction between individ-
uals' security transactions and those of banks. Individuals are not taxed on
the profits on sales of securities, nor are they allowed to deduct from their
income losses on sales of securities. Banks, on the other hand, are required to
include In their income as a normal incident of their business profits on the
sales of securities and for the same reason are allowed to deduct from their
income all losses on the sales of securities.

VII. The proposed law will be much more difficult for the Treasury Depart-
ment to administer, because in all cases where property is received on the
voluntary payment of a debt or as a result of foreclosure it will be necessary
for the Treasury Department to place a cash value on the property at the time
received, because no further loss on the ultimate sale of the property will be
allowed. Under the present law this appraisal does not become necessary,
because the transaction usually crystallizes Into an ultimate loss within a
reasonably short tftie. The amendment suggested below would avoid admin-
Istrative difficulties by continuing, for bank and trust companies, the present
rule, whioh is easy of application. Banks and trust companies constitute a
well-defined class of taxpayers and no difficulty arises in distinguishing them
from other types of businesses.

VIII. The present draft of statute can be easily amended by inserting tie
following words at the beginning of sections 23 (J) and 117 (d):

"Except in the case of banks and trust companies."
F. W. DaNzo,
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STATEMENT OF D. 1. NEEDHAM, REPRESENTING AMERICAN
BANKERS ASSOCIATION

Mr. NEEDHAX. May I say in introduction, Mr. Chairman, and
members of the committee, that the American Bankers Association
has given this proposed revenue bill very serious and thoughtful
and careful consideration from the standpoint of being of assistance
in the program of the Government toward the ultimate end of a
general national recovery. With that thought in mind, may I have
the privilege of reading this very brief statement.

The CHAIRMAN. Proceed.
Mr. NEEDHAM. The American Bankers Association, by its author-

ized representatives, submits herewith for your favorable considera-
tion three proposals constituting amendments to the above-named
bill now before you for consideration. These proposals are as
follows:

(1) Section 23 (b). Deductions from gross-income interest.
That this section be amended by deleting therefrom the following

language (p. 26, lines 19-20), "or the proceeds of which were used
to purchase or carry."

The CHAIRMAN. The committee has already taken action on that,
so you need not discuss that.

]Yr. NEEDHAM. (2) Section 24 (a) (5), items not deductible. This
section to be eliminated entirely.

Senator REED. On section 24 (a) (5), if we were to insert in
the second line of that clause, which is line 23 the words "except
interest on indebtedness ", it would pretty weil cover your point,
wouldn't it?

Mr. NEEDHAM. Not wholly.
Senator REED. But pretty well?
Mr. NEEDHAM. There are some very vital elements in that par-

ticular paragraph which this committee should consider, and I am
going to ask Mr. Blinn to call your particular attention to them.

( 7 Section 117 (d), capital gains and losses-Limitation on capi-
tal losses-That this section be amended by adding thereto the
underlined words as shown below so that this section as amended
will read as follows:

Senator COUZENs. The experts will get that.
Mr. NEDHAK (reading) :
Smo. 117 (d). Losses from sales or exchanges of capital assets shall be allowed

only to the extent of the gains from such sales or exchanges, but this subsection
shall not apply or be applicable to a bank or trust cothpany Incorporated under
the laws of the United States or of any State or Territory.

The CHAIRMAN. We have not passed on that proposition, but I
think the experts are drawing up an amendment on it.

Mr. NEEDHAM. The American Bankers Association offers for your
consideration the following observations relative to the foregoing
proposed amendments to the revenue bill now before you.

I will eliminate section 23 (b), as you have noted that you are
taking action upon that:

Section 24 (a) (5), items not deductible: This section as now writ-
ten provides that amounts ordinarily allowable as deductions shall
not be allowed to the extent that they may be allocated to income on
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which the taxpayer does hot have to pay taxes. This section is
entirely new and in substance will have the effect of removing a sub-
stantial part of the exemption traditionally inherent in all tax-
exempjt securities. The right to make such allocation has been con-
sidered by the courts on various occasions, and as we understand
where the exemption was constitutional rather than statutory the
Supreme Court has held that such an allocation could not be vtlidly
made. This section as now written will undoubtedly have a depress-
ing effect upon the value of all tax-exempt securities by virtue of the
p partial nullification of the tax-exempt features inherent therein.
Instead of Government securities being wholly exempt from taxation
they will be only partially exempt. Purchasers of Government obli-
gations would not know to what extent, if any, a tax exemption
would be effective, for until the end of the year a taxpayer would not
know the three necessary factors, namely, taxable income, nontaxable
income, and business expenses.

Unless this section is deleted a taxpayer will be unable to deter-
mine what amounts otherwise deductible are "allocable to income
wholly exempt ", thereby resulting in much confusion. The net re-
sult will be that Government obligations will naturally become less
attractive and thus will be force& to carry in the future a higher
coupon rate. In addition, the adoption of this section is bound to
lead to many difficulties in administration and will, no doubt, become
a subject of considerable controversy. The same may be said of
section 23 (b).

Section I17 (d), capital gains and losses-limitation on capital
losses: Our proposed amendment to this section, if adopted, will
result in retaining the provisions now in the revenue law insofar as
banks and trust companies are concerned.

In dealing with this subject it must be considered that banks and
trust companies do business on a basis which does not result in sub-
stantial capital gains. The income from a banking institution is
derived primarily from interest on loans and income from securities.
Securities are bought and sold as banking transactions, and any gain
or loss, incurred in these transactions should be treated the same as
any other revenue or expense.

'his section limits the deduction of losses sustained on Govern-
ment obligations to an amount not in excess of gains from the sale
of Governnient or other securities. One of the purposes of the bill
is to prevent tax avoidance by the effect of manipulated tax losses
against capital gains. Up to this time it has been the belief that no
restrictions should apply to Government securities. This is believed
to be sound since they do not fluctuate greatly in price. Practically
all of the investments in such securities as made by banks and other
institutions are based upon the tax-exempt yield on the securities.
It is quite usual for such securities to sell above par. The differ-
ence between the cost price and par under existing law becomes a
proper tax deduction at maturity. Elimination of this right to de-
duct will in many cases deprive bona fide investors of a substantial
part of the return which was inherent in the securities when pur-
chased. The realization of this loss is to a considerable extent not
subject to the control of the investor. When the bond matures the
loss occurs. There may or may not be capital gains to offset the loss
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and the .institution may be forced to sell securities on which it has
a paper profit solely to establish capital gains.

This section as now written would have adverse effects on the se-
curity market. It would tend to depress the price of Government
and other bonds; particularly tending to prevent the price from ris-
ing above par; and it would bring about selling by institutions of
.other securities on which they might have a profit. Thus, instead
of preventing, this section would tend to encourage, manipulative
tax selling. 0

We believe that this is an inopportune time for introducing' any
change in the underlying principles on tax exemption of Govern-
ment securities. The bond market needs to be broadened and kept
attractive in order that the Government may carry out its recovery
program. Unless the above sections are modified as suggested
herein, the market for Government securities will be restricted and
these securities will be less attractive to all types of investors. The
present bill will no doubt cost the Government far more in increased
interest charges than will be collected in increased taxes. While the
object of Congress is no doubt directed to an increase in Federal
revenue, we believe that the result, should the proposed bill become
law, would be the opposite. We believe that there should be no di-
minution in the value of the tax-free covenant in GoVernment securi-
ties now outstanding. Such diminution if desired shouldd be effected
only by a change in the tax-free covenants of bonds to be issued in
the future.

Due to the interest of the Government in the banking industry by
virtue of Government instrumentalities such as the Federal Deposit
Insurance Corporation, the Reconstruction Finance Corporation, and
the Federal Reserve System, we believe that these suggested amend-
ments are worthy of your earnest and sincere attention, and we urge
their adoption.

The CHAMMAN. Thank you, very much.
Mr. NE DHAM. This is Mr. Charles P. Blinn, Jr., of the Philadel-

phia National Bank, Philadelphia, who would like the privilege of
talking to you for just a few minutes.

STATEMENT OF O2ARLES P. BLINN, XR., PHILADELPHIA, PA.,
REPBSENTING THE AMERICAN BANKERS ASSOCIATION

Mr. BL!NN. Amplifying the remarks of Mr. Needham, do I under-
-stand that the amendment of section 23 (b) has been stricken from the
bill? If not, I should like to make a comment on it.

The CHAIRMAN. The committee has not finally passed upon that
section.

Mr. Bmi N. May I say a word on that? The effect of the amend-
ment of section 23 (b) is to include as a tax paid, to carry United
States securities interest which is paid upon deposits. The effect of
that is to reduce the income on Government securities now held by
banks and to impair the tax-free covenants written into those securi-
ties. That should not be. The tax-free covenants in the securities
should not be violated and the interest paid on deposits should con-
tinue to be a deduction as it is in the 1932 law.

Going on to section 24 (a) )-I am trying to speed up-
Senator CONNALLY (interrupting). Suppose your interest oa de-

posits was more than your revenue from thie bonds.
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Mr. BLIN. I do not believe that is the case. That might be an
isolated case but that is not generally the case. Those bonds have
been bought on very low income-tax yields, and they have been
bought on those low bases because of he tak-free covenant. The
proposed bill impairs the tax-free contract in the bond.

Senator CouzENs. Only to the extent that it deducts the expense
of handling.

Mr. BusK. That is right.
Senator CouzENs. That is not a violation of the covenant. That

has been done in private cases many times.
Senator REED. You are talking at cross purposes. Senator

Couzens means that after the committee's action has been taken, all
that is allocated to this tax-free income is general running expenses
of the bank.

Mr. BuNK. In other words, it restores the 1932 law I That is all
right. It is the introduction of the amendment to section 23 (b)
that we object to.

Going to section 24 (a) (5), the same principle is involved there. I
do not know the purpose of the interjection of that amendment, but
the effect is capable of this interpretation, that that portion of the
operating expenses of the bank-let me put it differently. The in-
come of a bank may be divided into two classes-tax-exempt income
and the taxable income. The effect of section 24 (a) (5) is to permit
as a taxable deduction, only that portion of operating expenses which
bears the same percentage as the taxable income bears to the whole
income; in other words, a bank is denied the right to deduct as an
allowable deduction thatfiercentage of its operating expenses equal
to the percentage of tax-free income to the whole income, and there
again is an impairment of the tax-free covenant in the bond, and
the association would like to record its objection to that point.

Going now to the question of capital gains and losses, banks are
in a little different category than other corporations that are casual
investors in Government securities. Banks are very heavy investors
in Government securities, owning between eight and nine billions of
those bonds today. They buy bonds at a premium at a low income-
yield basis with knowledge that the premium is a deduction at ma-
turity. Under section 117 (d) and (f), the premium on Fourth
Liberties, which were bought at prices ranging from 103 to 105, the
J)remium on Fourth Liberties at maturity, of the call day, cannot be
deducted as a capital loss, although the write-off of that premium
was contemplated at the time of the purchase, and the write-off of
the premium, less the income received, is the real bona-fide profit or
income to the bank.

Senator REED. Is that wholly logical?
Mr. BLxNK;. I think so.
Senator REED. Here are all your coupons on those Liberties which

are tax exempt .in the hands of a corporation like a bank. You
disregard all of that income for the purpose of income tax, and then
you want-to take the premium off as a capital loss. In the beginning
you calculated your income rate by subtracting the necessary amorti-
zation of that premium which you paid, and you figured that of
these Fourth Liberties perhaps you get a net income return of 2/2
percent totally tax free. Now, when you come to deduct that pre-

46982-84---14
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mium as*a capital loss, you are deducting it from your taxable in.
come and not from this tax-free income.

Mr. BLIlN. There is something to that argument.
Senator Rim. And as to section 28 (b), Mr. Parker very wittily

calls my attention to the fact that I have been inconsistent there.
It always seemed to me a little bit shocking that a bank should
charge off all of its expenses, including its interest paid to de-
positors against its taxable income and get away, in effect, without
paying any income tax in many cases. I do not want to ask you
about your own bank, but I know of a number of large banks which,
by that process, escape the payment of income tax every year. It
does not seem quite just.

Mr. BLINK. But it is the class of the investment.
Senator RED. No; not entirely.
Mr. BLINK. The investment carries the tax-free covenant, and the

bank buys the investment on that basis, and the obligor gets the
benefit of that rate on these securities.

Senator REEI. Yes; but is it fair to charge all of the expenses
of the bank against its taxable income and no part against tax-free
income?

Mr. BLiNN. If the bank does not, there is bound to be an adjust-
ment of income yield on the income securities, and the Government
through the higher coupon rate pays the bill eventually.

Senator CouzwNs. We can take care of that as long as the bank
pays its proper share.

Mr. BLIN. The Government is interested in borrowing its money
at cheap rates.

Senator RmED. That is another point. We are in a period when
the Government must have recourse to the bond market frequently.
It has to maintain the marketability of its issues. ,I think this is a
poor time to change the law for that reason, but some day if we
ever get on an even keel, which we probably will in the next admin-
istration [laughter], then I think the law will be corrected.

Mr. BUqNK. When is that coming?
Senator REED. In 1986. [Laughter.]
Mr. BLUqN. You have income .yields on United States securities

ranging all the way from one half of 1 percent to 3.50 and 8.60. You
have interest-bearing deposits in banks at rates all the way from
I percent to 3 percent in some of the country bankq- '
. Senator CONNALLY (intrrupting). Let me ask you a question

right there. Government bonds are not taxable except for surtaxes.
Mr. BLImN. They are nontaxable to a corporation. Surtaxes to

an individual.
Senator CONNALLY. You do not pay any tax on them at all, do

you?
Mr. BLIN. That is the contract. The bank buys the contract.
Senator CONKALLY. I am not objecting to that. So you do not

pay any tax on that anyway, and yet you want to use the income
as suggested by Senator Couzens or Senator Reed, to offset all of
your expenses, which it seems to me is an unfair advantage. You
are not paying any tax on them at all.

Mr. BuzN. Let me develop the fact that I started to develop.
Senator CONNALLY. Why sb'uldn't you pay on a pro rata basis of

income?
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Senator COUZENs. That Is what the bill provides, and that is what
they are objecting to.

Mr. BLINN. The point that I started to develop is that the income
yield ranges from 1/2 to 3/2 percent. The banks pay interest all
the way from 1 percent to 3 percent according to the class of the
bank, and the location, and so forth. If you provide any alloca-
tion of expenses, that only that percentage may be deducted, you
have a very low income yield on the Government securities, which
the banks have as a check-up line of reserves.

Senator CONNALLY. The banks do not buy all the bonds.
Mr. BL IN. They have between eight and nine billions.
Senator CONNALLY. Take a private individual who has Govern-

ment bonds. If he has any surtax, he pays on them. He cannot
deduct his income on those bonds from his running expenses and
take a deduction in addition to getting a tax-free income, and that
is what you want to do with the bank.

Mr. BLIN. He bought the bonds with knowledge of the contract.
Now you are changing the contract during the life of the bond.
That is what the banks object to.

Senator CONNALLY. We are not changing the contract.
Mr. BLINN. This bill does it.
Senator CONNALLY. It does not change the contract.
Mr. BLINN. Indirectly.
Senator CONNALLY. You have been getting away with deducting

the expense of handling tax-exempt securities by deducting it from
taxable income.

Mr. BLINK. That has been the law.
Senator CONNALLY. That is the reason I think we ought to

change it.
Mr. BUIN. Let me leave this point with you. That the banks

have bought the bond avd entered into the situation and have it
today based upon the laws as they stood.

Senator CONNALLY. If that is true, we could not ever change the
tax laws. I bought a bond last year under the same circumstances.
I would have to pay an increasedsurtax rate.

Mr. BLINK. Make today the effective date for such transactions,
and then we will buy future issues of bonds on such a basis, and let
the existing contracts stand and run out to the maturity of the bonds.

Senator CONNALLY. There is no such contract. If that were true,
we could never change the tax laws. The same would apply to a
man buying a piece of real estate.

Mr. BLINN. I am not disputing that. You are right on that point,
but what I am contending for is this, that the effect of this tax law
is to change and alter during the life of the bond, the tax-free cove-
nant in the bond.

Senator CONNALLY. No; I do not think so.
Mr. BLINN. In our opinion, that is the effect.
The CHAIRMAN. Is there anything else?
Mr. BLINK. Section 117 e and f. I think I have covered that,

and Senator Reed cross-examined me on it.
The CHAIRMAN. Thank you very much.,
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FOREIGN TAX CREDIT

STATEMENT OF L. 0. GRATON, REPRESENTING CERRO DE PASCO
COPPER CORPORATION

The CHAIRMAN. Mr. Graton, I understood you wanted 5 minutes?
Mr. GRATON. The reason I should like to speak at this time on

foreign tax credit is that so far as I am aware, I am the only
representative of the taxpayer to speak on this subject and, wit
your permission, I would like to submit a brief which shows some
matters that I want to have before you, but which I shall n-.t have
time to touch upon.

My name is L. C. Graton, of Cambridge, Mass., and I represent
the Cerro de Pasco Copper Corporation, New York City.

It seems advisable at the very outset to acquire a true sense of
proportion regarding this matter. One might gain the impression
from the remarks made at the recent hearings before the Ways and
Means Committee that the underlying purpose behind the proposed
reduction or elimination of this credit is to retaliate against domestic
concerns who may have imported into this country agricultural
implements fabricated in branch factories abroad, and against other
companies who may likewise be charged with questionable practices.
If there be such, the question arises whether they would bear the
chief brunt of this denial or reduction of foreign, tax credit or
whether, on the contrary, such action would fall as a serious hard.
ship to a far greater number of other companies wholly innocent
of a disloyal or prejudicial act.

I have here a table which shows the relative distribution of invest-
ments abroad, which I may summarize very briefly: All manfactur-
ing and sales companies combined constitute only 25.3 percent of
the total investments abroad, and 68 percent relates to enterprises
to which no stigma can attach since their operations must be con-
ducted abroad, for obvious physical reasons.

In this latter group stand the great raw material industries, ac-
counting for 46.2 percent of the total. The mineral-producing indus.
try, representing 50.8 percent, is the largest of all.

The Cerro de Pasco Copper Cgrporation is engaged in metal
mining in Peru. Its experience has been sufficiently detailed in the
recent report of hearings of the Ways and Means Committee, pages
.475-477. Its experience is fairly representative of the mineral in-
dustry in respect of foreign tax credit, and thus affords a far more
typical example of the workings of that provision than is to be
found by selecting some one or a few cases held to be notoriously
offensive.

In order to penalize these latter for alleged improprieties, cutting
or dropping the foreign tax credit would impose grave burden and
injustice on a great number of innocent companies that, without any
offsetting advantages whatsoever, are adding enormously to this
country's wealth. .

I have appended here very brief comment on the principal argu-
ments that have been advanced in favor of either elimination or
reduction of the foreign-tax credit permitted by existing law. I
shall touch, with your permission, just upon one question-one or
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two of them-leaving the others for my brief. I believe it can be
shown that most of these arguments are weak, if not completely
unsound.

1. It seems to be implied that because foreign-tax credit was not
permitted until the act of 1918 it would be quite proper now to
revert to the practice preceding that date. But, as everyone must
grant, the burden of income taxation in nearly all countries has
risen so enormously since the close of the war that what was incon-
sequential theretofore would be wholly intolerable now.

2. Emphasis has been placed on the progressive restriction of the
conditions under which the credit has been allowed in the various
acts since 1918; and this seems to have been taken as justification
for now making an absolute cut of 50 percent, or even 100 percent,
of the credit. But these changes in the several recent acts have been
made primarily to correct certain administrative flaws found to be
present in the earlier acts. They serve as no precedent for outright
reduction of the credit now.

5. Much emphasis is laid on the implication that because certain
other nations do not allow similar credits in their own tax adminis-
tration the United States would be stupidly overgenerous to con-
tinue the credits now in force. But this is false logic. It may be
pertinent to inquire whether other nations reciprocate our tax policy
regarding alien and foreign corporations; but when it comes to our
own taxation of our own citizens and corporations who do business
abroad, the prime concern of this country should be to give them fair
play and proper support, regardless of whether or not other coun-
tries do the same by their own citizens.

7. It is contended that our companies go abroad in order to take
advantage of cheap foreign labor, with consequent detriment to our
own workmen. Insofar as the raw-materials industries are con-
cerned, this argument has obviously no application whatsoever, since
such operations must inescapably be performed where the raw ma-
terials occur. In the second place, insofar at least as relates to the
heavy industries, including mining, the supposed advantage of cheap
labor is a myth. Having studied mining operations on five conti-
nents, I think I can say with confidence that few if any important
American mining operators abroad would not gladly change their
cheap native labor for good American labor at American wages.
For, despite higher wage levels, mining companies operating in this
country on ores of equivalent richness almost without exception pro-
duce at lower unit costs than are attained anywhere alse in the world.
American labor is largely responsible for that record.

Senator KiNo. You are drawing attention I suppose, to chromium
and manganese and those other scarce metals.

Senator CouzENs. He represents copper.
Mr. GRAToN. I am speaking, through my experience, for the min-

ing and mineral producing industry as a whole. For those things
which do not occur in this country in any effective quantities, of
course, it is absolutely essential that American industry secure some
control over those for all kinds of needs.

1. Much inconsistency is shown with regard to the proposal's ef-
fect in dollars and cents. Some hold that the extra tax to be gained
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by elimination of the credit is so small in total amount that no great
damage can result. Others point to the fact that although the extra
tax would be small just at present, the predepression years show
that this gain to the Government will be much larger when for-
eign trade picks up to normal. The mutual contradictions in these
views are obvious. If the total of credits now being taken is much
smaller than was the case prior to 1929, it means that those who
are now receiving the credit constitute the small residue that has
been able still to cling in the profit-producing class. To impose
upon these survivors a heavy added burden could hardly fai to
reduce them still more drastically. On the other hand, to imagine
that, under such added burden, foreign trade can and will pick
up to the levels it held without such burden is optimism of a kind
destined to disappointment.

13. Of similar significance is the apology that if many companies
are making no foreign profits now, withdrawal of the credit makes
no difference. If the argument is to be based on cases that show
no profits, it is equally valid to suggest that the law be left as it
is. But if it desired that profits shall increase, that foreign trade
shall prosper and that this country shall profit thereby, then it does
make a difference whether action is taken that will seriously handi.
cap the realization of all these benefits, not only now but for long
periods ahead. Income taxation both here and abroad is almost
certain to become heavier rather than lighter, because of huge
borrowings for relief. Therefore, the burden of double taxation
will increase for years to come.

14. There are those who view with alarm the magnitude of Amer-
ican investments in foreign countries. But they forget that a very
large part of these foreign investments was not capital taken
bodily out of the United States but has gradually been built up out
of earnings of the foreign undertaking. For example, the Cerro de
Pasco Copper Corporation has taken out of the United States dur-
ing its entire life a cash investment of $14,434,000. But the present
sound value of its foreign properties is very much larger, the differ-
ence representing the plowing in of earnings made abroad and
eventually to be returned here through the benefits arising from
these plowed-in earnings.

15. Some show complete indifference in contemplating colossal
loss to our companies who have invested abroad, as if this would
serve them right for ever having done so. This is not only a strange
manifestation of governmental obligation but is, from the purely
selfish standpoint the most short-sighted and injurious policy that
could be imagineA. Do those who point with grave concern to the
$7,000,000,000 value of American holdings abroad have any con-
ception of what our Nation gains therefrom? Let me place at their
disposal the illuminating figures applying to the Cerro de Pasco
Copper Corporation. From its initial $14,434,000 investment,
taken out of this country, the company has already returned to
this country over $192,000,000.

Senator Kix(o. Much of that investment, too grew out of the
sale of machinery that went down there in the development of the
minesI

Mr. GEATON. Absolutely.
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That is to say, it has already brought back more than 13 times as
much as it took out, and, granted fair play, it will continue to bring
back still more for many years to come. Probably it is true that our
particular company has a better record in this regard than does the
average company. But almost certainly it is true that those com-
panies who receive the foreign tax credit and thus are profit-making
companies fall into the same category of having already returned to
this country far more than they have taken away from it.

That, of course, would not be true of companies newly organized.
They would not have time, of course.

All such sums returned are new and virgin wealth so far as this
country is concerned, taxable in all their multitudinous turn-overs,
and are playing an important part in maintaining the economic
dominance of the United States. If there ever were such things as
"golden eggs ", these returns from American investments abroad are
surely to be so regarded. The proposed elimination or severe re.
duction of protection agao'st duplicate taxation seriously damages
and jeopardizes the investments already made and severely dis-
courages the making of new ones.

To lessen prdfits by taking double taxes will inevitably lessen divi-
dends, the taxability of which is to be increased by the present new
bill, so there will be little direct net gain anyway. But still worse,
elimination of the credit will gradually shrink and freeze the flow
of new wealth into the country. Companies will either relinquish
their domestic charters and move abroad, or they will sell out to
foreign companies who are not subject to the unfair burden of
double taxation. The resulting loss of total tax to the Government
would be very great, indeed..

The CHAIRMAN. Have you finishedI
Mr. GRAToN. Almost, sir. I would like to ask one question,

though-rather from perspective and advice than because of any par.
ticular application it may have here. Our company, as a matter of
fact, is composed of men who are in this company for two genera-
tions, they and their predecessors, their fathers. They are the kind
of people that we would like to recognize as Americans. They pro-
pose to stay in this country, and yet, I ask you, what would you do
if you were responsible for the management of a company, practi-
cally the whole of whose operations is in a foreign country, when it
finds that at home it is taxed and taxed and taxed, whereas, by relin-
quishing its domestic charter, it could serve its own ends very much
more effectively.

That is the kind of a problem that faces the management of many
of these companies. They ought not to be penalized for their loy-
alty, for their inherent, intense, and instinctive desire to remain
American corporations.

Senator REED. These companies are mostly in Chile?
Mr. GRATON. R eru.
Senator REED. How much income tax does the Cerro de Pasco

company. pay there; what percentage?
Mr. GRATON. The proportion of the total tax that they pay to

Peru that is specifically labeled in Peru as an income tax is a rela-
tivelv small fraction of their total and on their total taxes paid to
Peru* they are subject to credit. They can hope to get credit only
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for a relatively small fraction. That fraction up to date has always
been less for our company than the proper limitations imposed upon
the taxpayer.

Senator REm. Would it amount to as much as half of the Amer-
ican tax on that same incomeI

Mr. GRATOif. Yes; often more.
Senator COUZENS. You did not answer Senator Reed's question,

what percentage of the profit you pay to that government?
Mr. GATx N. I do not know. But I would be very glad to put

that in. V 0
Senator CouzENs. The income tax there would be probably about

7 percent. There are many other forms of taxes.
Mr. GRATON. As a matter 'of fact, the Peruvian income tax is not

stated in terms of percentage, but is stated in terms of a sliding scale
based upon the magnitude of the receipts, and not in terms of
units.

Senator CouzlNs. It is a gross tax.
Mr. GnATON. No. It is designed to be a net income tax, but it is

stated in arbitrary terms in one fashion rather than in arbitrary
percentages, but I shall be, very glad to get those figures in terms of
percentage.

Senator CouzEN-. I was only asking out of curiosity.
Senator KiNG. You have franchise taxes?
Mr. GRATON. Oh, yes. That is on land, and all kinds of taxes

not specifically labeled income taxes.
The CHAIRMAN. Will you proceed?
Mr. GRAToN. Finally, let ii'. be repeated that if real abuses exist,

they should be reached and stopped by measures directed exclusively
at the offenders rather than by a sweeping provision that would
work grave hardship on countless others who are engaged in legiti-
mate, constructive enterprises, highly advantageous to the Nation
in every respect. Surely the raw-materials industry and the min-
ing industry in particular must in fairness be exempt from any
modification of present law aimed at questionable methods of a few
foreign branch manufacturing plants.

I would like to say one wod,. if I may, about the effect on indi-
viduals, which I believe has not been touched upon at all. With your
permission, I should like to take just 2 minutes more.

The point I wish particularly to emphasize in this connection as
to the effect of this nev proposal on individuals is that the burden
of such taxation may be relatively much greater on individuals than
on corporations, through the influence of the surtax.

Take, for example, a citizen of the United States who is engaged,
let us say, in professional work, a part of which he performs in a
foreign country. Let us assume, for example, that his taxable income
from sources within the United States, after all deductions have
been subtracted, is $10,000 and that he earns another $10,000 of net
taxable income from a foreign country, making a total of $20,000.
If we assume that the rates of taxation in the two countries are
exactly equal, then it would appear at first sight that of his total tax,
he would pay one half to the foreign country and one half to the
United States; or, in other words, that the credit on account of tax
paid to a foreign country would be for half the tax on his total
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taxable income of $20,000 ih this country. But that is not the way
the matter works. At the rates in force for the year 1933, he would
pay to the foreign government on his $10,000 net income tax to the
amount of $680. But to the United States on his total taxable
income of $20,000, half earned abroad and half earned here, he
would owe $1,720, and if allowed credit for the entire amount paid
to the other country he would still have to pay to this country $1,040,
or 53 percent more than he paid to the other country. This excess
would amount to 91 percent at the rates proposed for 1934, and
would, of course, become still further and rapidly exaggerated with
increasing income and, therefore, higher rates of surtax.

In short, the foreign tax credit as allowed to individuals is littleenough as it now stands. To cut it still further, to say nothing of
.eliminating it altogether, would be to increase the hardship.

Here again the proposal to cut or abandon the foreign tax credit
threatens to cut off or reduce a flow of wealth now coming into this
country and threatens to be, in the case of individuals, as in the case
of corporations, both a most short-sighted policy.

Senator WALOTr. i would like to ask you a question with refer-
ence to the effect on our merchant marine. Did you touch upon that I

Mr. GATON. I did not, sir, but of that $192,000,000 which our
company has brought back and spent in this country. i very sub-
stantial amount is freight between here and Peru, both ways, on
freight items going down in the way of supplies, powder, and so
forth, and of metalcoming back, and we patronize American ships.

(See page 602 for additional statement.)
Senator R=D. Mr. Thomas made that very plain in his testimony

this morning.
Senator WALoTT. I won't pursue it further.

STATEMENT OF WARD V. TOLBERT, REPRESENTING F. W.
WOOLWORTH 00. AND OTHER TAXPAYERS

Mr. WARD V. TOLBErT. I represent F. W. Woolworth Co. on the
question of foreign tax credit. If I may be permitted, I would like
to submit my brief.

(The brief referred to is as follows:)
TOLBERT, EW N & PATTIMtSON,

Vow York, March 12,1934.
Hon. PAT HAHBJSON,

Washligto~i, D.O.
Sia: We desire to call to your attention certain considerations relevant to

the provisions of the new revenue act (11.1. 7835) relating to foreign tax credit
and to the tax on personal holding companies.

FOREGN TAX EDIT

By section 131 (b) (1) the new act reduces by one half the credit which,
since the enactment of the Revenue Act of 1918, has been allowed to American
corporations trading abroad either directly or through foreign subsidiaries.

By the jtllowance of this credit in the past the, injustice of double taxation
has been avoided where foreign income has already been subjected abroad to
income taxes exceeding in amount those imposed by the United States. Many
businesses have been entered Into in reliance on tile conilnuance of this relief,
and the effect of its curtailment Is the equivalent of the imposition of an addi-
tional and unanticipated burden on foreign trade.

At best, the change will work hardship. At the worst, it may, under present
adverse conditions and the increasing discrimination of foreign governments
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against American enterprises, render much of our foreign commerce so unprofit-
able as to cause it to cease, with resultant loss of the Investment involved and
the attendant diminution of the revenue heretofore brought here from foreign
countries. The effect of such a change in policy cannot but add to the uncer-
tainties attendant on foreign trade and act as a deterrent to those contemplating
embarking in any business abroad.

The taxation of foreign commerce or business is inI principle similar to a tax
on exports and open to the same objection. Such tax represents an obstacle
and an obstruction to the outflow of unuseable surplus in the one case of
commodities and in the other of business activities of capital which cannot find
profitable employment in this country.

It has been suggested, inasmuch as corporations trading in the United States
are allowed deduction only for the State taxes imposed on their income, that
to allow the foreign tax as a credit is in effect a discrimination against
corporations trading solely in the United States.

The conditions are not analag6ts. An American corporation trading abroad
is not, as to its foreign business, in competition with American corporations
engaged In domestic trade only. It Is in competition with'corporations resident
to the foreign country. So long as it is subjected to the local foreign tax only.
and in the absence of discriminatory burdens, it and its competitors are at
least subjected only to the same tax burden, and to this extent it can compete
on a basis of equality. If required to pay an additional American tax on its
profits derived from the foreign country, it is placed at a disadvantage, and
unless the profit is large it cannot meet its competitor's pices and must
eventually be forced out of this business.

A very large patrt of foreign business is necessarily done through foreign
subsidiary corporations the dividends from which are usually subject to foreign
tax but which are not exempt from United States tax except by the operation
of the foreign-tax credit. American corporations doing business in the United
States through domestic subsidiaries receive the dividends from their sub-
sidlaries exempt from the American tax, so that the disallowance of the foreign-
tax cre(lit would result in a discrimination as to this class of income against
the corporation trading abroad.

The amount of additional revenue which might be derived from a reduction
of the foreign tax credit, even if it had no ill effect on foreign trade and com-
merce, would be but small in the aggregate, however burdensome and harmful
the additional tax may be in any individual case. This additional revenue
may, on the other hand, be more than offset by diminution of the foreign
income which would otherwise be received by American corporations and dis-
tributed as dividends to their stockholders which when received by them would
be subject to surtax. This result is not improbable, since much business abroad
is done through foreign subsidiaries whose profits are transmitted in the form.
of dividends. If the foreign-tax credit heretofore allowed against the tax on
such dividends be reduced, it is not improbable that these dividends will also
cease until the burden of taxation jn the United States decreases.

At the present time American enterprises abroad are contending with unprece-
dented burdens and discriminations which make their continuance both difficult
and problematical. To add to these burdens by what is, in effect, a new tax
bill would certainly discourage and probably prevent any exteislon of foreign
trade, and may even prove the last straw to many already overburdened and
struggling businesses.

TAX ON PERSONAL-HOLING CORPORATIONS

We desire further to call your attention to certain hardships which will
result from the enactment of section 102 of the new revenue act in its preAent
form, due to the omission of the following pr'ovislon contained in subdivision
(d) of section 104 of the Revenue Act of 1932, for which it is substituted:

"(D) The tax imposed by this section shall not apply if all the shareholders
of the corporation include (at the time of filing their returns) in their gross
income their entire distributive shares, whether distributed or not, of the net
income of the corporation for such year. Any amount so included In the
gross Income of a shareholder shall be treated as a dividend received. Any
subsequent distribution made by the corporation out of the earnings or profits
for such taxable year shall, if distributed to any shareholder who has so
included In his gross income his distributive share, be exempt from tax In the
amount of the share so Included."
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We represent a number of 'Investment corporations, some of which make
annual distribution of substantially all of their net income, and others of which
reinvest a part of their income, their stockholders reporting the company's
entire net income in their individual returns as dividends received pursuant
to section 104 (d) above quoted.

It frequently happens, however, that it is impossible to make actual complete
distribution of income in the year in which it arises, due to the fact that these
Investment companies receive large stock dividends payable December 81, but
not received until after January 1 of the following year. Such dividends are
for tax purposes, deemed income in the year when payable, even although the
company reports on a cash basis. Obviously, they cannot be distributed until
received, and under the act in its present form if they exceed in amount 10
percent of the company's annual income, they automatically become subject to
the 35-percent tax.

The law also in its present form penalizes reinvestment of income even
where as frequently happens, it is necessary to do so in order to protect
the company's other investments.

Ve also represent personal holding companies organized to own and operate
apartment houses in this city which are required to make annual amortization
payments in reduction of mortgages and other capital expenditures for re-
placements, alterations, and like nondeductible capital charges which, with their
present reduced intake, makes any distribution by such companies to their
stockholders impossible, but nevertheless would subject them to a 35 percent
penalty.

The addition of subdivision (d) of section 104 of the Revenue Act of 1982
would obviate these hardships and if resorted to, would result in the stock-
holders paying surtax on 100 percent of the holding company's net income
instead of on 90 percent as permitted in the bill in its present form.

Respectfully,
TowEaT, Eww & PATmSON.

STATEMENT OF MITCHELL B. CARROLL ON BEHALF OF THE
DOUBLE TAXATION COMMITTEE OF THE AMERICAN SECTION,
INTERNATIONAL CHAMBER OF COMMERCE

Mr. CARROLL. I am here to represent the double taxation committee
of the American section, International Chamber of Commerce, which
has been working on the question of relief from double taxation for
a period of 10 years, ind as you know, this movement to prevent
double taxation is a world movement, and therefore it seemed to us
that perhaps you would be interested in hearing what is being done
in other parts of the world to encourage export trade through meas-
ures in tax laws or in treaties to prevent double taxation.

First of all let me say that America was the pioneer in this move-
ment and Dr. Thomas S. Adams, of whom you all know in all prob-
ability, was a devout believer in what we advocate in respect to the
same income to two different countries' tax systems, that it would
impose such a heavy burden on that flow of income that hardly any
enterprise could engage in business in the two countries.

Congress had the wisdom to insert in the Revenue Act of 1918
a credit for foreign taxes, a provision whereby taxes paid to a
foreign country were, within certain limitations, credited against
the United States income tax. It is true that by so doing the United
States gave up all or part of its tax on the foreign income when it
was derived by the domestic corporation, but that income flowed to
the corporation and was paid out in salaries to employees, to sup-
pliers of raw materials, and what was left was distributed as divi-
dends to shareholders, interest was paid to bondholders, and con-
sequently this income that flowed in from abroad was distributed
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throughout the United States and passed from hand to hand and
increased the wealth of the country.

It has been estimated that one tenth of our population was de-
pendant, directly or indirectly, upon our foreign trade.

At the present time, practically all of the leading countries of the
world either by law or by treaty, assure their own enter rises, with
regard to certain markets or to all markets, relief from double taxa-
tion which is in many cases greater than thttt now allowed by the
United States. Thus a number of countries tax business profits only
if allocable to local sources, such as a business establishment, and
exempt profits allocable to another state and therefore subject to its
taxes; they include France Italy, Estonia Denmark, Jugoslavia,
Argentina, Australia, and South Africa. Austria, Czechoslovakia,
and Hungary grant, on condition of reciprocity, a similar exemption
for profits attributable to an establishment in another country.
Belgium, Holland, Spain, Switzerland, and other countries grant a
certain measure of relief against their own tax.

Germany allows such an exemption in treaties with Austria,
Czechoslovakia, Danzig, Hungary, Italy, Poland, and Sweden. Italy
has concluded agreements to prevent double taxation with most of
her European neighbors. Last July France ratified general agree-
ments with Italy and with Belgium, and is reported to be negotiating
a similar agreement with Germany. There are over 80 general or
special agreements between continental European powers to prevent
dqf le taxation. Double taxation of shipping profits is now almost
universally eliminated because of arrangements for the reciprocal
exemption of such income.

Perhaps one of the fundamental reasons for the preeminent posi-
tion of Great Britan in foreign trade is the fact of its large perma-
nent investments in all parts of the world. The nation is assured a
fairly steady stream of business and income, because if trouble occurs
in one country her enterprises can still carry on in othet,. There
are principles in United Kingdom law and jurisprudence which
mitigate double taxation to a large degree. For example, the British
tax is not imposed on profits from foreign possessions, such as a busi-
ness carried on wholly in a foreign country, even by a British com-
pany, except for the part thereof remitted to England.

It is significant that so many countries, whether by law or by
treaty, have adopted the principle that the foreign country in which
income is derived by a permanent establishment of a domestic enter-
prise shall have the prior, if not the exclusive, right to tax such in-
come; the home country of the enterprise allows in some cases a full
or partial credit against its own tax, but in the majority of cases
exempts the income of the foreign establishment.

Just at the time when other countries are pushing their foreign
trade under the protection of the above-mentioned measures tor
relief from double taxation, the revenue bill of 1934 proposes to
cut in half the relief now granted in the 1932 Revenue Act. It is
difficult enough for our enterprises to sell in foreign markets despite
the high tarilff rates, the currency restrictions, and all the other
obstacles to the movement of goods and capital, If in addition to
these obstacles, they are also to be subjected by our Government to a
serious tax disadvantage in competing with the enterprises of other
countries which give even today more general relief from double
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taxation, it is obvious that'the results are likely to be unfortunate.
In other words, the reduction of our credit by 50 percent will be
tantamount to imposing a restriction on the exportation of American
products.

The direct effect of such a restriction or increased burden will
be to force some of the weaker enterprises, which are already strug-
gling to maintain their foreign establishments despite onerous tax
and other burdens, to curtail their activities or possibly withdraw
from various markets. The stronger enterprises may feel con-
strained to form subsidiary companies abroad in order to keep
their income beyond the reach of the American tax. It was on
these grounds that both the Treasury and Commerce Departments
urged the continuation of the full credit before the Ways and
Means Committee. In other words, the direct result of such a
measure, which is intended to increase revenues, would instead
be to reduce revenues through reducing the sale of American prod-
ucts abroad and the consequent influx of revenues therefrom.

The Ways and Means Committee evidently estimates that one
half of the amounts now credited in respect of foreign taxes will
be automatically turned into tax revenues. But this is an illusion,
as has been stated by the Treasury Department:

It is quite clear that the elimination of the foreign tax credit will not
increase the revenues to the extent of the taxes which American taxpayers
now save by virtue of it. The amount in any case, however, is relatively
small The total credit taken in 1932, based upon available information to
date, is only $5,984,833. For 1933 the total of foreign tax credits is estimated
at not to exceed $8,000,000. .

It would appear from thQ foregoing Treasury statement that cut-
ting the credit in half would not yield even $4,000,000 in revenues.

The objection tlhat foreign branch plants are detrimental to
American labor and production in general is unfounded. In Senate
Document 258, Seventy-first Congress, third session (American
branch factories abroad,), it is pointed out that-

There is nothing to Justify the assumption that in the absence of such
branch plants there would have been an equivalent exportation of the cor-
responding products from the United States. In addition, It must be con-
sidered that employment in the United States Is created by the demand for
semimanufactured products used in assembly operations as well as for indus-
trial equipment and certain raw materials.

Some enterprises have spent millions in exploring foreign oil
fields or mines, purchasing rubber plantations, or sources of other
raw materials. They purchase supplies from the United States and
bring their income back to the United States in one form or another.
For example, one company alone (Chile Copper Co.--Chile Explora-
tion Co.) during the last 22 years has disbursed in the United States
$148,640,000 for equipment, sup plies, and administrative expenses,
$199,270,000 for interest on indebtedness, and $105,990,000 for divi-
dends, making a-total of $305,260,000. Such enterprises are of vital
importance in that they secure sources of materials which are needed
for national defense.

American foreign trade not only supported about 2,400,000 families
but added to the national wealth and well-being of all. Thousands
of purely domestic enterprises which supplied raw materials, trans-
portation distribution, and financial facilities all received their
share and were enabled to employ more men and women than if
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our business were purely domestic. As the result of international
business our national wealth is increased by the profits realized in
other countries, and the lives of our people are enriched in many
ways from business with other peoples. Is it the better part of
wisdom to impose an artificial barrier to this inflow of wealth by
increasing the tax on exporting enterprises, just at the time when
they need much more than the full tax credit to enable them to
recapture foreign markets lost during the depression?

If the United States wishes to follow the lead- of foreign countries,
it is not enough to give the full credit for foreign taxes. It should
take steps to protect our enterprises from the imposition of taxes
by foreign countries which are either discriminatory or extraterri-
torial in character. By extraterritorial taxes is meant those which
are laid on income or property not within the jurisdiction of the
foreign country but in that of the United States. This can best
be done by concluding with foreign countries bilateral or multi-
lateral agreements which prescribe fair limits to jurisdiction and
sound principles of allocation. Section 104 should be amended to
provide for such agreements.

Another section of the bill which will have injurious effects on
American foreign trade is section 403, which abandons the long-
established principle of residence and subjects to the' full estate tax
the property left by citizens who die while resident abroad.

The tendency in the international field is similar to that in the
interstate field in this country namely, to tax real estate and tangible
personalty only at situs and intangibles only in the country of
domicile. The 1934 revenue bill in section 403 proposes to aban.
(ion the general principles long followed in our law and subject
to full liability the estates of citizens dying while resident abroad,
even including real estate situated in a foreign country.

For the benefits of citizenship, our laws contrary to the gen-
eral practice, subject the citizen residing abroad to full liability,
except for certain exemptions and credits for income taxes paid to
the country of residence and other foreign countries; if he makes a
gift abroad of foreign property, he is subject to the American gift
tax as well as the local gift tax;. now under this bill if he dies while
residing abroad his estate will be subject not only to the high suc.
cession taxes of the country of residence but also to the full United
States tax without even a credit for the foreign taxes paid. After
the dead has paid this tribute to the two sovereigns, it is unlikely
that there will be anything left for the heirs. Is the Senate desirous
of passing an amendment which thus subjects United States citizens
to a burden not in, posed by any other great power on its owID
subjects ?

Mr. Chairman, there is attached to this several resolutions of the
double taxation committee-

Senator CONALLY. Right on that point. The tax is not on the
man that lives in France, for instance although he is an American
citizen, but it is on the privilege of his heirs to inherit property here,
isn't it ?

Mr. Cmmou. I believe that our estate tax is interpreted as a tax
on personal property from the dead to the living.

Senator CONNALLY. What difference does it make where the man
is if the property is over here I
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Mr. CRROLL. I do not object to any estate tax on property having
its situs in the United States. The point raised is that it seems a
rather long extension of jurisdiction to tax a transfer of property
situated in a foreign country.

Senator CONNALLY. What do you mean? Stocks and bonds and
things of that kindI

Mr. CARiOLL. Whether stocks and bonds, or real estate.
Senator CONNALLY. Stocks and bonds are in corporations here at

home, aren't they?
Mr. CAROLL. No objection can be raised to taxing property situ-

ated in the United States, or stocks and bonds in the United States.
or any other property having its situs in the United States, but the
case that I was envisaging is a citizen, let us say, living in Austria,
and he is there permanently representing some American company,
selling American products in Austria. He dies. During his life, he
has acquired, say, a house in Vienna, he has acquired certain stocks
and bonds in Austrian companies. He dies, leaving his property
to his wife. He dies in Austria, the will is probated in Austria, the
transfer takes place in Austria, and the property transferred is
Austrian property. Still, under this section 104 of the 1934 revenue
bill it is expected that the United States authorities will collect the
Federal estate tax imposed by the United States on the transfer of
property in Austria from a decedent living in Austria, to heirs
residing in Austria. And that seems an unwise extension of juris-
diction.

The direct result will be to subject the estates of all of our citi-
zens, that have to reside prrmanently abroad in the interests of
foreign trade to double taxation. The practically universal prin-
ciple is that tiey will be-fully subject to an estate tax in the country
of residence. Now, by virtue of their citizenship, they will also be
subject to a Federal estate tax.
. Senator CONNALLY. They are claiming citizenship here, and call-
ing upon the Government to protect them. Why don't they give up
their citizenship? They are constantly calling upon our embassies
and demanding that our Government do something for them, and
yet you want them exempted from what we have to pay at home if
one of us happens to die.

Mr. CARROLL. When you look at our tax system, Mr. Senator, the
man pays for protection during his life. As you know, our income
tax is imposed upon our citizens wherever they may be. It is true
that there are certain exemptions and credits, but he remains subject
to the Federal estate tax wherever he may be. He pays for that
protection when living. When he dies, the property goes to his
heirs. It is true that he has derived benefits from citizenship. I
would not question that. It is just a question whether it is a wise
tax policy. Other countries Great Britain, France, Italy, and many
other countries have deemed it wise to follow the principle of resi-
dence. They subject only the total personalty of resident decedents
to tax, and they exempt real estate situated" in foreign countries,
even, though it belongs to a resident. In the case of a nonresident,
they tax only property having its situs within its territory.

Other countries have found it wise to do that. Great Britain's
preeminence in foreign trade is largely due to the large investments
it has all over the world, to British subjects who reside permanently
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in all parts of the world, and they find it wise to adopt these other
principles to reduce or prevent double taxation, because double lia-
bilityin respect to the same income of property is often so excessive
that little or nothing of the income on the property is left,

Senator KiNo. I think your time has expired. Thank you very
much. You may file your brief and any amendments you care tosuggest,

(The brief presented by Mitchell B. Carroll, and referred to
above, is as follows:) a
STA77MMENT PRESENTED BY MITCHELL B. CARROLL ON BEHALW OF THE DOUBLE

TAXATION COMMITTEE OF THE AMEIuOAN SECTION, INTERNATIONAL CHAMBER OF
COMMERCE

I am appearing in behalf of the double-taxation committee of the American
section, International Chamber of Commerce, with reference to the amendment
in the revenue bill of 1934 which reduces by 50 percent the credit for foreign
taxes now allowed in section 131 of the 1932 Revenue Act. It is becoming
more and more evident that the sale of our products abroad is essential for the
disposal of surpluses. It is a well-known fact that today foreign countries
impose many more obstacles to the importation of our products into their mar-
kets than existed in 1918, when the measure for relief from double taxation
was first introduced into our revenue act. At that time American enterprises
which assumed the risks of setting up establishments abroad had to pay the
various foreign countries the high post-war rates of taxes, Which, when added
to our own, often consumed more than half the income derived from the
operations abroad.

Realizing that few enterprises could possibly engage in International trade in
the face of liability to heavy taxes in two countries on the same Income, the
Congress, largely at the instance of Dr. T. S. Adams, then economic advisor to
the Treasury Department, inserted in the 1918 Revenue Act a provision for
offsetting the foreign income tax against the Federal income tax. It is true
that the United States thereby gave up all or part of its tax when tile income
was brought home by the domestic corporation, but it gained much more in
revenues, inasmuch as this income from abroad, which otherwise might not flow
in, was taxed when paid out in the form of salaries to workmen and employees,
profits to suppliers of materials, dividends to shareholders, and interest to
bondholders in the domestic corporation. The removal of this artiftclal barrier
of double taxation helped materially to bring about- a larger sale abroad of the
products of farms, mines, and factories in the United States, and the moneys
derived from those sales which were brought home by the exporter passed from
hand to hand throughout the country and afforded not only a livelihood for the
tenth of our population which Is dependent, directly or indirectly, upon our
foreign trade but also increased the general taxable wealth of tile country.

If this credit for foreign taxes was needed In 1918 to help lift America out
of the post-war depression, it is all the more necessary now to deliver us from
the present emergency. The wisdom of such measures of relief from double
taxation was so apparent that the International Chamber of Commerce, at its
organization meeting at Atlantic City in 1919, declared double taxation to be
one of the primary obstacles to the resumption of trade. This view was ex-
pressed again in the International Financial Conference held in Brussels in
1920 and subsequently, under the auspices of the League of Nations, fiscal
experts of leading countries, and representatives of the International Chamber,
held a series of metings at Geneva and elsewhere which resulted in the
elaboration of model conventions for preventing double taxation. (See. report
on double taxation, submitted to the financial committe, League of Nations,
by Professors Bruins, inandi, Seligman, and Sir Joseph Stamp (N.F.S. 75 F.
19) (1923); report and resolutions submitted by the technical experts to the
financial committee of the League of Nations (F. 212) (1925) ; report presented
by the committee of technical experts on double taxation and tax evasion
(Ser. L. o. N. p. 1927 U. 40); summary of the observations received by August
30, 1928, from the governments on the report submitted by the committee of
technical experts on double taxation and tax evasion (Ser. L. o. N. p. 1928 II
46) ; report presented by the general meeting of government experts on double
taxation and tax evasion (Ser. L. o. N. p. 1928 1. 49); reports of the fiscal
committee to the council on the work of the committee (Ser. L. o. N. p. 1929 II.
44; 1980, IL 28; 1981 II. A. 22; 1988).
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Parallel to this movement, countries introduced into their legislation iieas-
ures somewhat similr in effect to the credit for foreign taxes iII the United
States Revenue Act and, in addition, concluded bilateral agreements with other
countries to complete through the joint action of other governments the meas-
ures which they thems, Ives took in their own law. At the present time
practically all the leading countries of the world, either by law or by treaty,
assure their own enterprises, with regard to certain markets or to all markets,
relief from double taxation which is in many cases greater than that now
allowed by the United States. Thus a lumber of countries tax business profits
only if allocable to local sources, such as a business establishment, and exempt
profits allocable to another State and therefore subject to its taxes; they
include France. Italy, Estonia, Denmark, Yugoslavia, Argentine, Australia,
and South Africa. Austria, Czechoslovakia, and Hungary grant, on condition
of reciprocity, a similar exemption for profits attributable to an establishment.
in another country. Belgium, Holland, Spain, Switzerland, and other countries
grant a certain measure of relief against their own tax. (Taxation of foreign
and national enterprises, vol. IV, p. 15T. et seq., published by the League of
Nations.)

Germany allows smwh an exemption In treaties with Austria. Czechoslovakia.
Danzig. Hungary. Italy. Poland, and Sweden. Italy has concluded agreements
to prevent double taxation with most of her European neighbors. Last July,
France ratified several agreements with Italy and with Belgium and is reported
to be negotiating a similar agreement with Germany. There are over 30
general or special agreements between continental European powers to pre-
vent double taxation. Double taxation of shipping profits is now almost
universally eliminated because of arrangements for the reciprocal exemption of
such income. (Collection of International Agreements and International Legal
Provisions for the Prevention of Double Taxation, published by the League of
Nations.)

Perhaps one of the fundamental reasons for the preeminent position of Great
Britain in foreign trade is the fact of its large permanent investments in
all parts of the world. The nation is assured a fairly steady stream of busi-
ness and income because if trouble occurs In one country her enterprises can
still carry on in others. There are principles in United Kingdom law and
jurisprudence which mitigate double taxation to a large degree. For example,
the British tax is not imposed on profits from foreign possessions, such as
a business carried on wholly in a foreign country, even by a British compa.ny.
except for the part thereof remitted to England. (Colquhoun v. Broolcs (1880,),
14 A.C. 493, 2 T.C. 490, cited in Taxation of Business in Great Britain, published
by the United States Department of Commerce. p. 40; and Mitchelt v. Egfnptian
Hotels, 6 T.C. 542. ibid, p. 111.

In order to stimulate trade within the Empire. Great Britain grants relief
against Its tax under such conditions that a British company pays in general
no more tax If it trades in a Dominion than If it did busness exclusively at
home. Canada and the varous Dominions have corresponding or complemen-
tary provisions for relief. With the Irish Free State. the United Kingdom
has concluded an agreement for the reciprocal exemption of all income from
local sources derived by a resident in the other contracting State. (Taxation
of Foreign and National Enterprises. vol. IV. p. 159 et seq: hearings. Pp.
481, 432.)

It is slgnificant that so many countries, whether by law or by treaty have
adopted the principle that the foreign country in which income is derived
by a permanent establishment of a domestic enterprise shall have the prior
If not the exclusive, right to tax such income: the home country of the enter-
prise allows In some cases a full or partial credit against its own tax. l)ut
In the majority of cases exempts the income of the foreign establishment.

The existence of these provisions in the law of other countries and of the
t etwork of bilateral treaties between the various European countries evinces
conclusively that liability to two countries In respect to tMe same income or
property constitutes a real barrier to trade between nations. It should not
be overlooked that during the depression France .has ratified treaties for
preventing double taxation with Belgium and Italy and is reported to be
engaged in negotiating a similar treaty with Germany. To supplement these
general treaties for preventing double taxation ;vhich prevent in principle
dual liability In respect to the same Income, the fiscal committee of the League
of Nations. composed of officials high In the tax administrations of the leading
countries of the world, has drafted a convention concerning the allocation of
income for tax purposes which, if adopted, and applied in conjunction with
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the aforementioned treaties or provisions such as the credit for foreign taxes
in our own Revenue Act, should completely prevent the double taxation of
business Income. (Draft convention adopted for the allocation of business
income between States for the purpose of taxation, report of the fiscal com.
mittee to the council of the League, June 28, 1933, League of Nations docu.
ment no. 0. 392, M. 204, 1938, II. A.)

Just at the time when other countries are pushing their foreign trade under
the protection of the above-mentioned measures for relief from double taxa-
tion, the revenue bill of 1934 proposes to cut in half the relief now granted
in the 1932 Revenue Act. It is difficult enough for our enterprises to sell In
foreign markets despite the high tariff rates, the currency restrictions, and all
the other obstacles to the movement of goods and capital. If in addition to
these obstacles, they are also to be subjected by our Government to a serious
tax disadvantage in competing with the enterprises of other countries which
give even today more generous relief from double taxation, it is obvious that
the results are likely to be unfortunate. In other words, the reduction of our
credit by 50 percent will be tantamount to imposing a restriction on the
exportation of American products. Taking the 1932 act as the normal basis,
it constitutes an increase in the tax burden of export enterprises which in
most instances will equal half the American rate of tax, or 0.875 percent in
the case of corporations.

Thus, if an American enterprise sells farm products, textiles, shoes, or
machinery in Germany in competition with an exporter from Italy or any
other state which by law or treaty exempts income derived in Germany, the
American enterprise will be at a serious competitive disadvantage. German
companies competing with the American sales branch will pay the German
20-percent corporation tax, the Italian competitor will pav the saine tax
rate on the German profits but no home tax. Competing enterprises of many
other countries would he iln the same situation. The American company
would have to pay, In addition to the German rate of tax, an American tax
of 6.875 percent, or a total tax burden on the German income of about 27
percent. It would be at a competitive disadvantage equal to about 6.875
percent of Its German net income. Likewise, the American enterprise trading
in Canada or another British dominion would be placed at a disadvantage
with British concerns: while the British competitor would not pay more
dominion tax and United Kingdom tax than if it traded only at home, the
American company would have to pay, on its Canadian income, taxes to the
dominion and to the United States totaling 19.375 percent, or 5.625 percent
more than if It traded exclusively in the I'nited States. In general, the
effect of the credit reduction will be to increase up to approximately 7 percent
the tax burden on American enterprises trading it Great Britain, Germany,
France, Italy, and a large number of other Important markets. In fact, the
burden is likely to be In excess of the amount indicated since because of the
technicalities of the law and practical operating conditions, American exporters
are often precluded from availing themselves of the full relief from double
taxation contemplated by the law.

The direct effect of such a restriction or increased burden will be to force
some of the weaker enterprises, which are already struggling to maintain their
foreign establIshmentl despite onerous tax and other burdens, to curtail their
Activities or possibly withdraw from various markets. The stronger enter-
prises may feel constrained to form subsidiary companies abroad in order to
keep their income beyond the reach of the American tax. It was on these
grounds that both the Treasury and Commerce Departments urged the continua-
tion of the full credit before the Ways and Means Committee. (In the judg-
ment of the Treasury Department, the present arrangement seems fair and
should be continued.) If it Is not continued, American taxpayers doing business
abroad will have an additional incentive to organize foreign corporations to
take over their foreign business, with resultant loss of both business and
revenues therefrom. (From the statement of the Treasury Department, hear-
ings before the Committee on Ways and Means, House of Representatives,
Revenue Revision 194, page 78; see also supporting statement of Hon. John
Dickinson, Assistant Secretary of Commerce, ibld, pp. 416-451). In other
words, the direct result of such a measure which is intended to increase revenues
would instead be to reduce revenues through reducing the sale of American
products abroad and the consequent influx of revenues therefrom.

The Ways and Means Committee evidently estimates that one half of the
amounts now credited in respect of foreign taxes will be automatically turned,
into tax revenues. But this is an illusion, as has been stated by the Treasury'
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Department: "It is quite clear that the elimination of the foreign tax credit
will not increase the revenues to the extent of the taxes which American tax-
payers now save by virtue of it. The amount in any case, however, is relatively
small. The total credit taken in 1932, based upon available information to
date, is only $5,984,833. For 1933 the total of foreign tax credits is estimated
at not to exceed $8,000,000." (Ibid, p. 78.) It would appear from the fore-
going Treasury statement that cutting the credit in half would not yield
even $4,000,000 in revenues. As previously stated, the income from abroad may
disappear or be disposed of In such a way as to prevent double taxation and'
consequently the United States will derive the tax neither from the enter-
price Itself nor from the workment, suppliers, shareholders, and bondholders to
whom such income would in due course normally flow. All the domestic
business which Is dependent upon the foreign business would suffer. In con-
sequence, the United States, instead of deriving 5 millions in additional
revenue might suffer a far greater loss in revenues and. in addition, would
prejudice its position in the markets of the world. It would penalize our
enterprises which bear the risks of sending men and money to market the
products of our farms and industries in countries all over the world and
would, in effect, help those countries to keep our product.4 out of their markets.

Largely due to tho protection against double tatxatlon contained in the
revenue acts since 1918, thousands of American enterprises of all types and
sizes.endeavored to operate in all parts of the world, representing a total direct
Investment of about $8,000,000,000. They generally began by appointing local
agents, but finding them unsatisfactory they opened sales branches, or, if local
laws or conditions so required, they organized subsidiary companies. In most
instances they sold products made in the United States. As tariffs were
increased, quotas were imposed or other measures were taken by this or that
foreign country to restrict imports, they were forced more and more to form
local subsidiaries. organize assembly plants, amnd even to manufacture to a cer-
tain extent. Nevertheless, they continued to use American products and mate-
rials to the full degree that was economically possible, and it was a matter of
either manufacturing to the necessary degree or giving up the market to a
foreign competitor.

The objection that foreign branch plants are detrimental to American labor
and production in general is unfounded. In Senate Document No. 258, Seventy-
first Congress, third session (American branch factories abroad), it is pointed
out that "There is nothing to justify the assumption that in the absence of
such plants there would have been an equivalent exportation of the (orrespond-
Ing products front the United States. In addition, it must be considered that
employment in the United States is created by the demand for seminmanufac.
tured products used in assembly operations tis well as for industrial equipment
and certain raw materialss" (Hearings, p. 482.)

Some enterprises have spent millions in exploring foreign oil fields or mines,
purchasing rubber plantations, or sources of other raw materials. They pur-
2hase supplies from the United States and bring their income back to the
United States in one form or another. For example, one company alone (Chile
Copper Co.-Chile Exploration Co.) during the last 22 years has disbursed in
the United States $148,040,000 for equipment, supplies, and iodminilstrative
expenses; $199,270,000 for interest on indebtedness; and $105,990,000 for divi-
dends; making a total of $305,260,000. Such enterprises are of vital importance
in that they secure sources of materials which are needed for national defense.

American foreign trade not only supported about 2,400,000 families, but added
to the national wealth and well-being of all. Thousands of purely domestic
enterprises which supplied raw materials, transportation, distribution, and
financial facilities all received their share and were enabled to employ more
men and women than if our business were purely domestic. As the result of
international business our national wealth is increased by the profits realized
in other countries, wed the lives of our people are enriched in many ways from
business with other peoples. Is it the better part of wisdom to impose an arti-
ficial barrier to this inflow of wealth by increasing the tax on exporting enter-
prises, just at the time when they need much more than the full tax credit to
enable them to recapture foreign markets lost during the depression.

Suggested amendments to section 104: If the United States wishes to follow
the lead of foreign countries, it is not enough to give the full credit for foreign
taxes. It should take steps to protect our enterprises from the imposition of
taxes by foreign countries which are either discriminatory or extraterritorial
In character. By extraterritorial taxes is meant those which are laid on Income
or property not within the jurisdiction of the foreign country but ta that of
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the United States. This can best be done by concluding with foreign countries
bilateral or multilateral agreements which prescribe fair limits to jurisdiction
and sound principles of allocation. Section 104 should be amended to provide
for such agreements.

Arguments against section 403: Another section of the bill which will have
Injurious effects on American foreign trade is section 403 which abandons
the long-established principle of residence and subjects to the full estate tax
tile property left by citizens who die while resident abroad.

As connwee requires citizens to live abroad permanently as representatives
of enterprises and conduces to investments across frontiers, there is a network
of treaties between various European countries to prevent the double imposl-
tion of succession and gift taxes, e.g., between Austria and Czechoslovakia,
Germany and Czechoslovakia, Germany and Hungary, Austria and Hungary,
Poland and Czechoslovakia, Hungary and Poland, Danzig and Poland.
Broadly speaking, these treaties j rovide that real property and tangible per-
sonalty pertaining thereto shall be taxable only in the state of situs, whereas
other personal property, including stocks and bonds. shall be taxable in the
country of which the decedent was at national unless lie was domiciled in tile
other state, in which event such property shall be taxable at the domicile of
the decedent.

Great Britain realizes that trade representation In other countries is in.
efficient unless her citizens reside permanently in the foreign land in order
to learn its language, customs, and trade practices, and to follow the cllanges
In the tastes of the people. The general interests are not obscured by any
attempt to get the last tax penny out of its citizens.

Nonresident British citizens are not subject to the Upiteo Kingdom income
tax except in respect of income of the estate of the nonresident. Duties are in-
posed only on that part of the estate of the nonresident British decedent which
has its situs in the United Kingdom, Real estate situated abroad is not subject
to death ditties even though the owner dies while domiciled in the United
Kingdom. Similar principles are found in the laws of France, Italy, and many
other countries.

It has beeil noted that the general rule is thot the country of nationality
yields to that of residence. The tendency in the international field Is similar
to that in the Interstate field of this country, namely, to tax real estate and
tangible personalty only on situs and intangibles only in the country of doml-
eile. The 1934 revenue bill in section 403 proposes to abandon the general
principles long followed in our law and subject to full liability the estate of
citizens dying while resident abroad, even Including real estate situated In a
foreign country.

For the benefits of citizenship, our laws, contrary to the general practice,
subject the citizen residing abroad to full liability, except for certain exemp-
tions and credits for income taxes paid to the country of residence and other
for-eign countries: if he makes a gift abroad of foreign property, he is subject
to the American gift tax as well its the local gift tax; now under this bill if
he dies while residing abroad, his estate will be subject not only to the high
succession taxes of the country of residence, but also to the full United States
tax without even a credit for the foreign taxes paid. After^ the (lead has
paid this tribute to the two sovereigns, it is unlikely that there will be any-
fling left for the heirs. Is the Senate desirous of passing all amendment
which thus subjects United States citizens to a burden not imposed by any
other great power on its own subjects?

Conelison.-In short, we respectfully urge-
1. That the words "one half of" be eliminated from section 131 (b) (1)

and (2) In the 1923 revenue bill.
2. That section 104 be amended so as to permit the Executive to conclude

amicable agreements for the elimination of foreign discriminatory and extra-
territorial taxes on Unitted States citizens and corporations.

3. That section 403 be omitted, and that a provision be inserted in the act
for the reciprocal exemption of intangibles belonging to nonresident decedents.

RESOLUTIONS OF COMMITME ON DOUBLID TAXATION, AMERIOAN SECTION INTERN,
TIONAL CHAMBER OF COMMER",

Credit for taxes paid abroa.-The committee on double taxation of the
American section of the International Chamber of Commerce urges the reten-
tion of the credit for foreign taxes now allowed by section 181 of the Revenue
Act of 1932 and opposes the amendment in the revenue bill of 1984 as adopted by



FOREIGN TAX CREDIT 227
the House of Representatives which reduces by one half the present protection
against double taxation. Tile committee endorses the original recolmendation
to this effect made by the Secretary of the Treasury and the secretaryy of
Commerce.

This committee opposes any reduction of credit for several fundamental
reasons; the full credit is essential (1) to enable American enterprises to com-
pete with those of foreign countries which grant more complete relief froin
double taxation; (2) to maintain and increase the volume of our exports of
American products; (3) to assure the influx into the United States of Inconie
from foreign operations; (4) to continue the consequent benefits to domestic
agriculture, mining, and manufacture, and the workmen employed therein; anid
(5) to safeguard the revenues now derived from taxes, other than those on the
enterprise itself, which are paid upon salaries to employees, profits to sup-
pliers, dividends to stockholders, Interest to bondholders, and other domestic
income resulting from the foreign business.

The soundness of the principle has been recognized in the bill by lie allow-
ance of the credit to the extent of one half thereof. If, howevr, tile credit is
allowed only In respect to one half the foreign income, the admittedly utisound
double taxation of te other half will largely defeat the advititages of the
credit. The disadvantages of this restricted credit would teld to bring alout
the same injurious effects for business and Federal revenites as would the
elimination of the credit. The estimate of increased revente of $5,000,00 is
illusory. The amounts now credited will not automatically 1)e transformed into
tax revenues. Americans trading in foreign countries will be constrained to
leave their funds abroad instead of bringing them home to be taxed and foreign
business to an increasing extent will be done through foreign organizations not
subject to the United States tax. More important, however, Is the general lo."
to the business and investors of tile country as our foreign commerce Is impeded
or discouraged, and the consequent loss of our revenues fromi tlaxtton will be
much more than $5,000.000. If the Government withdraws eveii half Its pro-
tection from double taxation which It has accorded in reslct of the foreign
establishments of American enterprises for the last 15 years, we think it will
have a distinct loss rather than.a gain in revenues.

T .attiona of estates of *ionre.idcnt dcedets.-The committee on doublee taxit-
tion of the American section of 'tile International Chamber of Commerce ox-
111ess its disapproval of the aimendinents to the State tax provisions In th
bill (sec. 403) which operate to Impose upon American citizens who arvt'
residents of foreign countries the full Federal estate tax on all property. real
and personal, wherever situated. The generally recognized principle affeetiix
this subject Is that the country in which the individual resides has proier juris-
diction to taxe the entire estate of that individual, except real properly situated
abroad. The estates of our citizens residing abroad will be subject to such
taxation by the foreign country. This bill will therefore aggravate the burdell
of double taxation of the estates of nonresident decedent citizens to the extent
thait there will remain little or nothing to pass to the heirs.

The committee opposes this violation of the correct prihciples affecting inter-
national double taxation.

It Is believed that the Congress should go even further aid follow the lad
of the States and the Jurisprudence of the Supreme Court in prescribing sound
principles to prevent double liability to estate taxes. It is an almost universal
principle that real estate should be Iinble to succession taxes ouly ili the jurls-
diction where situated. The principle of States reciprocally exempting in-
tangible personalty belonging to nonresident decedents (so that It will be taxed
only in the State of his residence) has been upheld by the Supreme Court. IIl
order to make these principles likewise aplplicable between the Uited States
and foreign countries it is recommended that a provision lie Inserted ill the
revenue act providing for the exemption on a reciprocal basis of iitainible
personalty and other property of a nonresident decedent except real property
and tangible personal property having its situs il tile United States.

Alleviotion of international double taiation.-The Committee on Double Tax-
aton of the American Section of the International Chamber of Commerce rec-
ommends that if section 104 of the bill is to be adopted it should be amended
so as to cover the matter of allocation of income and also to permit the Execu-
tive branch of the Government to enter into agreements witl foreign countries
looking toward the elimination of discriminatory taxes and providing for
equitable methods of allocating income for the purpose of taxation among the
several countries in which the activities occur.
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ESTATE TAX ON NONRESIDENT CITIZENS-PROPOSALS TO PREVENT DOUBLE TAXATION

An unfortunate reversal of long-established principles in our estate-tax laws is
contained in section 403 of the 1934 revenue bill which amends sections 303 and
304 of the Revenue Act of 1926 and section 403 of the Revenue Act of 1932.
If it is made law, the Federal estate tax will be imposed, in the case of
United States citizens who die while resident abroad, on their entire estate
including real and personal property situated in a foreign country. In this con-
nection, one may recall the words of Chief Justice White In United States v.
Goelet (323 U.S. 293, 58 L.ed. 610, 34 S.Ct. 43):

"It may not be doubted-speaking in a general sense, that the taxing power,
when exerted, is not usually applied to those albeit they are citizens,, who
have a permanent domicile or residence outside of the country levying the tax.
Indeed, we think it must be conceded that the levy of such a tax is so beyond the
normal and usual exercise of the taxing power as to cause it to be, when exerted,
of rare occurrence and in the fullest sense exceptional."

In the case of an alien, who dies while resident in the United States, his prop-
erty, whether situated In the United States or abroad, will be fully subject to
Federal estate taxes, while nonresident aliens will be subject to such taxes onlh
with respect to that part of their gross estate which is situated within the United
States. In other wotds, the United States follows, in the case of aliens the prin-
ciple of residence which is almost universally applied in foreign countries and,
insofar as citizens are concerned proposes to subject them to full tax even though
they die while resident in a foreign country, which likewise subjects them to full
succession tax because of such residence.

Aliens residing in such a foreign country would be subject, in addition to the
tax imposed therein on the basis of residence to the United States tax only on
property having its situs within the United States. The Uhited States citizen
residing In the same country, however, would pay In addition to the local tax
imposed on estates of residents, the full American tax on the entire estate includ-
in pro erty having its situs in foreign countries. By adopting the principle of
citizenship, the United States will thus subject its own citizens to a tax burden
much greater than that imposed on foreigners in a similar situation.

The laying of this burden is, however, in direct opposition to the administra-
tion's policy of encouraging foreign trade. One of the fundamental reasons for
the preeminence of Great Britain in foreign commerce is that the representatives
of her industries live permanently abroad in all parts of the world to sell British
goods. The permanent residence of trade representatives of her industries is
necessary not only to give them an opportunity to become fully acquainted with
a given market but also to learn the language and customs of the country and
to keep in touch with changes in local market conditions. To compete with
companies of Great Britain and other countries, which are represented in this
manner, it is necessary for the representatives of American companies to become
resident abroad. When citizens become permanently resident in many foreign
countries their estates become fully subject to the succession taxes of the country
of residence, which in most instances have rates higher than our own. If, in
addition to this liability, full liability to the American tax is also incurred, there
will be little left of the estate to pass to the wife and children and other heirs of
our citizens who have endured the hardships of living abroad in the interests of
our foreign commerce.

The principles almost universally followed in the matter of succession taxes are:
(1) Liability is based on residence or nonresidence, without regard to citizenship;
(2) real estate is taxable only in the country of situs without regard to the domicileof the decedent owner; (3) only the jurisdiction in which the decedent was doni-
oied can tax all his tangible and intangible personal property; and (4) although
the rule is practically universal that tangible personalty having its actual situs
within a given jurisdiction nay be subjected to the succession taxes even though
the owner was dondclled abroad, the principle that intangible personal property
should be taxable only at the domicile of the decedent has become definitely
recognized in the United States. (See National Bank of Boston v. Maine, 284 U.S.
312, 77 L. ed. 316, 52 S.Ct. 174, A.L.R. 1401.) The amendment in the 1934
Revenue Bill is contrary to these almost universal principles and tendencies,
notably insofar as it subjects the estates of nonresident citizens to the same tax
as that imposed on the estates of resident citizens, and insofar as it subjects to our
tax real estate situated in foreign countries.

It may be ergued that the United States has the sovereign pover to impose this
tax by virtue of the protection which it affords its citizens wherever they may live.
One should not question "the scope and extent of the sovereign power of the
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United States as a nation and iti relation to its citizens and their relations to it."
One does not presume "that government does not, by its very nature, benefit the
citizen and his property wherever found", nor deny "the possession by govern-
ment of an essential power required to make citizenship completely beneficial."
(See U.S. v. Bennett, 233 U.S. 299.) For the benefits of citizenship, however,
the American citizen Is liable in full to income tax during his life even though he
may live abroad and derive all his income from foreign sources.

The United States is the only great power that still follows this rule; all other
countries, for example Great Britain, France, and Germany, subject their non-
resident citizens only to the liability in respect of income from local sources such
as is borne by nonresident aliens. Contrary to the general practice, the United
States likewise taxes the citizens even though resident abroad, on gifts made
abroad of property situated in foreign countries. The United States now proposes
to levy its estate tax on the entire property of a deceased citizen, even though he
may have resided abroad for years in the interest of American commerce and
even though his entire estate may have its situs abroad. It is well to recall the
words of Chief Justice Marshall that the power to tax involves the power to
destroy and to consider the limitation upon the taxing powers of the States of the
Union that have been placed in the Federal Constitution. Is it not wise for the
United States voluntarily to place upon its fiscal jurisdiction in the international
field the limitations imposed by the Constitution in the interstate field? It has
long been settled that real property cannot be taxed, or made the basis of an
inheritance tax, except by the State in which it is located. More recently it
became settled that the same rule applies with respect to tangible personal
property (Frick v. Pennsylvania, 268 U.S. 491, 69 L.ed. 1063, 35 S.Ct. 603,
42 A.L.R. 316). Still more recently it has been held that intangible personalty
shall be subject to inheritance taxes only in the State where the decedent resided.

"Practical considerations of wisdom, convenience, and justice alike dictate the
,desirability of a uniform general rule confining the jurisdiction to impose death
transfer taxes as to intangibles to the state of the domicile; and these considera-
tions are greatly fortified by the fact that a large majority of the States have
adopted that rule by their reciprocal inheritance tax statutes. In some States,
indeed, the rule has been deqlared independently of such reciprocal statutes.
The requirements of due process of law accord with this view." (First Nat.
Bank v. Maine, supra.)

While referring to the view that once prevailed that intangible property could
be taxed in more than one State, the Supreme Court has said:

"The inevitable tendency of that view is to disturb good relations among the
States and produce the kind of discontent expected to subside after the establish-
ment of the Union (Federalist No. VIII); perhaps two thirds of the States have
endeavored to avoid the evil by resort to reciprocal exemption laws." (Farmers
Loan & T. Co. v. Minnesota, 280 U.S. 204, 74 L.ed. 371, 50 S.Ct. 98, 65 A.L.R.
1000.)

It was this "rule of immunity from taxation by more than one State" deducible
from decisions in respect to various and distinct kinds of property that the court
applied in First Nat. Bank v. Maine, supra.

" The rule of immunity from taxation by more than one State, in its applica-
tion to both taxes rests for its justifications upon the fundamental conception
that the transmission from the dead to the living of a particular thing, whether
corporeal or uncorporeal, is an event which cannot take place in two or more
States at one and the same time. In respect to tangible property, the opposite
view must be rejected as connoting a physical impossibility; in the case of in-
tangible property it must be rejected as involving as inherent and logical self-
contradiction. Due regard for the process of correct opinion compels a conclu-
sion that the determination fixing the local situs of the thing for the purpose of
transferring it in one State carries with it an implicit denial that there is a local
situs in another State with the purpose of transferring the same thing there.
The contrary conclusion as to intangible property has led to nothing but con-
fusion and injustices by bringing about the anomalous and grossly unfair result
that one kind of personal property cannot, for the purpose of imposing a transfer
tax, be within the jurisdiction of more than one State at the same time, while
another kid, quite as much within the protecting reach of the fourteenth amend-
ment, may be, at the same moment, within the taxable jurisdiction of as many
as four States, and by each subjected to a tax upon its transfer by death, an
event which takes place, and in the nature of things can take place, in one of the
States only.
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"A transfer from the dead to the living of any specific property is an event
single in character and is effected under the laws, and occurs within the limits
of a particular State; and it is unreasonable, and incompatible with the sound
construction of the due process clause of the fourteenth amendment, to hold
that jurisdiction taxes in that event may be distributed among a number of
States." (First National Bank v. Maine, supra.)

The previous reasoning of Justice Sutherland in delivering the opinion of the
court in the case of the First National Bank v. Maine applies equally well in the
international field. Commerce within the confines of the United States has
ceased to be local and has crossed State frontiers- it has likewise extended its
ramifications into all the countries of the world. While double taxation has been
prevented in the field of inheritance taxes by virtue of Supreme Court interpteta-
tions of the due process clause of the fourteenth amendment, there is unfortunately
no such restriction to be invoked in preventing as equally detrimental a taking
of property by two or more national governments. This international double
taxation gives rise to ill feelings between peoples and should be tile concern of
Congress just as it was the concern of the authors of the fourteenth amendment.
Other governments have voluntarily introduced sound principles of inheritance
taxation so as to prevent dual liability in the form of bilateral treaties. ("Collec-
tion of international agreements and internal legal provisions for the prevention
of double taxation and fiscal evasion " published by the League of Nations.)
As stated by Chief Justice Hughes in Bhurnet v. Brooks, supra:

"In its international relations, the United States is as competent as other
nations to enter into such negotiations, and to become a party to such conven-
tions without any disadvantage due to limitation of its sovereign power, unless
that limitation is necessarily found to be imposed by its own Constitution."

It is therefore urged that the Senate not only oppose section 403 of the revenue
bill and retain liability to estate tax on the'basis of domicile, but that it also
adopt measures to extend into international relations the principles that have
been adopted to prevent double taxation as between the States. The principle
of taxing real property only at situs and therefore exempting real property situ.
ated abroad is applied under the existing law in accordance with the opinion of
the Attorney General, dated March 14, 1918 (Treasury, 2735).

With regard to tangible personality, the exception to the rule of mobilia
sequuntur porsonun in favor of the jurisdiction of actual sittis should obtain in
international taxation for the same reasons as those advanced in interstate
taxation.

"The adoption of a general rule that tangible personal property is in other
States may be taxed at the domicile of the owner involves possibilities of an
extremely serious character. Not only would it authorize the taxation of furni-
ture and other property kept at countiv houses in other States or even in foreign
countries, (and) stocks of goods and merchandise kept at branch establishments
when already taxed at the State of their situs, but of that enormous mass of
personal property belonging to railways and other corporations which might be
taxed in the State where they are iteorporated, although their charters contem-
plated the construction and operation of roads wholly outside the State, and
sometimes across the continent, and when 'in no other particular they are subject
to its laws and entitled to its protection." (Union Refrigerator Transit Co. v.
Kentucky 199 U.S. 194, 50 L ed. 150, 26 Sup. Ct. Rep. 36, 4 Ann. Cas. 403,
,cited in Prick v. Pa., supra.)

For stocks, bonds, bank deposits and other classes of tangible and intangible
Lprsonal property, the principle upheld by the Supreme Court in the case of
First Nat. Bank of Boston v. Maine, supra, should be applied. These principles
could be brought into application as between the United States and any foreign
country, either by means of reciprocal legislation, such as that followed .in
various States of the Union, or by reciprocal agreements. In any event, it is
recommended that a provision for reciprocal exemption of intangibles and
property other than personal property having an actual situs and real property
in the United States be placed in the Revenue Act for 1934. It is xespectfully
suggested that this object might be accomplished by adding to section 302
subsection (1) reading substantially as follows:

"Personal property of a nonresident decedent except tangible personal property
having its actual situs within the United States, shall not be subject to the tax
imposed by the United States if an equivalent exemption is made by the laws
of the foreign country of the decedent's residence in favor of residents of the
United States."
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With the foregoing suggestion, it is presupposed that the United States will
continue to follow the principle of subjecting real estate to the estate tax only if
it Is situated in the United States. The real estate in the United States of a non-
resident decedent would still be liable to the estate tax.

STATEMENT OF RICHARD P. MOMSEN, OF RIO DE JANEIRO,
BRAZIL

Mr. MOMSEN. My name is Richard P. Momsen, and I appear here
on behalf of the American Chamber of Commerce in Brazil, with
headquarters in Rio de Janeiro and Sao Paulo, to urge the retention
of the foreign tax credit, permitted under section 131 of the Revenue
Act of 1932. These organizations are of the opinion that the elimina-
tion or reduction of the existing credit will be a serious menace to our
already diminished foreign trade.

I have lived in Brazil for the past 20 years and in making this
appeal to your committee I do so from the viewpoint of the person
out in the field and in daily contact with the problems confronting
our citizens engaged in foreign trade. From a study of the policies
of this Government, I have come to the conclusion that it wishes to
encourage and restore our foreign commerce in order to provide
markets for our suplus of agricultural products and to give employ-
ment in industries producing exportable manufactured goods. One
of the most important actions of this Government, in reducing the
gold content of the dollar, was, as expressed by the President, aimed
at reviving our foreign trade. Only last week the Secretaries of
State, Commerce, and Agriculture emphasized to the House Ways
and Means Committee tho importance of our commerce with other
countries in overcoming the depression. Measures have been
adopted for the establishment of special Governmental agencies to
finance certain overseas transactions and it is proposed that foreigii
trade be stimulated through reciprocal trade agreementLo The
Government can unquestionably do much in the solution of the situa-
tion by these and other measures but the success of these policies
must in a large measure rest upon those individuals and companies
who are either at present engaged in foreign trade or willing to enter
it. Viewing the situation from the broad viewpoint, any action taken
at this time which will place American traders abroad in an inferior
position, as compared with their European or foreign local competi-
tors, will seriously militate against the restoration or even the main-
tenance of our present reduced foreign trade. Many of these foreign
trade policies have only been recommended by the President during
the past week or two and were not present when the House passed
the bill cutting the credit in two.

There is an impression prevailing in some circles that American
business abroad should be doubly taxed on the ground that its activi-
ties are directed toward greater competition with goods produced
in this country and that in consequence it is a menace to American
labor. I do not believe that satisfactory world-wide statistics are
available on this subject in Brazil.

In Rio-de Janeiro and Sao Paulo there are, to my knowledge, 77
corporations owned or controlled by Americans doing business there
at the present time; of these 59 are licensed American companies and
18 are corporations organized under the loal laws.
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Of these 77 companies many having branches in both cities, 74
operate in Rio de Janeiro and 49 in Sao Paulo. An analysis of the
activities of these companies indicated that 54 are engaged exclu-
sively in nonmanufacturing activities, practically all of these being
devoted to the sale of goods manufactured in the United States.
There are 23 companies whose activities are either wholly or partially
dedicated to manufacturing or assembling products in Brazil. Of
these, 17 may be classed as assembly plants importing all or most of
the principal materials, in manufactured or partially manufactured
form, from this country. However, nearly all of the 23 companies
manufacturing or assembling in Brazil do not do so as their principal
business activity but import from the United States a variety of
other finished goods for sale there. In localities mentioned, only 5
are devoted exclusively to manufacturing from local raw materials.
Even these, representing but 6 percent of the total number doing
business there, purchased their machinery and equipment in the
United States, employ American technical staffs and remit profits-
when there are any-to this country. It is my belief that the impres-
sion concerning branch factories is an erroneous one and that to
penalize all American companies abroad under this theory is destruc-
tive and detrimental to our best interests.

Considering some of these manufacturing or assembling plants
individually, it is interesting to note the reasons for their establish-
ment. One company maintains a small shop to assemble culverts
made from corrugated sheets imported from the United States- the
freight on finished culverts is prohibitive and it is impracticabie to
keep a stock on hand. Without this assembly plant no business at all
could be done in this line. This particular company by reason of the
slump in business has taken on a dozen or more American selling agen-
cies in the past year, thus affording an outlet for many other products
manufactured in this country which heretofore did not have represen-
tation in Brazil.

Of the companies manufacturing in Brazil at least six produce
medicinal or toilet articles, and in almost every instance carry other
manufactured lines imported directly from the United States. One
company, under the assembly classification, erects a few articles of a
line of surgical goods and found itnecessary to do so because during the
recent Sao Paulo revolution local industry had entered this field. I
have given these illustrations to show that there are many reasons
for establishing these so-called "branch factories" and that in most
eases this is a misnomer.

In my opinion Americans establish branch factories or assembly
plants abroad by reason of necessity rather than choice, under such
circumstances as the following:

1. After a company has spent many years of effort and much money
in establishing a market for its American-made goods, it suddenly
finds itself shut out by a tariff intended to protect local industry.
Under these circumstances there is no other alternative thanabandon-
ing the market or meeting competition by local manufacture;

2. In other articles the freight rate may be so high on the completed
article that it is necessary to import same knocked down and assembled
in the market of distribution;

2322



FOREIGN TAX CREDIT

3. In many cases there is more favorable rate of duty on the raw
materials or unassembled parts, making it more advantageous or even
necessary to produce the finished goods in the foreign country;

4. In other instances local and European manufacturers have
established themselves in the country and Americans are either faced
with the necessity of withdrawing from the market or setting up their
own establishment.

This statement is also made on behalf of the individual American
who is overseas for American foreign trade and who has established
himself abroad for this purpose. These probably number quite a
few thousand in the various countries. It would seem very unfairto discourage these Americans in the pursuit of these activities which
are so vital to our agriculture, industry and commerce.

These American interests of which I have spoken, individual and
corporate, have had a most difficult time in recent years due to the
general decline of business everywhere, due to tariff restrictions,
revolutions exchange control, and many other handicaps. In a.
majority oi cases I believe they have not been able to make any
profits, and, although many have been compelled to abandon their
undertakings, most of those remaining have survivied under the
greatest of difficulties. Everyone hopes that we are at the turning
point for a revival of world trade. Americans have at large expense
and with much effort built up good will and a knowledge of the foreign
markets in recent years. When the revival comes let us be ready for
our share and give our citizen traders every reasonable opportunity
to trade on equal conditions with our competitors.

In conclusion, on behalf'of the organizations I represent, I earnestly
hope that the full credit will be maintained.

Senator CONNALLY. May I ask one question?
Mr. MOMSEN. Yes.
Senator CONNALLY. You just stated that on account of favorable

duties, the raw materials were easy to import and assemble in the
foreign countries?

Mr. MOMSEN. Yes, sir.
Senator CONNALLY. What is the advantage to American trade

unless we give employment to our people here at home in our own
industries? That is the reason we want to increase foreign trade,
isn't it?

Mr. MOMSEN. I did not get the question.
Senator CONNALLY. I say, the benefits of increasing foreign trade

are to give more employment and more activity to our people in the
United States?

Mr. MOMSEN. Yes, sir.
Senator CONNALLY. YOU want to encourage those shipments of

material to the producers, and let them assemble the machinery and
set it up down there-.

Mr. MoMsEN.(interrupting). But the constituent parts from which
it is made are made in this country.

Senator CONNALLY. I understand that. Why not make it all here?
Mr. MOMSEN. The duty on the completed article in many cases

makes the importation prohibitive and shuts Americans out com-
pletely.

Senator CONNALLY. I do not want to encourage American fac-
tories to go abroad and manufacture their products and call it Ameri-
can and American trade.
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STATEMENT OF E. P. THOM&3, REPRE3EflNK THE NATIONAL
FOREIGN TRADE COUNCIL, THE NATIONAL FEDERATION OF
FOREIGN TRADE ASSOCIATIONS AND COUNCIL ON INTER.
AMERICAN RELATIONS

Mr. THOMAS. Representing the three above organizations, estab'
lished for the promotion of foreign trade by means of sound national
policies, I appear before this Senate Finance Committee in opposition
to any amendment of the revenue act which would impose an addi-
tional handicap upon American corporations operating abroad.

These companies pay to the United States Government the excess
of the American income tax over the foreign national income tax
although no part of their incomes on foreign operations is derived
within the jurisdiction of the United States. So far from the present
tax provision being in any way discriminatory against American do-
mestic business, any comparative advantage is to be found wholly
on the side of American business at home.

The credit against Federal income tax, since 1918, has contributed
greatly to the development of foreign sales organizations and to the
creation of employment at home.

Foreign countries generally accord comparable treatment in this
respect, of which full particulars have been submitted for your record.
The rescinding of 50 percent of the foreign tax credit clause in the act,
would in effect penalize American capital abroad by making it subject
to taxation in two countries. This handicap might prove prohibitive
of operation in a foreign country on a profitable basis. Further,
Federal and State Governments would lose the tax revenues now de-
rived from these companies. In practically all cases American
income taxes paid upon such profits when brought into the United
States are, in the aggregate, as great, if not greater in some cases, as
that paid on profits accruing from investments abroad. To handicap
further these American investments in foreign countries is to impair
seriously a valuable source of American export trade. These invest-
ments have served largely to overcome the excess value of our exports
over imports and without this compensating effect, increased imports,
or. lessened volume of exports.will be necessary.

-iis proposed tax handicap comes at a most inopportune time
when the realization of the aims of -the National Industrial Recovery
Act depends in such a large degree upon the restoration of our export
trade, and when this administration is seeking by reciprocal trade

'agreements and export credits to increase exports.
As compared with other competing countries, United States enter-

prises in the foreign field labor under many disadvantages. Essential
to the success of our national recovery measures is frank recognition
of the principle that the United States aid in the promotion of dur
export trade should be no less effective than that given by foreign
governments to their foreign traders.

Of some 7,000 foreign traders in 1929, with about 4,000 actively
engaged only about 2,000 can now be said to have a return on their
foreign business sufficient to justify continuance in that field. Less
than 300 are deriving profits sufficient to pay foreign income tax as
deductible from the American tax return.

As a prime factor in industrial recovery, Government aid is more
necessary than ever. Government services in the foreign field have
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been greatly curtailed owing to drastic economies. Instead of im-
posing any additional handicaps on our foreign business, the decline
in our export trade of 334 billion dollars reflects the difficult situation
confronting foreign traders. Present efforts to reopen foreign
markets impose upon most of our foreign traders the disadvantage of
operating without substantial profit, and frequently at a heavy loss.
Many firms are maintaining their old connections abroad in the hope
of improved conditions, in competition with foreign competitors hav-
ing-greater advantages through the active assistance given by their
governments. With the prospect of dual taxation being imposed,
we have been definitely assured by numbers of these firms that they
will have no recourse but to withdraw, or from foreign companies not
liable to double taxation.

In Great Britain and leading European countries, credit and
financial facilities are made available to exporters. Approved
foreign credits are guaranteed against risk, without resort to the
exporter, up to an average of 75 percent of the credit risk on payment
of an appropriate fee.

Senator GORE. How many countries do that?
Mr. THOMAS. There are about 10 countries, Senator Gore, that do

that, including Great Britain, France, Belgium, Germany, Italy,,
Japan, Norway, Sweden, and Austria.

senator GORE. They have had better luck in collecting these foreign
credits than we have.

Mr. THOMAS. In the operation of these foreign credits export plans,
none of these countries has suffered any loss. In the case of Great
Britain, the operation over the past 7 years has resulted so far in a
substantial profit of about. £1,000,000 on account of the unusual
premiums paid so that in practically every case the operation is self-
sustaining. In Germany the exporter may purchase scrip issued in
part payment of service on external loans, resulting in a saving to the
exporter of 25 percent on the export price of his goods. Our foreign
traders are compelled to meet the competition of English products
produced at an average wage scale of one half that of the United
States; of France, Germany, and Belgium of one third to one fourth.
Under the N.I.R.A. the American exporter faces a gradual rise in cost
of production which hitherto has generally been greater than that of
his foreign competitor. It is not to be wondered at that he has been
compelled, by tariff walls, to establish branch plants abroad, just as.
many foreigners have had to do in this country.

Contrary to the opinion generally held, only $1,500,000,000 or one
fifth of our total direct investments in foreign countries, are in manu-
facturing enterprises. A much larger amount of American capital
abroad was represented, in 1920, by American investments in public
utility and other enterprises.

About 1,800 branch plants abroad have been created by 711 firms
for the purpose 9f facilitating the distribution of American products
in foreign markets. There are in addition a number of American
concerns. abroad engaged largely in buying products of a type not
produced in the United States. The existence of these American
establishments is an indication of their economic necessity. A
number of American branch plants and sales companies abroad
handle American agricultural products, including meat-packing,
companies and similar enterprises.
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Other advantages derived from foreign investments to our national
economy should be carefully considered.

England's great industrial expansion followed her foreign invest-
ments.

Without these foreign investments in branch plants by American
industries-in countries having customs barriers against our exports-
the corresponding foreign trade would have been lost to us entirely,
with the profits therefrom.

Other foreign investments of American capital have been made
to develop natural resources of foreign countries, which otherwise
would have been developed by capital from competing countries,
resulting in direct competition- here and abroad with our own indus-
tries.

From the standpoint of national defense, as proved in the World
War, another incentive to investment of American capital abroad is
the necessity of obtaining an adequate supply of the essential raw
materials entering into American manufacturing operations, and not
produced here to any extent.

Our foreign investments entail the shipment of immense quantities
of American equipment and stipplies made by American labor for
plants and other utilities. Current operations involve continual
purchase of American materials, and services of Amenican employees
in management.

Mr. KING. Have you any figures there showing the number of
American sailors and the amount invested in the American merchant
marine-that is, ships carrying our trade or commerce, flying the
American flag?

Mr. THOMAS. I haven't those figures, but they are readily available.
I would be glad to have them submitted through the Shipping Board
and the Department of Commerce. I . .

Senator KING. Have you any figures indicating the apparent value
of the finished products and the semifinished products which we are
shipping abroad?

Mr. THOMAS. Those figures are available also to a very large
extent. I made the statement before the Ways and Means Commit-tee, which I have omitted here for, the sake of brevity, and that was
referring to the 3 billion dollars which we were required to expend
during the war on account of not" having an adequate merchant
marie; and that fact alone, it seems to me, would justify a considera-
tion of the continuance of our foreign trade as a means of building up
anid continuing the operation of our merchant marine.

Senator KING. We do not need a very large merchant marine if
we do not have any foreign trade.

Mr. THOMAS. No, and the converse is true. If we can build up
the foreign trade, we will need the merchant marine as an element
of national defense.

Senator GORE. Do you know how much of the $3,000,000,000
was spent on these wooden ships that couldn't cross the ocean?

Mr. THOMAS. I couldn't give you the exact figures, but those are
readily available, sir.

Senator KING. Two hundred and thirty-five millions.
Mr. THOMAS. A large part of these plants appear merely to assemble

parts manufactured in the United States, to avoid prohibitive duties
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on the completed units. This is export trade that otherwise would
have been lost to us.

If the gentlemen will permit me, I would like to give you briefly,
an illustration of that. Several years ago I was required to go to
Chile to purchase a local plant, on account of the fact that a British
company had bought a plant for the galvanizing of black sheets.
Consequently the trade that the United States had enjoyed in the
shipment of l ack galvanized sheets to Chile was completely lost,
the British monopolizing the trade on account of the duty of approxi-
mately 100 percent on the galvanized sheet over the duty on black
sheets, being virtually nothing. Now, not only did that operation
enable us to restore shipments of these black sheets to that country
merely with the addition of shelter for galvanizing, under a protection
of $50 per ton, but it enabled us to compete with-British capital oper-
ating if the same way under heavy duty protection. That is a con-
crete illustration of the loss that would have occurred to our export
trade had American capital not gone into that foreign country.

Senator REED. And all of the business of the manufacturer of the
black sheets was preserved for American labor?

Mr. THOMAS. Then we resumed the manufacture of the black sheets
in the United States, merely going there to be finished, the same as
any other assembling operation. I will now conclude, gentlemen
if you please, by saying that an American citizen operating abroad
does not enjoy in the same degree as the citizen at home the protec-
tion of the United States Government in return for the income tax
which it is proposed he shall pay if this amendment is passed. It is
logical that the operator 'should pay the income tax to the Govern-
ment under whose laws he is protected. It is not logical that this
tax should be pyramided through double taxation at home. The
Government of the United States derives revenue through other taxes
levied on those companies and through taxation of their dividends.

Industries developing natural resources are not depleting the re-
sources of the United States as they would in operations here.

American export trade has been largely instrumental also in building
up the American merchant marine as an indispensable adjunct to our
national defense,

The situation today is somewhat analogous to that of 1917. Our
export trade has so greatly diminished, our mercantile shipping is
largely unemployed and becoming obsolete with very little ship-
building in progress. The promotion of our foreign trade, therefore,
is not only a question of national economic importance, but one also
of importance to national defense. Our export trade is of vital con-
cern not so much from the standpoint of profits derived from this
trade, at present negligible, but from the standpoints of increasing
employment and of providing exchange for essential imports. In
normal times about 10 percent of our population is directly or in-
directly affected by this trade and its accompanyig services. About
1,600,000 unemployed heads of families are dependent on the restora-
tion of this foreign trade particularly in our heavy industries.

The case of American foreign traders and investors against the pro-
p6sed amendment of the revenue act rests on the necessity of making
our foreign trade contributory to the purposes of the N.R.A. To
impose double taxation upon those who under exceptional difficulties
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are seeking to increase employment by maintaining and enlarging
their connections with foreign markets, would be contrary to the
letter and spirit of the National Industrial Recovery Act.

BRIEF SUBMITTED BY HARRY TIPPER, EXECUTIVE VICE PRESI.
DENT, AMERICAN MANUFACTURERS EXPORT ASSOCIATION

The American Manufacturers Export Association is an association of approxi-
mately 300 members in all types of manufacturing, who have a substantial export
business, are located in different sections lbf the United States and represent an
important cross-section of the various types of manufacturing business of the
country.

This brief refers to section 131 () of the revenue bill-foreign tax credits.
The American Manufacturers Export Association respectfully urges the reten-

tion of this section as it was in the previous act, without any change, on the
basis that:

(1) The contemplated change in this provision of the law will adversely affect
the total exports from this country, particularly of manufactured goods.

(2) It will lead directly to the closing of branches maintained in foreign
countries and, consequently, to a direct loss of business due to the less intensive
work that will be substituted for such organized operation.

(3) It will result in a direct loss of income by the concerns who are affected.
This loss in income will result in a reduction in the total tax available from income
and, we believe, will more than offset any additional income value to the Govern-
ment that might be secured in the change in the foreign-tax provision.

(4) It will particularly affect medium-sized concerns who have been in export
business for a long period and have, during their history, gradually developed
subsidiary organizations abroad to meet the competitive requirements of the
market. "This effect is most serious in those lines of business where the products
are very closely priced and where the competition of other countries is highly
developed, such as, household supplies, drugs, cosmetics, oil, etc.

(5) The size of the company bears no relation to the effect on the exports;
in fact, with the medium-sized company, operating in some of the lines mentioned,
where it is possible to maintain a foreign branch only under profitable conditions,
the effect of this provision will be the most definite and complete.

Figures received from a questionnaire sent out by the American Manufacturers
Export Association to its members show that of concerns maintaining 115 sub-
sidiary branches abroad, these branches are as follows:
Complete manufacturing --------------------------------------- 3
Assembly packing and partial manufacturing ------------------ 50
Sales companies -------------------------------------------- 62
Investment in these 115 subsidiary companies (approximately) -... $37, 000,000
Total business involved (approximately) --------------------- $38, 500, 000
Tax credits involved (approximately) ------------------------- $1, 200,000
Estimated business loss expected by these concerns if the credit isj $ 12' to000

withdrawn ------------------------------ -'$ , 000,000

,Number of branches to be closed entirely or operated at substantial

loss ----------------------------------------------------- 34
Number of branches doubtful of continuance -------------------- 56

On the basis of a normal estimate of 10 percent profit, the net profit to these
concerns on the above business would be $1,600,000. In order, therefore, to
collect a tax of $600,000 the export business would be reduced by $16,000,000
and the taxable profit of the concerns reduced by $1,600,000.

These figures do not represent, by any means, the total loss that would be
suffered by the entire membership of the American Manufacturers' Export Asso-
ciation, but represent only those cases where it has been possible, in the short
time available, to secure fill statistics and, consequently, draw tip accurate totals.
They do, however, definitely indicate the disastrous effect that this proposed
change would have on important elements in the export business.

The inevitable effect of this reduction of the export business would result in
a reduction in the taxable income, a reduction in the dividends to their stock-
holders, and a corresponding reduction in the stockholders' income therefrom.

THE CHAIRMAN. Senator Walsh has received several letters on
this subject which he desires to have placed in the record at this point.
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Hon. DAVID 1. WALSH, BOSTON, March 7, 194.

Washington, D.C.
DEAR SENATOR: We are very much concerned about the provisions in the

House Revenue bill under which" the credit for taxes paid to a foreign government
is limited to 50 percent of the amount of the United States taxes on such income.
If this change in the income tax law is approved by the Senate it will result in a
double taxation on income from foreign sources which is already subject to very
heavy foreign taxes. We urge you to oppose the acceptance of this section of
the bill and to advocate the substitution therefor of the foreign tax credit pro-
visions of the 1932 tax bill.

American manufacturers operating in foreign countries are already severely
handicapped by high tariffs, by import quotas, exchange restrictions, ant exchange
fluctuations. Furthermore, we have to face intense local competition. The
additional burden of increased taxes under the pending bill would further handi-
cap foreign operations and would undoubtedly affect the volume of business and
the resultant flow of profits to this country.

It seems to us that the proposed increase in the tax burden will have the effect
in a measure of discouraging a continuation of current operations and preventing
the extension of activities. Our foreign trade is vital and we submit that the
Senate should do ever thing in its power to encourage efforts to expand it.

Yours very tru y, GILLETTE SAFETY RAZOR CO.,

STAFFORD JOHNSON, Treasurer.

BOSTON, MASS., February 5, 1934.
Senator DAVID I. WALSH,

United States Senate, Washington, D.C.
DEAR SIR: We wish to call your attention to the proposed tax which disallows

foreign taxes as credits for a domestic corporation.
The Reece Button Hole Machine Co. is a Maine corporation and manufactures

machinery. The foreign business is handled by the International Button Hole
Sewing Machine Co., which is also a corporation of Maine. The Reece Button
Hole Machine Co. sells direct to the International Button Hole Sewing Machine
Co. in this country and they in turn ship to all foreign countries. The Interna-
tional Button Hole Sewing Machine Co. owns The Reece Machinery Co., Ltd.
(London); Reece Machinery Co. (France); Reece Machinery Co., G.m.b.H.;
Reece Machinery Co. of Canada Ltd.

These four foreign countries do the leasing and selling for the International
Button Hole Sewing Machine Co. in their respective countries and each of them
pay taxes in those countries. If the International Button Hole Sewing Machine
Co. is not permitted to credit these foreign taxes paid it will make it more difficult
for them to export machines than it has been in the past. The money that the
International Button Hole Sewing Machine Co. makes through its foreign com-
panies is naturally brought back to the United States.

It seems to us a tax law that would make it very difficult for the International
Button Hole Sewing Machine Co. to do foreign business is one that would unques-
tionably defeat the purposes of the N.R.A. and also the purposes of President
Roosevelt under his new monetary policy, which is naturally supposed to be an
aid to export.

We, therefore, ask you to use your best efforts to be sure that the new tax allows
full credit for taxes paid in foreign countries.

Very truly yours, THE REECE BUTTON HOLE MACHINE CO.,

By F. A. REECE.

WORc ESTER, MASS., March 1, 1934.
Hon. DAVID I. WALSH,

Senate Chamber, Washington, D.C.
PEAR SIR: Hitherto, for what seems to us sound and logical reasons, the

Federal Government has permitted corporations a deduction for foreign taxes.
It is clear that the foreign investment is taxed locally in the foreign jurisdiction
on the sound ground that protection and other Governmental benefits have been
supplied in the foreign jurisdiction to which the corporation or individual enjoying
such protection should appropriately contribute. Furthermore, all dividends
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from a foreign source again are taxed by the foreign Governments when they are
transmitted to the receipient corporation in the United States.

The investment has been made entirely in the foreign jurisdiction, the money
has been earned in the foreign jurisdiction and contrawlse the investment is not
in the United States. Its profits are not made in the United States, and the
Federal Government has not supplied any service in connection with such activity.
The proceeds of the foreign venture are subsequently taxed by our Federal Govern-
ment. For the Federal Government now to deny the American corporations
their deductions for foreign taxes would seem to imply that the Federal Govern.
ment is merely desirous of taking by way of tax a bigger slice of the corporate
profit which it can lay its hands on within its jurisdiction with utter disregard of
the logic of the situation including the incidence of the several taxes and the well
recognized fact that the foreign taxes are an expense of doing business in the
foreign urisdictions.

The deduction of State income taxes is permitted to the taxpayer on Federal
income. By the same token, the allowance should be made to the Federal
corporate taxpayer for the taxes paid to foreign Jurisdictions upon the values
which are to be again taxed by the Federal Government.

We hope that these and other arguments which we believe are sound in this
instance will induce you to stand firm against any modification of the present
law as regards deductibility of foreign taxes. If the Government must secure
additional revenue from corporate sources, a preferable method is to increase
the percentage rate of taxation rather than to ignore the logical principles which
hitherto have been recognized to a reasonable degree in our income tax legislation.

Respectfully yours, NoToN Co.,

CLIFFORD S. ANDERSON,
General Counsd.

Hon. DAVID 1. WALSH, BOSTON, February 19, 194.

United States Senate, Washington, D.C.
My DEAR SENATOR: The revenue bill of 1934 (H.R. 7835), copy of which has

just come to hand today, apparently provides for a limitation of the credit for
foreign taxes to 50 percent of the amount paid.

As you know, under the present revenue act and for a good many years,
Puerto Rico has been treated as foreign for purposes of income taxation. For
this reason then, income taxes paid to Puerto Rico by domestic corporations,
either directly or through controlled subsidiaries, have been allowed as a direct
credit against United States income taxes. This proposed reduction of 50 per-
cent will be a very serious hardship on capital invested in the island. I am
thoroughly convinced that full credit should continue to be given as has always
been the case and I am hopeful that the equity of this suggestion as to Puerto
Rico, where the United States is trying to be helpful, will be apparent to the
Finance Committee.

I wish you could get the committee to amend the House bill making provision
for full credit for taxes paid to Puerto Rico. This could be doie by insertion
of thi word "foreign" after the word "any" in the second line of section 131
(b), paragraph 1, and in paragraph 2 by inserting after the word "credit" in
the first line the following clause: "In respect of the tax paid or accrued to any
foreign country" so that the limitation section would read as follows: (1) "The
amount of the credit in respect of the tax paid or accrued to any foreign country
shall not exceed the same proportion of the tax against which such credit is
taken, which one half of the taxpayer's net income from sources within sch
country bears to his net income for the same taxable year and,

(2) "The total amount of the credit in respect of the tax paid or accrued to
any foreign country shall not exceed the same proportion of the tax against
which such credit is taken which one half of the taxpayer's net income from
sources without the United States bears to his entire net Income for the same
taxable year."

I know you have a great many things to consider but urge you as strongly
as I can to take this matter in hand.

Very sincerely, CENTRAL AGuIDRz AssociAs,

By COARLES G. BANCROFT, President.



CONSOLIDATED RETURNS OF CORPORATIONS

Hon. DAVID 1. WALSH, BOSTON, MASS., May 17, 1933.
Washington, D.C.

DEAR Sin: I am enclosing to you a circular letter received this morning subject
matter of which may possibly have been called to Your attention before. An
owner of Canadian security is taxed .5 percent on the interest or dividends received
unless they are payable on this side of the line where the Canadian Government
can't get at them.

There are a large amount of United States securities in Canada. I hope this
situation can be called to the attention of Congress so that we will at least get
an even break with them.

Yours respectfully, J. S. ROUND & CO.,

JoHN J. Rou.D. -

TORONTO 2, ONT., Afay 16, 1.933.soNJ. ROUNp, Esaq.q

784 Washington Areet, Boston, Mass.

DOMINION OF CANADA TAX ONX INTEREST AND DIVIDENDS PAYABLE TO No..
RESIDENTS

D at SIR OR MADAM:
The Dominion Government, commencing April 1st, has levied a tax of 5 per-

cent on interest and dividends in Canadian funds paid by Canadian debtors to
nonresidents. This tax applies to interest paid by Canadian banks on deposits
in Canadian funds carried in Canada by nonresidents and it will, therefore, be
necessary for this bank to withold and remit to the Government 5 percent of the
interest payable on your balances.

Should you at any time desire a certificate of the amount of tax withheld and
paid to the Government, we shall be pleased to furnish one on application.

Yours faithfully, • THE BANIK OF NOVA SCOTIA,
P. C. JOURDAN, Manager.

CONSOLIDATED RETURNS OF CORPORATIONS

STATEMENT OF R. V. FLTCHER,, WASHINGTON, D.C., REPRE-
SENTING THE ArSOCIATION OF RAILWAY EXECUTIVES

Mr. FLETCHER. I have no thought of delaying the committee. I
only want to mention two or three matters, and content myself with
the bare mention of them, because some of them at least have already
been called to the attention of the committee, and I think have been
pretty fully" considered.

Representing about 93 percent of the mileage of the class 1 railroads
of the United States, I just want to call the attention of the com-
mittee again to what seems to us to be an injustice in connection with
the 2-percent penalty for making consolidated returns. I shall not
elaborate upon that Iurther than to call attention to the fact that the
railroad industry happens to be one in which it is impossible, by
reason of provisions of law, and orders of regulating commissions
to operate thei.properties as one corporation. You are familiar with
the fact that every considerable railroad system in the country is a
growth,.that they began in most cases at least with a local railroad
which was incorporated, which had its obligations to its stockholders,
which particularly had obligations to bondholders, and in many cases
had obligations to public authorities and to the statutes of the State
under which they were incorporated. That thereafter by one method
or another, through a system of leases, or the acquisition of control
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or capital stock, those comparatively small railroad corporations
became a part of a single operated system, that it represents but a
single investment, in most cases represents but a single operation;
and now, under the law as it is here, now if they elect to file a con-
solidated return, they are subjected to a 2-percent penalty.
' I might take the time of the committee if time were not so pressing

here, to give many practical illustrations of just how that works out
as a serious injustice to railroad operations. Particularly in view of
the fact that they are compelled to maintain these separate corpora-
tions partly for financial reasons, for economic reasons, and for legal
reasons.

The CHAIRMAN. Do you know of any other industry in America
that is in the same category as the railroads with reference to this
matter?

Judge FLETCHER. Well, I do not happen to have, Mr. Chairman,
such familiarity with industry generally as would enable me to make
an intelligent reply to that question.

Senator REED. All of the steel companies that have ore reserves
are obliged to have local mining companies, because under the laws
of those States, a foreign corporation cannot operate an iron-ore
mine.

Judge FLETCHER. I should think that would be trhe, Senator.
Senator KING. It seems to me, if the Senator will pardon me, that

there is a distinction, because railroads are more of a public utility,
and with the change in public sentiment, for good or for bad, looking
toward more governmental control, railroads are not the free agents
that the steel companies are.

Judge FLETCHER. That may be, Senator.
Senator KING. They are circumscribed by State statutes as well as

Federal control by the Interstate Commerce Commission. A steel
corporation is not controlled by Federal agencies.

Judge FLETCHER. I am not competent to discuss any other industry.
Take a situation that occurs out of the peculiarity of the constitution
of the State of Texas, which makes it necessary for any railroad opera-
ting in that State to be a Texas corporation. There is no chance,
there is no opportunity for the*Rock Island Railroad or the Southern
Pacific or the Santa Fe Railroad to absorb into their parent company,
those Texas affiliated and subsidiary companies. They must be so
maintained in accordance with the constitution of the State.
. I will mention a State with which I am sure one Senator at least is

familiar, and which I happy en to be familiar with too, from former
residence--Mississippi. THere is a constitutional provision there that
no railroad shall be owned and operated except by a railroad which is
itself a resident of the State in the legal sense. As a result of that
one important railroad with which I was formerly connected, found
it necessary to maintain separate corporations for two of the Missis-
sippi railroads which it owns and controls--one being the Yazoo &
Mississippi Valley, and the other the Gulf & Ship Island.' I do not
think I need to elaborate the point to this committee.

I think it has been discussed quite fully in the House hearings. It
was mentioned, I believe, on the floor of Congress in debate, and is
mentioned particularly in the report of the House committee-except
to say this, that I could cite you if time permitted, instance after
instance where there is a small railroad which is a subsidiary of a

242



CONSOLIDATED RETURNS OF CORPORATIONS

larger system which is essential to be maintained there in the public
interest, which should be maintained, doubtless, for the sake of the
country which it traverses and to give them the service that they are
entitled to, and yet out of the treasury of the parent railroad, every
year there has to be advanced to the smaller railroad, considerable
sums of money for the purpose of keeping that smaller railroad going.
Unless you are able to file a consolidated return without too heavy a
penalty, it works a substantial hardship upon the parent company.

The CHAIRMAN. Judge, you have put in your brief on that question.
Is there some other question you want to discuss?

Judge FLETCHER. I had one other matter, Mr. Chairman-one or
two other matters. One that .I will mention, and that is this:

In the treatment of the subject of depreciation and depletion by
those who administer the act., there has arisen this curious and I think
improper situation. Where a railroad has leased another railroad,
with a covenant in the lease that the lessee company shall pay the
taxes of the lessor company and shall also at the etid of the lease
period, return the property in as good condition as it was when the
lease contract was made, the practice has grown up in the Depart-
ment, with which I am not now quarreling, which does not allow
either the lessor or the lessee to take any depreciation upon its equip-
ment. May I use an illustration to show what I mean by that? The
Illinois Central Railroad, with which I was once connected, through
its subsidiary the Yazoo & Mississippi Valley Railroad Co., has
leased two certain railroads in the States of Louisiana and Mississippi
under the usual form of lease contract by which the Illinois Central
has agreed to return the property at the end of the lease period in as
good condition as it was when acquired. The lessee of that company,
namely, the Illinois Central, cannot take any depreciation as a deduc-
tion from income for the reason that it is held that they do not own
the property-which is true in the legal sense. And the lessor cowr-pany cannot take any allowance for depreciation because they say
they are indemnified umder the terms of their lease against loss, and
I am suggesting in the paper which I will file with the committee an
amendment which will take care of what seems to us to be an tin-
tenable situation.

Senator REED. Have you ever tested the question whether the
holder of an estate for years is as much entitled to such relief as the
owner of the fee?

Judge FLETCHER. No, sir.
Senator REED. Don't .rou think that question should be tested?
Judge FLETCHER. The course of decisions in the United States

Supreme Court has inclined us to think that such a test in the case
of railroad leases would be pretty difficult to maintain.

The CHAIRMANV. Thank you, very much.
Judge FLETCHER. There is only one other question, and that is a

certain feeling of uneasiness which I have with reference to whether
under the capi6l gains and losses under the act, or the depreciation
section of the act, there may be proper allowance. when property has
been alindoned, which occurs all the time during the course of rail-
road operation, or has become obsolete. I am. not very skillful in
income-tax matters, not being an income-tax lawyer, but may I sug-
gest also to the committee in my memorandum, an amendment to the
act which would make it clear that that privilege should not be denied
to railroads.
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The CHAIRMAN. Thank you, very much.
Judge FLETCHER. May I inquire within what time those briefs

must be filed.
The CHAIRMAN. Give them to us as soon as possible. We are try-

ing to have this matter published, and we are going to go into executive
session on Thursday, and these matters should be ironed out so that
we can get the bill on to the floor.

CONSOLIDATED INCOME TAX RETURNS, BRIEF BY 0. W. KELLOGG,
CHAIRMAN OF ENGINEERS PUBLIC SERVICE CO.

There has crept into the Revenue Act of 1932, and the same thing has been
carried forward into the proposed Revenue Act of 1934, a discriminatory pro-
vision regarding consolidated returns of corporations which I believe to be most
unjust. I refer to the provisions of paragraphs (a), (c), and (d) of section 141.
This part of the act provides that In cases where 95 percent or more of the vot-
ing stock of one corporation is owned by another corporation they may file a
joint return of income. This provision is referred to in the act as a privilege and
where this so-called "privilege" is used the rate of tax is Increased from 13%
percent to 15% percent. I am making no complaint about the amount of the
corporation tax--anyone who considers the size of the Government's debt and
the rate at which it is spending money must be reconciled to heavy taxes for a
generation to come. I do feel, however, that the larger the taxes become, the
greater the need for strict justice in distributing the burden. and I hope to be
able to show that the provisions of section 141 above referred to are not just.

The very word "p:ivilege", especially when applied to a corporation, has come
to have a sinister meaning and I cannot help feeling that it is the inaccurate use
of this word in the section of the act which has led to the erroneous and unjust
conclusion.

Let me remind you of the facts.
It is common knowledge that in most large enterprises there are great differ-

ences in the degree of profitableness of various departments of the business.
Some departments, due to being in the development stage or to being operated
to round out other parts of the business or for other reasons, actually lose money.

In the case of, let us say, Corporation A, in which all departments are owned
directly by that corporation, the losses of one department automatically offset
gains by others and the combined total is the unquestioned net earnings of the
company without benefit of any provisions in any revenue act.

Let us now consider the case of Corporationi B, which we will assume com-
prises no more proerty than Corporation A, but in the case of B the properties
are in different States or have underlying bonds which prevent consolidation, or
for some other reason can be combined as a unit only through the ownership of
stock by Corporation B in them. This is the typical holding company situation.
Probably the majority of the large enterprises of the country are combined
through'holding companies; it is certainly the case where their properties are in
manv States-all the. largest railroads and communication systems as well as
nany of the industrials and public utilities. Such companies have often been

criticized for the complexity of their corporate structures. but if my own experience
with my company is a fair yardstick for the others, I can say thfat we have kept
the number of corporations down to the lowest possible point consistent with
divergent State laws and und.'riing financial obligations or priorities. Tbe
point I wish to make is that Corporation B's corporate set-up, taking average con-
ditions, is as simple as it can be made and is a reflection of diverse legal financial
conditions beyond the control of Corporation B. The holding company status
of Corporation B is the only way, in all the surrounding circumstances, that It
can do the same business as Corporation A.

This state of facts has been recognized in our revenue acts from the earliest
days of the income tax laws. The Government said in effect to Corporations B:
"We realize the fact that your corporate set-up is something largely beyond
your control and to put you on all fours with Corporation A, you may make a
consolidation of the income of all the corporations forming your group. The
only condition we impose Is that you must own at least 95 percent of the voting
stock of the companies whose income you propose to consolidate." Through
all the intervening years, until 1932 this arrangement continued; it was clearly
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not regarded as a "privilege" but as simply a fair and just arrangement for putting
on the same footing two citizens, whom fortuitous circumstances, not of their
making, would have put on a different footing.

I cannot help feeling that if the word "privilege" should come into the con-
sideration of this bill at all, it should be an argument against the discrimination
I am complaining of. Every person (our corporation are legally persons) has
the constitutional privilege of equal treatment by the laws. I think the dis-
crimination in section 141 as proposed is in contravention of this privilege.

To be specific I recommend that the word "right" should be substituted for
the word 'privilege" where the latter appears in paragraph (a) of section 141,
and that the clause at the end of paragraph (c) of said section, after the semi
colon, be stricken out. This is the clause providing an added tax of 2 percent
on consolidated returns. For consistency, the cross reference in parenthesis at
the end of paragraph (a) section 13 should also be omitted.

The CHAIRMAZI. Senator Nye has requested that the following
letter to be inserted in the record:

Hon. GERALD P. Nyz. GRAND FoRKs, N.DAK., March 10, 1984.

United States Senator, Washington, D.C.
DEAR SENATOR: For some time I have been reading the new tax provisions

and studying the old law from the standpoint of a small corporation, and as I
study this it becomes more serious every day, until today I have decided to send
you a telegram on the subject.

There are, of course, cases of people incorporated for the purpose of avoiding
tax. But on the other hand there are thousands and thousands of small cor-
porations which could not be conducted on a partnership basis because the man
furnishing the capital could not afford to assume the credit responsible.

Under the present law and any provisions that seem to be made in the newlaw, there is no relief for this situation. The small corporation on one side of the
street is unfairly taxed compared with the individual competitor or the copartner-
ship competitor on the opposite.side of the street.

Corporation in this position must either pay themselves more salaries than
they feel should be paid or they must pay a tax which is entirely out of reason
with their profits.

For instance we have three corporations where we have set young men up in
business. We have incorporated and given them 50 percent of the common stock
and furnished the capital fqr them as p referred stock. You will plainly see there
is nothing about this which would dodge taxes or be for that purpose. It is
simply for the purpose of preventing us from becoming liable for more than a
fixed amount of credit or obligations of this corporation. At the same time giving
this young man 50 percent working interest in the business.

Now this young man accepts a small salary, a salary which, of course, would
seem ridiculous to the ordinary person in the East, and he sets up his profits,
and tries to build up a business. He having an option to retire this preferred
stock that we own j ust as fast as lie can do so. You will plainly see the position
that he is in when he must pay 18% percent of taxes on al profits and the handi-
cap this tax places on his future and success.

For instance, we have a little hardware store on this basis. This young man
has made a net profit of $500 after allowing himself his salary of $150 per month.
Now, if you will figure up the taxes he pays, you will see how unreasonable it is-
when the man across the street on the same earings would pay practically nothing.

It seems to me that a provision can and should be made in this law whereby it
is possible for these small corporations to divide all their profits each year among
the stockholders and be taxed the same as a copartnership, providing the
Government does not wish to give the small corporation some exemption. Either
one of these woulal provide the proper relief. But unless this is done, all these
corporations must be liquidated and no man could afford to give young men
these opportunities. This also applies to the small corporation set up by a family
who is working in the business but who do not wish to take the responsibility of
unlimited credit of all the acts of the copartnership.

I believe that If you will give this consideration you will immediately see that
some relief must be given the small corporation for they must devise some way
of avoiding this excessive tax or they must go out of business. It seems to me
that the committee on taxation has always been willing to do something for this
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small corporation which is honestly conducted and was not formed for the purpose
of avoiding taxes and certainly it would not avoid any tax for the Government to
provide a way whereby a corporation could be taxed in the same manner as a
copartnership, to elect to be bound to divide their profits each year and pay the
same as a copartnership.

I know that the time is late and I also know that this is serious, but it seents to
me that the administration itself is looking for something of this kind to relieve
the small corporation.

It is very apparent that in the effort to tax the large corporation they are
putting up a system whereby they will put small honest corporations out of
business entirely or force them to the mercy of unlimited credit of co-partnership
and the hazards which follow such a copartnership. It is simply going to make
it impossible for these small businesses to continue.

If there is anything further I can do on this subject I will be glad to have yol
inform me. I feel sure a groat service can be done small business in this way.

I will greatly appreciate your reaction and any efforts you can make to relieve
this situation.

Yours very truly, . L. IRELAND.

FRUIT-JUICE TAX

STATEMENT OF MARION DE VRIES, RE TAX ON GRAPE CONCEN-
TRATE AND GRAPE IOE

Gentlemen of the Finance Committee of the Senate, I appear on behalf of the
Wine Producers' Association, of California, suggesting an amendment to H.R.
7835, page 195. I will make it brief.

I call your attention to title IV, "Excise Tax", page 195. That proposes to
repeal that part of the existing law which lays a tax upon grape concentrate and
grape juice. Whether by oversight or intention I am not advised, while this hill,
page 195, line 15, repeals paragraph 2, section 615, of the Revenue Act of 1932
which levies a tax upon grape concentrate containing less than 35 percent sugar,
it leaves in the existing law title IV, Manufacturers' Excise Taxes, section 601,
subdivision (3) which lays a tax upon grape concentrate containing over 35 per-
cent of sugar. It reads:

"(3) Grape concentrate, evaporated grape juice, and grape syrup (other than
finished or fountain syrup), if containing more than 35 per centum of sugars by
weight, 20 cents a gallon. No tax shall be imposed under this paragraph (A)
upon any article which contains preservative sufficient to preserve fermentation
when diluted, or (B) upon any article sold to a manufacturer or producer of food
products or soft drinks for use'in the manufacture or production of such products."

You will observe from reading that paragraph that it is intended to and does
lay a tax upon grape concentrate only when used in the making of wine. All other
classes of uses are thereby excepted from the tax. That provision was adopted
during prohibition. At that time there wete but few legal uses of wine. Now that
wine making is legal, grape concentrate and grape juice used in the making of wine
will be taxed as wine, it seems unfair and unjust to maintain this double, and
,sometimes triple tax upon the same product. Wines are now taxed, as you know,
not only by the Federal Government but by almost every State in the Union and
It is unfair to have the wine tax by the Federal Government and by almost every
State further burdened by this tax upon wine material.

It is the suggestion of the wine producers and grape growers of California that
an amendment be inserted in the bill striking out said subdivision (3). I suggest,
therefore that the bill be amended at page 195 under title IV, "Excise taxes",
by inserting between lines 10 and 11:

"Subsection (c) of section 601, Revenue Act of 1932 (relating to a tax upon
grape concentrate) is amended as follows:

',(a) Paragraph (3) thereof is repealed;"
The result thereof will be to conform the bill with the therein following amend°

ment, line 15, which repeals the tax upon grape concentrate of less than 35 per-
cent sugar content.

MayI further invite your attention to lines 18 to 24, page 195, and lines I to
3, page 196, the same being a single paragraph. The only change made by this
paragraph is to insert in the existing law the words "imitations of." The result
Is that while all imitations of fermented fruit juice are subject to a tax by reason
of retaining the words "except grape juice" in line 19, imitations of grape juice
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are not subject to a tax. I can see no reason for this discrimination. If imita-
tions of other unfremented fruit juices are to be subject to a tax in protection of
the pure juice, this should also extend to grape juice. Therefore, I suggest that
this inequality be met by striking out the words "except grape juice" in line 19.

The continuance of said tax upon grape concentrate works an even greater
injustice when applied under section 622 of said Revenue Act of 1932, whereby
a tax is laid upon concentrate not sold but made In a winery to be used therein
in the course of wine making.

I thank you on behalf of the organization for any relief you may give to the
industry in this matter.

MARION Dz VARIES,
Attorney for WFine Producers Association of California.MARCH 13, 1934.

TAX ON CERTAIN OILS

STATEMENT OF JOHN B. GORDON, REPRESENTING BUREAU OF
RAW MATERIALS FOR AMERICAN VEGETABLE OILS AND FATS
INDUSTRIES

Mr. GORDON. Mr. Chairman, could I make a request in reference
to the suggestion which was announced this morning in regard to the
allocation of time between those who desire to discuss the section on
oil.

The CHAIRMAN. Yes.
Mr. GORDON. We have _in opposition to this tax about 30 witnesses,

not one of whom, with the exception of myself, testified before the
Ways and Means Committee, and I am eliminating myself. The
opposition has a number of witnesses here. I see on this page about
9, 6 of whom testified before the Ways and Means Committee. They
testified not only on 1 day, but they testified on 2 days, and they
had the greater portion of 2 days. We had before the Ways and
Means Committee, I think, the sum total of about 30 minutes' time.
In the division of this time, it appears that some consideration should
be given to the fact that these men who are coming to testify for the
proponents, have testified before the Ways and Means Committee,
whereas those who are speaking in opposition to this tax did not
so testify.

The CHAIRMAN. I am quite sure that the fact should be taken into
consideration by the group in opposition to this tax, that those
gentlemen who testified before the committee should cut their argu-
ments down; but it makes it difficult for this committee to decide
that because we lose time by it.

Senator KING. You are opposed to this 5-cent tax, are you?
Mr. GORDON. Yes, sir. Here is the situation, Mr. Chairman.

There are 14 different groups on the list here, neither one of whom
knows anything about the other one's business; road builders who use
coconut oil, tanners who use coconut oil, rubber manufacturers who
use coconut oil, soap manufacturers who iv;e coconut oil. They
know their own business, but they do not know the other fellow's.
There axe Filippinos, who are opposed to the Philippine angle. There
are crushers, who are opposed to the American crusher angle. There
ari crushers that are opposed from the domestic angle. It is an
absolute impossibility for one man to speak for those different groups.
They will all have to speak. The least we can cut it down is to about
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14 witnesses, and an hour is not enough, because none of them had an
opportunity to get in before.

The CHAIRMAN. Mr. Gordon, this committee cannot take all that
time. There are many of the committee who do not think this
proposition should have been injected. I am not expressing any
opinion on that, but there are innumerable other things in here, and
we feel that 2 hours on this oil proposition should be sufficient. So
they must confine themselves to 2 hours. I do not think the com-
mittee is going to sit any longer than that this afternoon, so those
who are interested should get together on that proposition.

(Later in the day the following discussion was had:)
The CHAIRMAN. May I ask, did the opposition on this oil tax gettogether?

Mr. GORDON. We did.
The CHAIRMAN. Are you for it or against it?
Mr. GORDON. Against it.
The CHAIRMAN. How much time do you want?
Mr. GORDON. We ask that you place these names of witnesses in

the record, who could not appear on account of this division of time.
The CHAIRMAN. All of you gentlemen can put briefs in the record.
Senator REED. This list of names will appear as witnesses who were

here but could not be heard because of the shortness'of time.
Senator WALCOTT. They can submit briefs.

WITNESSES OPPOSED TO EXCISE TAX ON COCONUT AND SESAME OILS, SECTION 602,
TAX ON CERTAIN OILS

W. F. Williamson, San Francisco, Calif., representing El Dorado Oil Works.
Russell Colgate, jersey City, N.J., Colgate-Palmolive-Pest Co.
L. F. Hoyt, Buffalo, N.Y. representing Larkin Co., Inc.
Hon. Pedro Guevara, Resident Commissioner, Philippine Islands, representing

self.
G. M. Tisdale, representing United States Rubber Co.
John Coe, Naugatuck Conn., representing Naugatuck Chemical Co.
J. D. Craig, Buffalo, k.Y., Spencer-Kellogg & Co.
R. W. Levenhagen Cleveland Ohio, Glidden Co.
R. H. Thurman, New York, 4.Y., representing self.
Howard Beatty, Chicago, Ill., representing Durkee Famous Foods, Inc.
W. J. Petersen, Washington, D.C., representing Pacific American Steamship

Association.
W. S. Culbertson, Washington, D.C.,. representing National Foreign Trade

Council.
Hon. John MeDuffle, Representative in Congress from Alabama, representing

self.
F. M. Barnes, Cincinnati, Ohio, representing Procter & Gamble Co.
F. B. Williams, Middletown, N.Y., representing Fair Play Caramels, Inc.
Homer Banta, Burlington, Iowa representing Iowa Soap Corporation.
S. H. Merrill Los Angeles, Cali?., representing Los Angeles Soap Co.
James H. Bafer Hoboken, N.J., representing Franklin Baker & Co.
John H. Wiles, kansas City, Mo., representing Loose-Wiles Co.
J. E. Rowe, New York, N.Y., representing Ross & Rowe, Inc.
John B. Gordon, Washington, DC., Bureau of Raw Materials for American

Vegetable Oils and Fats Industries.
L. R. Sandahl, Des Moines, Iowa, representing F. W. Fitch Co.
Daniel McIver Providence, R.I., representing textile soap manufacturers.
C. F. Yount Dayton, Ohio, representing Davies-Young Soap Co.
D. W. Corb n, Washington, D.C., Laundry Owners National Association.
V. Singson Encarnacion, secretary of finance and commerce, the Philippines,

representing Philippine producers of coconuts.
Senator Elpidio Quirino, representing Philippine producers of coconuts.
Hon. Millard Tydings, United States Senator from Maryland.
Prescott Wild, Boston, Mass., tanning industry.
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Senator WALCOTT. Do they all submit briefs?
Mr. GORDON. No.
The CHAIRMAN. There are several Senators and several Congress-

men who have requested to be heard, and we have asked them to
defer their appearance until we go into executive session, so we can
expedite this for these people who have come here from a distance to
be heard first.

So we are not hearing any Senators or Congressmen this afternoon.
Seflor Quirino.
Mr. GORDON. Nfay he be heard last?
The CHAIRMAIN. Very well.

STATEMENT OF JOHN P. COE, FACTORY MANAGER, THE NAUGA.
TUCK CHEMICAL CO., NAUGATUCK, CONN.

Mr. COE. My name is John P. Coe, representing the Naugatuck
Chemical Co., Naugatuck, Conn., representing also the United States
Rubber Co. at New York.

Due to the shortness of time, I am speaking for both the Nauga.
tuck Chemical Co., and the rubber company.

The Naugatuck Chemical Co. manufactures from coconut oil a
chemical product which is known as laurex. I would like to show
you a sample of it, just for your interest [exhibiting].

This chemical product is produced by the reaction of zinc oxide
and coconut oil. You will hear a lot about coconut oil this after-
noon. This is what it looks like [indicating.

Senator KING. What other oil takes the place of it?
Mr. Coz. No other oil suitable for this purpose.
Senator WALCOTT. Because it does not contain lauric acid?
Mr. CoE. Because it does not contain laurie acid.
It so happens that lauric acid is particularly beneficial to the vul-

eanization of rubber, therefore it is particularly beneficial to the life
of pneumatic tires.

The CHAIRMAN. You have found no other substitute for it?
Mr. COE. We have found no other substitute for it.
We have found no other source of lauric acid.
The price at which this product is being sold is as high as we can

get for it, because the tire industry, being very highly competitive
cannot afford to pay any more than it is paying, therefore, if this tax
is imposed our cost will be increased by 45 percent, and we will be
put out of business as far as this product is concerned.

Senator BARKLEY. If there is no substitute for it, all the tire
manufacturers have to have it, and there is no competition among
them. People who have automobiles have to have tires. Why is it
you cannot-

Mr. CoE. Pardon me. I did not mean to mislead the Senator.
As such, it has no direct substitute, except it is made from coconut
oil. There are %6ther materials that may be used.

Senator COSTIGAN. Is laurie acid made syithetically?
Mr. CoE. Not as far as I know.
Senator BARKLEY. What you mean is, you would still have to use

it but you would have to pay more for it? .
Mr. CoE. No, I mean there are other materials which are not the

equivalent, which would have to be used. I say they would have to
be. I assume they would. It is possible it would continue to be used.

249



250 REVENUE ACT OF 1984

Senator WALCOTT. State what happened before you discovered
this lauric acid.

Mr. COE. This product is a development of chemical research and
improvement of past practice. A better quality of rubber is obtained
by the use of this material than is obtained without it.

This is not an advertising talk. The proof of it is that it is sold at
a higher price than substitute materials.

The CHAIRMAN. Do all of the rubber companies use it?
Mr. COE. No, Senator. It is used to the extent of about 2,500,009

pounds a year.
The CHAIRMAN. Two and a half million pounds a year?
Mr. CoE. It is a new product..
The CHAIRMAN. Does Goodrich and Firestone use it?
Mr. COE. I cannot answer that directly.
The CHAIRMAN. You impressed me there with the statement that

you had to have it to make rubber. How do they make rubber with-
out it?

Mr. COE. I will go back a step, if I may.
A Voice (from among those present): There are several other

rubber manufacturers that make the same product that he does out
of coconut oil. In fact, I would say the majority of them do.

Mr. COE. This is not exactly a proprietary product. There is no
one else that makes exactly the same thing.

The CHAIRMAN. They make it out of this coconut oil?
Mr. COE. That is correct.
The CHAIRMAN. That is what I wanted to know.
Mr. CoE. It just happens that coconut oil is the only source of

this raw material.
Senator CouzmNs. Senator Walcott asked what you used before

you discovered this.
Mr. COE. Several other materials. Stearic acid is one of then.
Senator COUZENs. Couldn't you revert to those commodities if

this tax is prohibitive for you to use coconut oil?
Mr. COE. In the opinion of the manufacturers using it, stearic acid

does not give as good results.
The CHAIRMAN. You are furnishing a brief?
Mr. COE. I have a statement prepared, and also one by Mr..Tisdale,

of the United States Rubber Co.
The CHAIRMAN. Thank you very much.
,Senator BARKLEY. Do you regard this tax as prohibitive?
Mr. COE. Yes, sir.

BRIEF OF JOHN P. COE, FACTORY MANAGER, THE NAUGATUCK CHEMICAL CO.,
NAUGATUCK, CONN., SPEAKINa AGAINST THE PROPOSED ExcIsE Tax OF
5 CENTS PER POUND ON COCONUT OIL

The Naugatuck Chemical Co. is a Connecticut corporation having its factory
in Naugatuck, Conn. We manufacture a diversified line of chemical and allied
products which are sold to a large number of industries and particularly we
supply tV! rubber industry with chemills designed to increase tile life and
quality of rubber articles. We employ 600 persons.

We manufacture for the rubber Industry a chemical product known as laurex
which consists chiefly of zinc laurate, and for this product we require coconut oil
as a raw material, this oil being the chief source of laurie acid. In the manufacture
of this product we are using coconut oil to the extent of 2 million to 3 million
pounds per year.
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I present for your examination samples of the product laurex and of the raw

materials, coconut oil and zinc oxide, from which it is made. The product con-
tains the zinc salts of the fatty acids which occur in coconut oil, the one in greatest
amount being zinc laurate.

Laurex is used by the rubber industry as a plasticizing agent and as an activator
of the vulcanization of rubber and has particular value in the manufacture of
pneumatic tires. Research into the chemistry of rubber vulcanization has
developed the fact that the presence of small amounts of certain chemical sub-
stances greatly improves the strength and life of articles made from rubber and
among other things that the presence of small amounts of fatty acid is essential.
It has developed also that among the fatty acids laurie acid is particularly valuable
and when it is used in combination with zinc, it possesses other advantages.

I present for your examination samples of vulcanized and unvulcanized rubber
to illustrate the action of laurex in vulcanization.

At the present time laurex is sold for 9 cents per pound, but if this tax is imposed
e cost will be increased to 13% cents per pound, which increase is 45 percent.

Because the price of laurex is already higher than that of substitute materials and
because, according to my best information and belief, the tire industry, on account
of the highly competitive situation which obtains in that industry, cannot afford
to absorb this increased cost, I believe the imposition of the proposed tax will
remove our product from the market.

We have in coconut oil a raw material which we cannot replace with other raw
materials. The proposed tax will make it impossible for us to continue the manu-
facture and sale of our product. This will result in a loss of investment and of
income to my company and a loss of employment to the community of Naugatuck,
Conn. And since in that event we shall no longer he consuming coconut oil there
will he no revenue from our consumption.

BRIEF OF G. M. TISDALE, DIRECTOR OF PURCHASES, U.S. RUBBER
CO. RE: TAX ON COCONUT OIL

The U.S. Rubber Co. is a biu3er of laurex, a product made by the Naugatuck
Chemical Co. from coconut oil 'and zinc oxide. Its use in rubber goods, particu-
larly pneumatic tires, definitely improves the quality of goods. No other article
of commerce, except coconut oil, contains the high percentage of lauric acid and
at the same time is available in sufficient quantity at a satisfactory cost figure.

If a tax of 5 cents per pound is placed on coconut oil, the price of laurex
will be increased beyond the ability of the rubber industry to use this product.
Such a result definitely makes the industry take a backward step in improved
processes. There is no" domestic product which can be substituted to give equal
results, as it is lauric acid which is needed and none of our domestic oils contains
this ingredient.

The majority of tires and tubes produced are in the small sizes for cars used
by farmers and laborers. In 1933, through the cotton processing tax and the
excise tax on tires and tubes, the U.S. Rubber Co. and its subsidiaries paid to the
Federal Government approximately $5,700,000. To apply a 5-cent tax to
coconut oil, assuming laurex would still be made, adds additional cost to tires
without in any way aiding the use of domestic oils.

We respectfully suggest that this tax be not approved, as it prevents industry
from using a needed article to aid in giving quality products, when no domestic
oil has the necessary properties to permit substitution.

The U.S. Rubber'Co. uses domestic materials wherever possible. Its purchases
of foreign materials are made because no known domestic substitutes are avail-
able. Some of these are rubber, shellac, coconut oil, palm oil, tin, iodine, asbestos,
balata, montan wax.

STATEMENT OF PRESCOTT WILD, REPRESENTING THE MAIDEN
WILD-. CORPORATION, BOSTON, MASS., AND REPRESENTING
THE TANNING AND OIL INDUSTRY.

Mr. WILD. We manufacture from coconut oil, fat liquid for the
dressing of leather, particularly white leather and the lighter shades
of leather. That oil goes into the leather anA stays there. Coconut
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oil has the peculiar characteristics that it will not oxidize, due to its
lauric acid content, and low iodine value.

The CHAIRMAN. Is there any substitute for it?
Mr. WILD. Not that we have found.
The CHAIRMAN. In your industy?
Mr. WILD. Not that we know.
The CHAIRMAN. You have always used it?
Mr. WILD. We have used it 5 years.
The CHAIRMAN. What did you use Before that?
Mr. WILD. I think combinations of castor oil and other ingredi-

ents, but white leather, you may remember, a few years back, when
it aged, it would turn yellow. A pair of white kid gloves, the oil
would oxidize in there, and accordingly turn yellow. The same thing
is true when they are making the fancy colors. They are variants
to change.

Senator COUZENS. Where do you get your products?
Mr. WILD. We buy it from dealers in this country.
Senator COUkENS. Where do they get it from?
Mr. WILD. The Philippine Islands.
The CHAIRMAN. Will you elaborate on the subject?
Mr. WILD. I might say, if the tax went through, that we operate a

Canadian plant in Halifax, Nova Scotia, and we bring coconut oil
from Ceylon to Halifax free of duty. Our manufacturing costs are
less in Canada, and, if the tax went into effect, it would simply mean
that we would have to shift our operations to our Canadian plant.

Senator BARKLEY. How much of this do you buy here and use?
Mr. WILD. I should say from 500-you are speaking of my particu-

lar company? Somewhere around 500 tons.
Senator BARKLEY. All of it comes from the Philippines?
Mr. WILD. We do not bring it direct ourselves. We buy it from

Spencer-Kellogg in this country.
Senator BARKLEY. Is there any coconut oil coming into this country

from any other point than the Philippines?
Mr. WILD. I do not believe so.
Senator HASTINGS. Is it not true that some, if not all, of the coconut

oil manufactured in this country is manufactured from coconut pulp
or some such substance that comes from the Philippines? The actual
manufacturing part of it is done in this country?

Mr. WILD. I am not familiar with that. That is not in my line.
'Senator HASTINGS. All right.
The CHAIRMAN. Very well. Thank you very much.

STATEMENT OF L. R. SANDAL, DES MOINES, IOWA

Mr. SANDAIL. My name is L. R. Sandfahl, and I represent the
American Chemical Co., and the affiliated companies in the road-
building end. We use coconut oil, a newly discovered process,
whereby when bound with asphalt, makes a quick-drying process,
and it is used for secondary roads. This process or method was only
brought out about 3 years ago. There is a mechanical patent on
the mixing of it, but there is no mechanical patent on the solution
we furnish, because there are other people in the United States that
make it.
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The CHAIRMAN. What did they use before that?
Mr. SAKDARL. It is new. It is 3 years old. Nothing has ever

been used, and it is the result of laboratory experiments.
The World's Fair in Chicago-the roadways there are all paved

with our product, using our method. It is an ideal product for air-
ports. In laying asphalt they used to rely on heat, but this is a
cold process and a quick-drying method. According to our labora-
tory chemists, there is no product upon the market containing laurie
acid that would do the work. If there were, we would use it, be-
cause we pay more for coconut oil than for anything which might
possibly be a substitute for it. But this has qualities which make
it hold up. The problem has always been in the laboratory that
the escape of moisture was such that it would not harden even.
This will set up and come to a breaking point in 45 minutes, and
there is no other process known today in the laboratories that will
do that. It is ideal for secondary roads.

Senator BARKLEY. You mean after you lay this material on a road,
you can begin to travel over it in 45 minutes?

Mr. SANDAHL. We recommend 24 hours, but it sets in 45 minutes.
Senator BARKLEY. How long does the ordinary road, of concrete,

for instance, have to be down before it will set?
Mr. SANDAHL. I cannot say. I have not been in that business.

This is a new kind of process.
The CHAIRMAN. Is 5 cents a pound prohibitive?
Mr. SANDAHL. Absolutely. Our competition is with the crude-oil

products. There is nothing else in the other lines to take the place
of it, so the competition is *hat they call a cut-back in the petroleum
industry, and if we have to go up 5 cents it would be 100 percent
increase in our cost, and put us entirely out of the competition.

Senator HASTINGS. What is the retail price of coconut oil per
pound?

Mr. SANDAHL. I don't know. Our base sells for 4% cents a pound.
That is the finished product, ready to go to the mixing plants. We
have licensees throughout the United States that mix it.

We sell it in a base form, and they unite it with asphalt and con-
crete and put it in a finished form.

Senator KING. Do you think it gives a better road?
Mr. SANDAHL. Absolutely. It solidifies much faster and harder.
Senator KING. And a road would last much longer?
Mr. SANDAHL. Yes, sir.
The CHAIRMAN. Thank you very much.
Senator CONNALLY. It is used on secondary roads.
Mr. SANDAHL. Yes.
Senator CONNALLY. The tendency now is to permanent roads and

concrete and things of that kind?
Mr. SANDAHL. Take, for instance, airports, and places like the

World's Fair; and4.patchwork. There is an outlet in the fields there,
because of the quick-drying properties of this product.

Mr. Chairman, I desire to present a brief -with reference to the
use of coconut oil in road building.

The ChAIRMAN. It will be received and incorporated in the record.
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BaIIiw 8'iIIITTFJ) BY MR. L. R. SANDAHL WITH REFERENCE. TO THEF- TAX ON
COCONUT 01.

Coconut (oil is tine into a paste, or a soap, 95 perett of this laste (col.
sisting of coconut oil. The active properties that are found in cocoliut oil,
which makes it essential i a product such as this, is laurie acid. Coconut oil
is the only product known to chemists today to contain this element. Coconut
oi" contains 45 percent laurlc acid, and it Is the laurkc acid content that nakts
our process possible.

This is an original discovery of the chemical laboratories perfected in the
last 3 years, whereby, with the mixture of this pmste with asphalt, it can ,be
used as a paving material and used whereby paving can be laid without tile
necessity of heat, and tile paving sets up in 45 minutes and it is usable for
traffic in 24 hours. This Is a new discovery and there is no substitute knowing
at the present time for coconut oil.

At the World's Fair in Chicago the roads and walks were all laid with this
process. Some of the outstanding airports in the country, such as the Tulsa
airport, Oklahoma City airport, and many others have been laid with this
process. There are 00 licensees located throughout tie United States who have
equipped their plants to make use of this patented process. A tax of 5 cents
per pound imposed on coconut oil makes a 100 percent Increase in the price of
our paste to these licensees, which would mean tile practical elimination of
this industry for the reason that our competition is with what is known as a
"cut-back", which is a by-product of the petroleum industry, so that by mi.
posing this tax would not men the consuming of more cottonseed oil, corn
oil, or lard, such as is contended by the proponents of this b)ill. If it were
possible for us to use any of these other items we would have been glad to htve
done so, because itt tile past many of these items have sold tt a le.s price
than coconut oil.

This industry, while only 3 years old, necessitated the perfecting of all organ.
ization at probably tie worst time in the paving industry. In spite of this
fact we used a half a million pounds of coconut oil last year.

Owing to the fact that this is a secret formula, reports show its classiflca-
tien as a soap product, whereas our product is used solely in the paving
indushty. It is trte, however, that we make it into a soap base and the
Ilcetsees add to it the asphalt, concrete, anl the necessary ingredients to make
up the roadway.

If the agricultural interests feel that coconut oil is stealing some of their
rightful share of domestic business, why not separate the edible end of the
industry from the unedible and place the tax on the oil used in the edible
industry, rather than destroy the industrial usage of this product without any
benefit to agriculture?

The price of our product is being sold today at 41/2 cents per pound, which
is about as high a price as we cawget for the product in competition with
the crude-oil competition. A tax of 5 cents per pound would necessarily ilclremse
our price 100 percent, destroying the industry.

We respectfully submit that you consider this phase of a new industry and
recognize the fact that a tax of this kind not only destroys the capital invest-
mept but likewise destroys a new industry in the United States, without it
the least measure affecting the agricultural byproducts.

Respectfully submitted.
L. RI. SANDAHL.
F. W. FITCH Co.,

Des Moines, lotca.

STATEMENT OF F. M. BARNES, CINCINNATI, OHIO, VICE PRESI-
DENT, PROCTER & GAMBLE CO., REPRESENTING THE AMERI-
CAN LAUNDRY SOAP MANUFACTURERS ASSOCIATION

Mr. BARNES. I am speaking against this coconut-oil tax. The
soap industry has progressed over a period of years in keeping with
the development in the country generally. It would be impossible
today, with our present mode of living, to use the kind and grade of
soap that was produced 14 years ago, which was often referred to.
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There has been a complete change, so far as the country as a whole
is concerned. In the old days, when ordinary tallow soaps were
made, the woman of the house, who had the task of rubbing the soap
into the clothes, and then trying to rub the soap out of the clothes,
found it to be most tiresome, back-breaking business on the part of
the housewife.

Out of that situation developed the ordinary water-power machines
that were used for washing, and from that we came to the electric-
powered type of machines, which absolutely changed the character
of the soap that was used. A tallow soap woidd not, a straight
tallow soap would not and could not be used satisfactorily in that
class of equipment.

The CHAIRMAN. They do not'use much tallow soap now?
Mr. BARNES. It is blended with the vegetable oils, and that is the

way the soapmaker is able to take care of the materials that are
available to him. We have only available to us in the soap industry
the recovered fats. Of the entire amount of the fats used in soap
factories, which run 1,500,000,000 annually , only 20 percent or less
than 20 percent comes directly from the kill of livestock or products
in which the farmer is directly interested. The balance comes
entirely from recovered material, recovered materials such as cotton-
seed oil.

The refining of cottonseed oil we get a refuse from. It is a very
black substance, and that represents about 8 to 9 percent total
weight. That substance is distilled and refined by special processes
that produce fatty acids which compete with the tallows and greases,
but, in order to use that material, and make a grade of soap that is
soluble, quickly soluble, in water, that has a sudsing value, that will
wash things that it is intended to wash, you must blend it with these
vegetable oils. This is no new matter.

Coconut oil has been coming into this country for a long period of
years.

The CHAIRMAN, You. say "vegetable oils." Are you talldng
about this particular kind of oil now?

Mr. BARNES. I am talking about coconut oil. Coconut oil, palm
oil, olive oil, are three oils that are used to blend with the recovered
fat that we have in this country to produce a soap that is satisfactory
to the people in this country today.

The CHAIRMAN. Where do you get the palm oil?
Mr. BARNES. Palm oil comes from the Congo, very largely, and

from the Dutch East Indies.
The CHAIRMAN. Do you use whale oil?
Mr. BARNES. Some whale oil comes in.
Senator HASTINGS. What about fish oil generally? Can you use

fish oils?
Mr. BARNES. Fish oils are in the same class with these recovered

fats. We can only use fish oil as a substitute.
The CHAIRMAN. If we are going to put a tax on this, why are not

the same arguments used to put it on fish oil?
Mr. BARNES. There is a tariff.
The CHAIRMAN. It does not amount to anything like 5 cents a

pound.
Mr. BARNES. There is no fish oil coming in that I know of.
The CHAIRMAN. What about whale oil?

46982-84----17
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Mr. BARNES. That is entirely a different character of oil. It is
an oil that is an animal oil. It is a mammal, and you know, the
character of it is entirely different from fish oils. Fish oils are pro-
duced in this country. We have a production on the Atlantic coast
here of about 18,000,000 pounds a year. Some years they get up to
25,000,000.

Senator CONNALLY. Let me ask you a question. What about in-
cluding the palm-kernel oil, sunflower oil, and whale oil and fish oil?
Are they all in the same category with these other oils? Are they all
used for the same purpose? "

Mr. BARNES. No. There are varied uses for all of these oils.
The CHAIRMAN. You do notuse them in the soap industry at all?
Mr. BARNES. Which?
The CHAIRMAN. Palm-kernel oil.
Mr. BARNES. The production of palm-kernel oil is not heavy. It

is not used in our industry. It is used in the confectionery and candy
trade. I say that because I happen to know that is a fact.

Senator KING. Is there any oil that will take the place of the
coconut oil?

Mr. BARNES. There is absolutely no oil that will take the place of
coconut oil in the soap industry. That is due entirely to the lauric
acid.

Senator HASTINGS. Fish oil would not do it?
Mr. BARNES. Fish oil can only take the place of tallow, in the blend

of these fats. For instance, the largest selling soap in the United
States, and I mean of each of the prominent manufacturers-not our
own particular company-are a blend of 50 percent coconut oil-
in some districts it runs 55 percent-and the balance tallow or tallow
substitutes.

If you take soybean oil, cottonseed oil, or fish oil, they must sub-
stitute in the method of manufacture that is going on today, to pro-
duce the kind of soap that is satisfactory to the people.

Senator BARKLEY. In other words, you take these oils like fish oil
or cottonseed oil that are used in soaps, instead of the fats of meats,
and you use them in combination with the coconut oil.

Mr. BARNES. That is correct...
The CHAiRMAN. I wish that you or some witness here would put

into the record what percentage of this coconut oil that is imported
goes into the soap industry.

Mr. BARNES. Seventy percent goes into the soap industry, and the
allied uses which are inedible; and the remaining 30 percent goes
into oleomargarine.

Senator McADOO. What percentage goes to oleomargarine?
Mr. BARNES. The figure is about 22 percent.
Senator McADOO. What is the remainder used for? Rubber tires
Mr. BARNES. In the candy and confectionery trade. That is

quite a large outlet for that material. They use it as a filler for
candy, and they use it in cooking, for these small cakes. I

Senator McADOO. Do they use it in the rubber industry at all?
Mr. BARNES. They use it. They just testified to that fact.
Senator KING. If you did not use coconut oil, you would not use as

much tallow, would you? In other words, the consumption of tallow
for soap is increased by the use of coconut oil?
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Mr. BARNES. We are using every pound of tallow that is available
to us in this country. There is no surplus of tallow.

Senator KING. The more coconut oil you use, the more tallow you
would use, if you could get it.

Mr. BARNES. And the consumption of soap has been growing faster
than these materials have been available to us.

The CHAIRMAN. How about sesame oil?Mr. BARNES. We do not have any interest in sesame oil. That is
entirely an oil that goes very largely into what is known as salad oil
trade.

Senator HASTINGS. There is a surplus of fish oil in this country ,
isn't there?

Mr. BARNES. No.
Senator REE.D. Tell us what would happen to your industry if this

bill were passed in its present form. Would you stop using coconut
oil?

Mr. BARNES. No, we could not.
The CHAIRMAN. You would have to increase the cost of your soap?
Mr. BARNES. We would have to increase the cost of our soap.
Senator REED. By what percentage?
Mr. BARNES. It 'would vary, depending entirely on the grade of

soap that you produce.
SenatorRED. Take one like Ivory soap.
Mr. BARNES. A soap in the toilet class would run less in coconut

oil, where the very heavy consumption exists.
Senator REED. Take laundry oaps.
Mr. BARNES. In laundry soaps, the people that I have spoken to-

well, it would be an advance of approximately a cent a bar.
Senator McADOO. You mean a 5-cent bar would be 6 cents?
Mr. BARNES. In other words, a 3-cent bar would be 4 cents.
Senator BARKLEY. What is the weight of the bar?
Mr. BARNES. Eight and a half to nine ounces.
Senator McADoo. You mean a 3-cent bar would be 4 cents?
Mr. BARNES. Yes, sir.
Senator McADOO. What would a 5-cent bar be? Would a 6-cent

bar be 8 cents?
Mr. BARNES. I will come to that. We have in this country, and

if you will look at those sheets, a %-ery peculiar condition. A very
great section of this country has a very hard water. The map there
will show it to you. The hard water districts are our agricultural
districts, to a very large extent. The South has soft water, and that.
carries right up along the Atlantic coast. It is true of the extreme
northwest.

We furnish a soap in that extreme hard water district that is marked
there lindicating]. We make a special kind, and the other manufac.,
turers do the same thing, that is 100 percent coconut-oil soap.

The CHAntMAt. We in Mississippi do not get very much of that.
Mr. BARNES. You don't need to.
Senator BARKLEY. You don't mean they don't need soap.

[Ltughter.]
Mr. BARNES. They don't need that kind of soap.
Senator McAuoo. That is an unwashed democratic State.
The CHAIRMAN. You have I minute more.
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Mr. BARNES. That kind of, soap is selling today at a nickel. It
would sell at 7 cents.

Senator CONNALLY. I want to ask you a question. Your time is
running out, however-

Senator BARKLEY (interposing). Let me make this suggestion. I
realize how valuable time is, but it seems to me it is more valuable for
us to get the facts in reference to this matter than it is for us to wind
up these hearings at any particular minute or hour.

Up to the present time these hearings have been unsatisfactory
because nobody has been able to develop the subject, and if it takes a
few more minutes for these gentlemen to live the facts to us, I think
we should let them have that -additional time.

Senator McADOO. Mr. Chairman, I would like to second that
motion.

The CHAIRMAN. It is perfectly all right for the chairman to let
these people proceed for hours and hours. It did seem to me that an
hour was enough, and we left it to these people to allocate their time.
I appreciate that the witness has had questions put to him and it has
monopolized his time. However, it has enabled him to bring some
ertinent facts into the foreground, but if you do not want to be

limited on these propositions, we will let it run on. .
Senator BARKLEY. I did not make the suggestion that there be no

limitation, but I merely suggested that a few minutes over an hour
would not hurt anybody.

The CHAIRMAN. Have you about finished your statement?
Mr. BARNES. I was just going on.
Senator McADOO. I want to urge that we extend the time for this

hearing on this particular matter, because it is a very important
matter.

The CHAIRMAN. How much would you suggest?
Senator McADOO. We should have 30 minutes more. I think an

hour and a half is really necessary.
The CHAIRMAN. We will give 30 minutes additional to each side.

How much of that time do you want to give this witness?
Mr. GORDON. As much as he wants.
Senator McADoo. I was unavoidably called out. Has Mr. Merrill

taken the stand yet?
The CHAIRMAN. No.
Senator HASTINGS. That is a very important witness.
Mr. BARNES. Going back to the fish oil, our competition in the

fish oil is the paint and varnish trade, and linoleum and leather, so
that that market is not open entirely to the soap interests.

In other words, we do not compete. And vhen you go out to
California, a very large percentage of the production of fish oil in
California goes ito edible compounds, so that we have competition
there, and it is not a matter that rests with the soap interests entirely.

On the cottonseed oil proposition, our company is very heavily
interested in cottonseed oil mills in the South.

Senator CONNALLY. What is your company?
Mr. BARNES. Procter & Gamble Co. We have a very heavy

investment. We have an investment not only in crushing mills,
but we have an investment in plants. We think that we know some-
thing about the cottonseed-o business, and its competition.
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The statement is made-well take cottonseed oil in the place of
this coconut oil. Cottonseed oil grew entirely out of the soap class.
It has been in the edible class for the last 10 years. It would be a
step backward to try to force it back on a level of the price level of
the fats it would have to compete with.

The price level of edible fats in this country averages, over a long
period of years, at least 4 cents per pound over the level of the inedible
fats. Approximately 77 percent of all of the cottonseed oil that is
produced goes into lard compound, so that the competition of that
fixes the price of cottonseed oil and in turn the price of cottonseed
is the market price of pure lard. It is the primary commodity, and
the primary commodity of such a tremendous production that it is
the determining factor, and is always pressing down on the price atwhich we who are in the refining business and marketing lard com-
pound and lard substitutes, are continually up against. Right today,
the price of cottonseed shortening or lard compound, as we refer to
it, is higher than the price of pure lard, and I am speaking of the
average production, and it is bothering us, because we know, who
are in the business, that that condition cannot stand except at the
disadvantage of the consumption of our own product.

Senator BARLEY. .To what extent would the consumption of
cottonseed oil increase if you add this tax to the price of coconut oil?

Mr. BARNBS. Senator, it would not, as far as the soap industry is
concerned, it would not be increased 1 pound.

Senator McADOO. You do not come into competition at all, that
is, cottonseed oil does not.come into competition at all with coconut
oil n soap manufacture.

Mr. BARNES. Absolutely hot. It does come in competition in the
edible products.

Senator HASTINGS. Let me inquire. If I am correctly informed,
the States of Oklahoma., Kansas, and Nebraska. are the hard-water
countries. Do you mean to say that you cannot make a sofpt that is
suitable for that country except by the use of coconut oil?

Mr. BARNES. Absolutely. That will give you the satisfactory
usage. Of course, you can make soap out of anything. Anybody
knows that.

Senator HASTINGS. How long has that particular kind of soap in-
cluding coconut oil, been used in those States?

Mr. BARNES. For a great many years. We have right in Cin-
cinnati, we have the city. of Norwood, 100 percent, with the city
limits right around it. Up in the Miami Valley, we have Dayton,
and cities of that caliber, that they cannot use anything else but 100
percent coconut-oil soap in their bathrooms. It is just impossible.

Senator McADOO. On account of the hard water?
Mr. BARNES. The water is that hard. California has hard water,
Senator McADOO. I know. We have very hard water.
Senator GoRnS When did the importation of this coconut oil

begin, in substantial quantities?
Mr. BARNES. Since 1906 in quantities. And when I say quan-

tities-
Senator GORE (interrupting). Give it to us in 1910, 1920, and 1930.
Mr. BARNES. In 1910 it was 38,000 tonis; in 1920 it was 157,000

tons. This is the coconut oil that came into the country.' In 1932
it was 238,000 tons.

259



REVENUE ACT OF 1934

Senator BARKLEY. The hardness or the softness of the water
affects the latherability of the soap, doesn't it?

Mr. BARNES. Absolutely. Coconut-oil soap is the only soap-if I
could show you a chart here which I could file, showing the chemical
analyses of all of these oils, you will see very quickly why coconut oil
is so outstanding.. .

'The CHAIRMAN. May I ask you why there has been such a great
importation recently? In a 7-month period this year, there has been a
63 percent increase. Was there an increase in the last year?

Mr. BARN ES. Last year; yes, sir.
The CHAIRMAN. Why is that?
Mr. BARNES. That is because the shipments were held back in

1932 on account of the depressed price level; in other words, there
was quite a holding back of the production which came in in 1933.

,Senator GORE. What was it in 1931?
Mr. BARNES. In 1931 it was 273,000 tons.
.Senator GORE. What was it in 1932?
Mr. BARNES. Two hundred thirty-eight thousand tons.
Senator GORE. Can you give in percentages the 4 or 5 principal

uses of coconut oil?
Senator McADOO. He gave that a moment a o..
Senator GORE. I beg your pardon
Mr. BARNES. The soap industry is 70 percent, margarine is about

22 percent, and the remainder goes into the candy and confection-
ery trade.

Senator GORE. I read a statement saying that oleomargarine was
forbidden in Canada, and that butter was lower in Canada than in this
country. Is that a fact?

Mr. BARNES. I did not hear that question.
.Senator GoR. I have seen the statement that notwithstanding the

fact that oleomargarine is prohibited in Canada, the price of butter is
lower in Canada than it is in this country.

Mr. BARNES. I know nothing of the oleomargarine situation.
The CHAIRMAN. Let me suggest that you put into the record-I

am sure you have it- the importations of coconut oil, as well as copra,
from about 1913 up to date, annually.

Mr. BARNES. I will be very glad tp.
The CHAIRMAN. Go back to the proposition to show. this large

increase during the last year. It has been called to my attention that
it was thought that a quota would be fifed' on the importation' of
coconut oil, and that it was due perhaps to that idea or influence that
brought more of it in.

Mr. BARNES. They have reached the peak of their production iii
the islands. This came naturally as the result of the war and the
demands during that period. That demand was on account of the
high glycerin content.

Senator KING. Isn't it a fact that anticipating the passage of the
bill, which limited the importation of it, that they did rush in great
quantities prior to the passage of that bill?

Mr. BARNES. I do not know.
Senator GORE. Can you give the price for each of these years, 1910,

1920, and 1930?
Mr. BARNES. I cannot, offhand. I will furnish it for the record.
Senator GORE. What is it ruling at now?
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Mr. BARNES. Coconut oil today is 4% cents New York. I was just
going to come to that to show how these oils have their natural
channels. For instance, cottonseed oil is selling at 5 cents a pound,
New York. That is not refined, but the crude, just as it comes from
the mills.

Senator BARKLEY. Wholesale?
Mr. BARNES. Tank cars.
The CHAIRMAN. It is reported to me that since the passage of this

bill in the house, cottonseed oil has gone up in price. Do you know
anything about that?

Mr. BARNES. I do, but not as the result of the coconut oil, but as
the result of putting the processing taxes on hogs, which has raised the
hog price from 2 to about 4% cents a pound. That brought up the
price of the lard with it, and permitted the compound to-be sold at
a hi her level, which brought up the price of crude oil in proportion.

The CHAIRMAN. We will thank you if you will put into the record
your brief, because you are familiar with this proposition. Are there
any other questions?

Senator CONNALLY. You represent the Procter & Gamble Co., and
you own a great many of the oil mills in the South?

Mr. BARNES. We do not own a great many. We have 12 oil mills.
Senator CONNALLY. You bought those because you wanted to get

cottonseed oil to make into soap?
Mr. BARNES. No, sir.
Senator CONNALLY. Why did you do it?
Mr. BARNES. We are also large edible-fat eople.
Senator CONNALLY. Don't you use a lot ofthat oil in your soap?
Mr. BARNES. Absolutely not.
Senator CONNALLY. None of it at all?
Mr. BARNES. No, sir. We make lard compound and we make

salad oil, cooking oils, also.
Senator CONNALLY. Then you are in a good many other businesses

besides soap.
Mr. BARNES. Yes, sir.
Senator CONNALLY. You say this would cause an increase of 1 cent

a bar in the price of soap?
Senator McADoo. For a 3-cent bar?
Mr. BARNES. Yes, sir.
Senator CONNALLY. In other words you get 3 cents for it wholesale.
Mr. BARNES. That is the consumer price.
Senator CONNALLY. What do you get for that same 3-cent bar?
Mr. BARNES. We probably get about 20 percent le~s.
Senator CONNALLY. Don't you know? You are in the soap busi-

ness.
Mr. BARNES. I can only say approximately, because it varies.
Senator CONNALLY. Say 2% cents a bar.
Mr. BARNEs."They figure 20 percent distribution cost and whole-

saler's profit.
Senator CONNALLY. Do you mean to say that if we raise the tax on

coconut oil alone, that that would increase every bar of soap 1 cent
that you sell?

Mr. BARNES. I will say this, Senator, aid I will say further than I
am speaking only on the coconut oil.
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Senator CONNALLY. You are talking about the soap which is purely
coconut oil?

Mr. BARNEs. If nothing else is advanced, and coconut oil repre-
sents only 25 percent of the raw material that goes into the soap. If
the advance ii only on the coconut oil and none of these other com-
modities that we use benefit by it and the contention of course is
that they will benefit, otherwise tiere is no reason for the tax-it
would be equivalent of the heaviest brands of soap, of laundry soap,
I cent per bar to the retailer, and we feel that is conservative.

Senator CONNALLY. You say it costs one fifth of your total cost for
making this soap with the coconut oil?

Mr.BARNES. Yes.
Senator CONNALLY. You get 2% cents a bar for it. That means

you pay a half cent for the coconut oil that is in it, and you are going
to raise the price of the soap a cent?

Mr. BARNES. How do you figure that?
Senator CONNALLY. You said 20 percent is the cost of making the

soap with the coconut oil.
Mr. BARNES. No, I did not say that. I said one quarter of the

cost of the fats that will go into a bar, and there are other factors too
that go into it, and-

Senator CONNALLY (interrupting). Of course the fats then would
cost less. One quarter of the cost of the fats alone would'be-if the
bar costs 2% cents-

Mr. BARNES (interrupting). This is a 200 percent tax on coconut
oil.

Senator CONNALLY. Let us stick to this. You say one quarte of
that 2% cents is oil and fats, don't you?

Mr. BARNES. No.
Senator CONNALLY. I thought you did.
Mr. BARNES. I said one quarter of all of the fats that go into the

soap kettle is coconut oil.
Senator CONNALLY. What about the cost? Did you say anything

about one quarter of the cost.
Mr. BARNES. One quarter of the total quantity of coconut oil

that goes mito the soap kettle represents one quarter of the total cost
of all fats that go into the soap kettle. There are a good many other
things that go into making soap.

S nator GEORGE. How much does a bar of soap cost? You just
said it would put it up I cent. How much does it cost? That is
what the Senator is asking.

Senator HASTNGS. One that retails for 3 cents.
Senator GEORGE. You say this tax would increase a 3-cent bar of

soap, 1 cent, and you certainly ought to be able to tell us how much
coconut oil you use in that bar of soap.

Senator CONNALLY. And what it costs.
Mr. BARNES. The cost of the coconut oil would be approximately

3 cents a pound.
Senator CONNALLY. How much of it is in a bar of soap? That is

what we want to know. I
Mr. BARNES. In a bar of soap of that kind it would represent 20

percent.
Senate. GEORGE. Now you are going back to percentages. You

came here and made the flat statement that a 3-cent bar of laundry
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soap would be advanced in'price 1 cent if this tax isput on. Wly
can't you break it down and give us the figures? Tell us exactly
What your coconut oil costs you now?

Mr. BARNES. It is very difficult to break it down on a bar of soap.
I can do it on a box.

Senator BARKLEY. You said a while ago-
Senator HASTINGS (interrupting). Let us take it on a box.
Senator GEORGE. He did not say on a box.
Senator BARKLEY. A while ago you estimated that the cost of

coconut oil would be half a cent in a 2Y.cent bar, didn't you? You
said that the quantity of coconut oil represented one quarter of what
went into the kettle. Does that represent one quarter of the cost too?

Mr. BARNES. It would represent one (j arter.
Senator CONNALLY. What percent of tiie cost of a bar of soap is

represented by the fats in it?
That is what I asked you three times.
Senator HASTINGS. Let us take a box of soap. I think it is not

quite so difficult to figure.
Senator McADoo. A bar is all right.
Senator KING. I do not think we should ignore the fact of the

superior quality of the soap made of coconut oil.
Senator CoNNALLY. A man that gets a superior soap should pay a

superior price.
,r. BARNES. Do you want it for ordinary laundry soap?
Senator WALCOTT. For a 3-cent bar of laundry soap.
Mr. BARNES. One half of the weight of that would be coconut oil.
Senator WALCOTT. What would be the value of that coconut oil?
Mr. BARNES. Coconut oil under the present coi.d-tions is 3 cents a

pound.
Senator WALCOTT. That is half of the weight of the bar of soap.
Mr. BARNES. That is half of the weight of the bar of soap. In

the fats that go into it, it would be about 14 or 13 pounds.
Senator CONNALLY. A box, or what?
Mr. BARNES. A box.
Senator HASTINGS. How many bars in a box?
Mr. BARNES. It depends on how it is packed.
Senator CONNALLY. Let me ask you a question. You said that this

was going to cost a cent a bar more. How did you arrive at that?
Mr. BARNES. I will tell you how I arrived at it. Six tenths of that

1 cent represented our own cost, and the balance represented costs
that would be added to the box of soap before it reached the consumer.

Senator CONNALLY. You have some other costs besides coconut
oil. Does the cost of that bar of soap-

Mr. BARNES (interrupting). This is in the increase.
Senator CONNALLY. You take the increase and figure backwards.

I want to see where you got the increase.
Mr. BARNES. You can take 13 pounds of coconut oil and figure it

5 cents a pound:
Senator CONNALLY. That is 65 cents. That is very simple. But

what d6'we know when we get through with that?
Mr. BARNES. A box of soap is selling at $2.38.
Senator HASTINGS. How many bars in it?
Senator CONNALLY. Of that $2.38, how much oil?
Mr. BARNES. 65 cents.
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Senator McADOO. That is for the coconut oil?
Mr. BARNES. Yes.
Senator WALCOTT. At the present price?
Mr. BARNES. Yes, sir.
Senator CONNALLY. How many bars in that box?
Mr. BARNES. One hundred bars. Those bars are 8% ounces.
Senator CONNALLY. So you get 65 cents for the coconut oil out of

100 bars of soap. That mean that it costs 6% mills.
Mr. BARNES. I figured 6 mills.
Senator CONNALLY. If you had told me that before, we would have

gotten along better. Six mills is the cost of all of the coconut oil in
there.

Mr. BARNES. If that is taxed--
Senator CONNALLY (interrupting). This is not all tax. You have

to pay the Philippine man something for his coconut oil, don't you?
Mr. BARNES. Five cents a pound is the tax that is being talked of

here.
Senator CONNALLY. Are you figuring the tax outside of the other

items?
Mr. BARNES. Yes sir.
Senator REED. Wil you let me interrupt a minute? I think I can

simplify this. Take a unit of 10 pounds of soap. We will say that
one quarter of the weight of that is coconut oil.

Mr. BARNES. Yes.
Senator HASTINaS. That is, 2% pounds.
Senator REED. That is 2% pounds. The cost of 2% pounds of coco-

nut oil is 73% cents, isn't it?
Senator CONNALLY. 12% cents.
Mr. BARNES. 3 cents a pound.
Senator REED. That is 7% cents worth of coconut oil goes into 10

pounds of soap. The tax on that coconut oil is 2% times 5 cents, which
is 123 cents added to the 10 pounds. And you get 14%, 11-ounce
cakes in 10 pounds of soap. So that against 143 cakes of soap you
have 12% cents for tax. is that right?

Mr. BARNES. Yes sir.
Senator REED. Which is pretty nearly 1 cent a bar.
Mr. kJARNES. Yes. Our proportion of that is of course less.
The CHAIRMAN. If you have a brief that you want to file, you may.
Senator CONNALLY. I want to ask Mr. Barnes another question.
Now, you are taking coconut oil, itself, 100 percent coconut oil

soap, aren't you?
Mr. BARNES. Fifty percent.
Senator CONNALLY. Fifty percent? Only 50 percent coconut oil?
Mr. BARNES. Yes.
Senator CONNALLY. Now, the other soaps that do not use coconut

oil it would not affect their price at all?
Mr. BARNES. No.
Senator CONNALLY. It would still stay on the soap?
Mr. BARNES. It would not be affected by the tax. There are

certain soaps that are made from-
Senator HASTINGS. Some of it is 100 percent.
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BRIEF oP F. M. BARNES, VIcE PRESIDENT THE PROCTER & GAMBLE Co., Ol"

BEHALF OF THE AMERICAN LAUNDRY SOAP MANUFACTURERS

Why the excise tax on coconut oil now before the Senate would if passed,
bring about through increased soap prices, the greatest tax ever levieA on a daily
necessity of life, affecting the health and welfare of our entire Nation.

Read the following statements of health authorities, hospital superintendents,
economists and business men who oppose the tax on the ground that it is not in
the best public interest, and that vastly more people would be harmed than helped
by its passage.

This symposium was conducted by the following men who became interested in
the proposed tax at the suggestion of the public relations department of the
Procter & Gamble Co.: Bert W. Caldwell, executive secretary, American Hospital
Association, Chicago, III. Homer N. Calver, American Public Health Association,
New York, N.Y.; E0. bahl, editor Hotel Management Magazine, New York,
N.Y.; Warren M. Persons, economist, 12 East Forty-first Street, New York, N.Y.

HEALTH AUTHORITIES AND HOSPITAL HEADS

Mr. Calver and Mr. Caldwell, the interest of public welfare, sent the follow-
in telegram to health authorities and hospital heads:

'eIn the Interest of personal and public health your attention is called to pro-
posed tax of 5 cents pe n o cont oil In tax bill now pending in Congress.
This oil is import ingredient In soa and proposed tax if ersonal Icease
price of soap approximately percent. For hospitals this would mein an aver-
age increase In court of $10 per year per bed. Tor American people it would
mean roughly $150,000,000 increase In Nation's annual soap bill. In view of this
threatened increase in cost of medical and sanitary activities and cleanliness
generally will you give me 50-word Statement which can be used for possible
publication to focus public attention on possible dangers to public health. Pleasewire me your statement day letter, collect."

All of the replies received are listed on the following pages.
Dr. A. C. Bachmeyer, superintendent Cincinnati General Hospital, says that

Increasing the cost of soa to hospitals and the public will impose great additional
expense and increase health hazards. That cleanliness Is fundamental to public
health and hospitals are now facing huge operating deficits, and such a tax
presents real dangers to public health, He urges strong op sition.

Dr. Bernard ang don Wyatt, of Tucson, Ariz., says that the oil levy in the
tax bill now before Congress is an unwarranted pen ization of personal cleanli-
ness and unjustifiable addition to the cost of hospitalization and medical care.
Its passage would be as backward a step as the French window tax which put
a premium on free air and sunlight.

Dr. Ira S. Wile, of New York, says that soap is an index of civilization and
to reduce its use by increasing cost for medical, sanitary, and hygienic purposes
is unwise. That soap as a cleanser Is an essential for public and individual
health, and the proposed taxing of coconut oil, an important soap ingredient.
is contrary to a clean deal for the public.

Dr. . C. Geiger, director of public health, San Francisco, says that the pr-
osed tax will triple the annual expenditure for soap in one San Francisco County

hospital, and that this luxury tax on a public health necessity at a time when all
agencies are striving to maintain personal hygiene and morale of the low-income
group, is contrary to all principles of democracy and the national recovery
program, and disease prevention.

Dr. J. C. Sleet, acting health commissioner of the city of Norfolk, says that irs
behalf of public health, fe is decidedly opposed to the5-cent per pound tax bill
on coconut oil now pending it Congress, as this oil Is a necessary ingredient or
soap, and the tax would greatly Increase the cost of cleanliness, unquestionably-
being a health detriment to our public.

Dr. Irving S. Barksdale, city health commissioner, Greenville, B.C., says that
they have had recently much trouble with epidemics of the itch and ringworm of
the scalp among the poor of Greenville, and if Congress puts this ta':. or embargo,
on soap manufacture everyone will have these filthy diseases. His nne wish wl
then be that the entire Congress visit Greenvillb and catch these diseases them-
selves, and this would convince them of their folly.

Dr. George A. Soper, of Great Neck, N.Y., says he Is thoroughly opposed to
anything which would make It harder for people to keep themselves and their
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surroundings clean. He looks upon soap as one of the greatest helps to health
and sanitation ever invented and to increase its cost would restrict its use, and
-should be opposed.

Dr. M. D. Ailes, director of health, Akron, Ohio, says that for cleanliness and
health, soap is a necessity-a necessity for the poor, no matter how poor as well as
for the rich, and its benefits should not be sacrificed. It is one product that should
cost less, and certainly nothing should be done to increase its price.

William S. Kirschbaum, agent and executive officer, New Bedford, Mass., says
that hospital expenses are already high enough, without increasing the cost, and
if the proposed tax of 5 cents per pound on coconut oil will increase the cost per
bed in hospitals $10 a year, the bill should be killed. Why penalize those who
have the care of the sick, and I know the New Bedford Board of Health will bear
me out in this statement.

Dr. Robert Spurr Weston, of Boston, Mass., says he believes the tax on coco-
nut oil is unfair to producer, burdensome to the consumer and would impair
public health and cleanliness, and would be especially burdensome to users of
hard water in the West. It would be better economics, by far, to tax all commodi-
ties a little, than one so necessary so much.

Dr. B. D. Jaffa, health officer, benver, Colo., says that under present economic
strain any increase in operating expenses will have a marked effect in decreasing
efficiency and curtailing essential activities of institutions devoted to public
welfare, and in view of the general improvement in health conditions and the
reduction in disease, greatly due to cleanliness and health-education campaigns,
the proposed tax would be a backward step in public health.

Dr. Nelson C. Dysart, health commissioner, Columbus, Ohio, regards as perni-
cious, the proposed tax on coconut oil, and in the interests of hygiene and health
says the price of soap should be kept within easy of everyone, and particularly
the poor who would, of course, be the hardest hit by such a tax as proposed.' Dr. George C. Ruhland, commissioner of health, Syracuse, N.Y., says the
proposed tax on coconut oil seems highly undesirable as tending to increase
materially the cost of soaps, not only to the public in general, but especially to
hospitals where soaps of coconut-oil base are largely used. He says the tax
would be at the expense of hospitals and public sanitation.

Dr. James R. Smith director of health, Erie, Pa., protests against the proposed
tax on coconut oil. Re says that from a public-health standpoint, cleanliness is
a necessary adjunct to health, and that soap, of which coconut oil is a component
part, should be available, especially to the portion of our people who are financially
unfortunate.

Dr. F. 0. Bates, president, South Carolina Hospital Association, of Charleston,
S.C., says that the hospitals of South Carolina oppose the proposed excise tax
of 5 cents per pound on soap-making oils and fats, because it means an unjust
and unwarranted increase in the cost of a commodity absolutely necessary
In the care of the sick. He says the tax will add greatly to the operating costs
of hospitals when their financial resources and credit extended are breaking a
point in furnishing hospitalization in increased number to needy charity patients.
It will be a direct tax on hospital charity.

Dr. Clarence H. Baum, president, Hospital Association of Illinois, Danville,
Ill., says the proposed tax on soap ingredients will add millions of dollars to
hospital overhead, and as hospital resources are exhaused, the extra tax will be
tragic as soap is necessary. Many charity cases will have to be refused care if
extra cost is imposed, as 20 percent of the patients now are free. The Govern-
ment is helping business; we trust it will aidthe hospitals.

B. W. Stewart, president, the Ohio Hospital Association, Youngstown, Ohio,
says that the cost of operating hospitals has been increasing rapidly with scarcely
any increase in income, and the hospitals already owe thousands of dollars for
merchandise and unpaid pay rolls. Any legislation, such as the excise tax on
soap-making oils and fats which will increase hospital costs, will be a decided
hardship on voluntary hospitals, as the hospitals have spent millions of dollars
in caring for the sick unemployed.

A. E. Hardgrove, executive secretary, Ohio Hospital Association, Akron, Ohio,
says the Ohio hospitals are vigorously opposed to the proposed excise tax on soap-
making fats. He says the demands for hospital care of indigent sick without
governmental aid available for other relief has placed them in desperate financial
condition. The burden now carried by hospitals at the expense of wages and
hours of employees cannot be increased, and the Federal Government must
recognize the part contributed by the hospitals as relief agency and protect
their financial standing. 1
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E. C. Polhman, secretary, Iowa Hospital Association, Iowa City, Iowa, on

behalf of the Iowa hospitals, wishes to respectfully protest against the excise tax
on soap-making ingredients, unless charitable institutions are exempted. He
says that the greatly increased service to charity patients without compensating
public support, makes necessary every economy in all hospitals, and any addi-
tional burden must result in lessened service to charity patients.

Albert 0. Hahn, executive secretary, Indiana Hospital Association, Evansville
Ind., says the Indiana hospitals cannot continue serving increasing number of
charity and part pay patients If taxes on commodities continue increasing. He
also says that the excise tax on soap making oil is a malicious legislation affect-
ing health and sanitation of our Nation's hospitals that are now borrowing to
meet current expenses with the credit limit near. He urges legislators to stop
the measure.

A. M. Calvin, secretary, Minnesota Hospital Association, St. Paid, Minn.,
says voluntary hospitals are greatly burdened through caring for patients unable
to pay for services rendered, and the proposed excise tax on soap-making oils
andfats will add to this heavy load. He says the City Hospital of Minneapolis
is now under quarantine and voluntary hospitals are offering their beds for com-
munity welfare. Hospitals should be exempt from increased taxation of this
kind.

Fred M. Walker, secretary, Florida Hospital Association, Jacksonville, Fla
says the hospitals are unable to meet the needs of deserving charity patients a
present, and higher tax upon oils and fats of soap will be reflected in reduced
volume of charity service with consequent distress and human sacrifice. It will
place a -penalty upon maintenance of sanitation and health.

Gladys Brandt, vice president Indiana Hospital Association, Logansport,
Ind., says that every hospital should oppose all excise taxes on essential com-
modities, as many hospitals have exhausted reserve funds and credit is limited;
other hospitals feel the alarm of diminishing resources. All are listed as increas-
ing number of worthy charity patients and excise taxes are inconsistent with the
free service furnished indigents.

Lee C. Gammill, president Arkansas Hospital Council, Little Rock, says the
Arkansas hospitals are seriously concerned about efforts to impose tax on soap-
making oils and fats, as our hospitals are bankrupt with patients unable to pay.
He says that continued increase of commodity cost without any relief is fast
breaking down hospital service, and it Is imperative that every effort be made to
prevent taxation of hospitalization.

Carl P. Wright, New York Hospital Association, Syracuse, N.Y., says that the
proposed tax on soap-making oil is unjust and unwarranted, and adds additional
burden to voluntary hospitals now in desperate financial straits because of
terrific increase in charity work and decreased incomes and contributions. He
says it will mean disaster to 500 New York State hospitals, and vigorously protests
this unjust levy. He also adds,- "Are we the forgotten man"?

V. Ray Alexander executive secretary Missouri Hospital Association, St.
Louis, Mo., says the Missouri voluntary nonprofit hospitals regard the proposed
5 cents per pound excise soapmaking oils and fats tax prohibitive, and a financial
burden and jeopardy to health standards of cleanliness and sanitation. He says
that further increased costs will impair the care of indigents and possibly force
closing many voluntary hospitals, reacting against public welfare. He protestsvigorously.Carolyn E. Davis, president Northwest Hospital Association, Portland, Oreg.,

says the Northwest feels that the American Hospital Association should oppose
the excise tax on soap-making oils and fats. She says the increased cost on an
essential commodity will be a million dollars annually and hospitals are struggling
to meet increased charity work now. It will be a direct tax on hospital charity
creating unnecessary hardship and suffering upon needy sick.

R. L. Roy, Jr., secretary Oklahoma State Hospital Association, Oklahoma
City, Okla., says the Oklahoma hospitals cannot bear the additional burden
imposed by the proposed excise tax on soap-making oil. Charity has increased
and the majority of other hospital cases are part pay only. Many of our hos-
pitals are now defaulting financial obligations and cannot survive even under
present prices. Our health and sanitation is at issue and must be safeguarded.

Frank J. Walter, Colorado Hospital Association, Denver, Colo., says the
Midwest hospitals are concerned over the proposed excise tax on soap-making oils
and fats. He says that their hospitals are already overburdened giving medical
care to unemployed, and such taxes will increase their operating expenses and
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lessen their ability to give services to charity, and they feel this would not be in
kIepinj with the President's program.

Dr. A. Hieronymous health ofcer, Oaklad, Calif says that the proposed tax
on coconut oil, increasing the price of soap. would add to the present burden of
high ost of medical, care, andublic-health activities, hospitals, clinics, general
sanitation and cleanliness woua be handicapped. Food and milk handlers must
wash frequently with soap and water, and this practice would be endangered.

Lester A. Bound, director Rhode Island Public Health Commission Provi.
dence, R.I., says that oep iW one of the most valuable accessories available to
prevent the spread of Infectious disems and its universal availability enhances
i value tremendousy.' He says nothing should be done to limit its use.

M. P. Ravenel. director of health, Columbia, Mo., says he believes the pro.
posed tax of 8 cents per pound on coconut oil will impose unjustifiable burden on,
consumers of soap and increase the soap cost estimated at $180,000 000 annually.
He says that the hospitals and charitable Institutions will be hard hit and medical
and sanitary activities will suffer severely.

Dr. Leon Banov city-county health officer, Charleston, S.C., says that as a
health factor, America needs reasonably priced soap more than it does the prover-
bial nickel cigar. The proposed tax of 5 cents per pound on coconut oil threatens
unnecessary burden on all public-health agencies attempting to educate the public
in elemental lessons of cleanliness as a safeguard against communicable diseases.

Dr. H. Sheridan Baketel, Jersey City, N.J. says that cleanliness is next to
godliness, but there will be a marked decrease in cleanliness if any tax is put on
oil for soap which would so materially increase the Nation's annual soap bill.
He says that public health should not be taxed.

W. S. McNarv, of the Colorado Hospital Asbociation, Denver, Colo., says the
Colorado Hospital Association again protests against the imposition of the pro-
posed excise tax on soap-making oils and fats. He says they feel the President's
recovery program does not intend additional burden on public and private
hopa which are already carrying almost unbearable charity loads.

H. E. Bishop executive secretary hospital association, of Pennsylvania Sayre,
Pa., says it is absolutely necessary that voluntary hospitals of the United States
be exempt from the tax of 5 cents per pound on soap-making oils as passed by the
House. Our hospitals are struggling with greatest financial problems in their
history, due to the greatly inereaid load of free work they must accept because
of unemployment and this additional unnecessary burden would be unfair.

W. B. Grayson, State health officer, Little Book Ark., says that as coconut oil
is used extensively In manufacturing soap, if taxed, it wl decrease substantially
the saes of this disease-preventing commodity, and It is generally known that
where alth prevails, disease claims Its toll. The liberal and universal use of soap
as a detergent no doubt prevents more illness than all other preventive means
combined.

Dr. John 0. Abele, city health officer Portland, Oreg., says that a tax on any
ingredient of soap is a crime against the health of our American people. For
years we have taught the public that cleanliness is on par with godliness and now
we are to be taxed for being clean, for of such is the burden of heaven.

The following either were not familiar enough with the subject to make a
statement, or else were in favor of the tax:

Mr. James M. Parrott, Raleigh, N.C. advises he is not sufficiently advised as
to the matter to justify an opinion and therefore declines to express one.
. Mr. J. P. Kennedy, health officer, Atlanta, Ga., says that we of this section are

in favor of the proposed tax on coconut oil.
Thomas Parran, Jr., commissioner of health, Albany, N.Y. says he is strongly

in favor of the proposed tax of 5 cents per pound on coconut oil as the agricultural
considerations far outweigh the indirect public-health aspects which concern
Mr. Calver.

S. R. MeKelvey, Denver, Colo., says he is'not prepared to safely give a state-
snent for publication relative to the coconut-oil tax.

Charles D. Howard State board of health Concord, N.H., says he feels they
are insufficiently familiar with all angles of ihe coconut-oil tax proposal. As it
appears, the State farm board and local dairymen are actively championing this
proposal and he believes it expedient not to make a statement.

Dr. Charles W. Decker, president Southern California Public Health Associ-
ztion, Los Angeles, Calif., says that the proposed 5 cents tax per pound on coco-
nut oil will do great good In upholding American standards of living for dairy
farmers of the Unitedz-tates-that the advantage of wholesome butter as a food
for children far more than offsets increase, if any, in the cost price of soap.
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SCONOMlSTS

Mr. Persons sent the following telegram to leading economists:
"In the interests of the private and the public hqath, may I not draw your

attention to a tax provision in the proposed tax bill now pending in Congress?
This provision provides for a tax on coconut oil which will raise the price of
soap SO percent and thus Increase the costs of cleanliness to millions of people
and the costs of hospitalization and other public-health activities connected
with cleanliness very greatly. The proposed tax of 5 cents per pound on coconut
oil, one of the most important ingredients used in soap making, represents an
impost of 200 percent on the present value of this raw material , which sells in
world markets for about 2% cents per pound. I understand that the tax has
been Inserted into the tax bill by the butter interests who are conducting a
vigorous campaign to rid themselves of competition of this oil, oleo, tallow, fish
and cottonseed oils for all purposes. The proposed provision, if enacted, will
Increase the cost of soap per hospital bed per year $10 and will increase the
total annual soap bill of the American people $150,000,000. Public attention
must be focused and public interest aroused on the dangers to the public health
and pocketbook If such a tax proposal goes through. May I not have your
50-word day letter collect for possible publication on this issue?"

All of the replies received are listed In the followingrages.
Glenn E. Hoover, professor of economics, Mills Co ,ege, San Francisco, says

the farmer has always been the fair-haired boy at Washington, but if his spokes-
men greedily insist upon a prohibitive tax on copra-in other words on soap and
therefore the health of the American people-the patience of the Nation will be
exhausted.

M. C. Rorty, economist, Lusby, Md says that any further restrictions on
imports, whether of coconut oil or manufactured goods, will react with ultimate
certainty to reduce the volume of our basic exports, among which wheat and
cotton are important Items.

John H. Cover economist, University of Chicago, Chicago, Ill., says that the
adjustment of tariffs downward scientifically is long over due-that Is particularly
true of consumer goods and of Ingredients entering into preparation of commodities
for general consumption, and Increased duties on articles in this field would be a
travesty
I Frank D. Graham, economist Princeton University, Princeton, N.J says that
the proposed tax on coconut oil, like many other such taxes, is prima face strongly
detrimental to national economic interest. The presumption is all against them.
Secretary Wallace himself, in the pamphlet America Must Choose, has shown
that even for those they are supposed to benefit, such imposts are futile.

Lewis H. Haney economist, New York, N.Y., says he considers a tax on coco-
nut oil unwise as tending to raise the cost of living. It would further restrict
foreign trade and be. in conflict with tariff moderation. Any artificial rise in
butter prices would hurt the butter market.

E. E. Agger, professor of economics, Rutgers University, New Brunswick, N.J.,
says that from the point of view of public policy, tax on coconut oil would be
indefensible, equivalent fiscally to sales tax upon necessities of life, aggravating
already serious tax burden on low-income groups and raising the cost of living
of masses, tending in consequence to slow down pace and narrow scope of recovery.

John J. Quigley, Ph.D., New York University, New York, N.Y., says that the
proposed Federal tax on coconut oil seems certain to injure a majority of our
citizens. Prices of products made from it will be greatly increased, perhaps by
more than the tax to the detriment of importers, and of consumers, and the
resulting revenue to the Government is hardly a compensation.

Walter Spahr, professor of economics, New York University, Bellerose, N.Y.,
says he would consider it extremely unwise and inimical to public interest to
increase radically the cost of soap, and consequently the cost of health, by
pledging a tax of five cents per pound on coconut oil.

Gordon S. Watkins, professor of economics, University of California, Los
Angeles, Calif., says he is unqualifiedly opposed to the proposed import duty of
5 cents a pound on coconut oil. The tax Is unnecessary and unjust and the
imposition of such a tax would involve the sacrifice of the health and welfare of
the people at large, to the selfish interest of those who are motivated completely
by profits.

Alvin B. Biscoe, professor of economics, Bucknell University, Lesisburg, Pa.,
says that the demand for soap is not sufficiently elastic to maintain present sales
with 200 percent increase in cost of coconut oil. Decreased use of soap must



270 AVENUE ACT OF 1934

endanger private and public health through risk of infections and epidemics. He
says he considers the proposed tax on coconut oil inimical to social welfare.

J. E. Pope, professor of economics, University of Michigan, Ann Arbor, Mich.,
says the tax'on cocoanut (il and similar fats In both senseless and futile, and I am
sure would be opposed by farmers if they understood the situation. Any slight
profits to them from its imposition would be offset many times by inevitable
increase in the cost of soap and Other products which farmers must buy and of
which these fats are vital ingredients.

Don C. Barrett, professor of economics, Haverford College, Haverford, Pa.,
says the tax of 5 cents per pound on coconut oil in the tax bill now before Con-
gress is unwarranted and against the public welfare. The increased financial
burden such a tax would impose upon hospitals of the country alone, in cost of
soap, ought to condemn it.

Jhn Parke Young, economist, Pasadena, Calif desires to register a protest
against the high tax on coconut oil proposed in tax bill pending in Congress. He
says this tax would greatly increase the price of soap to masses, and the use of an
Important necessity like soap, vital to health and welfare of everyone, should not
be repressed by excessive taxation.

0 Q. A. Kleene, professor of economics, Trinity College, Hartford Conn., says
he is emphatically opposed to the taxation of coconut oil which is so Indispensable
an ingredient of soap that the proposed bill would lay a burden on a whole popula-
tion and especially on hospitals and other health activities.

Prof. C. E. Turner, Massachusetts Institute of Technology, Cambridge, Mass
says that soap is such a fundamental factor In the maintenance of cleanliness and
In the prevention of disease, that a sharp increase in costs to hospitals and to the
poor would be most regretable.

Marcus Whitman, University of Alabama Tuscaloosa, Ala., says that as coco-
nut oil is used for making consumers goods' that are prime necessities, not luxuries,
logically it should not be subject to excise taxation. At present the people on
county relief rolls are asking for soap and cleaning compounds, and the tax pro-
posed will substantially Increase the cost of Government relief. .

E. L. Bogart, University of Illinois, Champaign, Il., says he wishes to join in
protest against the proposed tax of 5 cents per pound on coconut oil inserted in
tax bill now before Congress. He says the pervision of protective private and
public health in indefensible-coconut oil is an essential raw material.

G. B. Roorbach, Harvard Graduate School of Business, Cambridge, Mass.,
says that unreasonable import duties such as those proposed on coconut oils
are to be condemned as subversive to the best interests of the country and all
its people, and eventually to the dairy interest itself-it is an unjust, foolish, and
unnecessary taxation.

Herbert F. Fraser, Swarthmore College, Swarthmore, Pa., says he Is strongly
opposed to duty amounting to 200 percent ad valorem. I support your opposi-
tion on the basis of reasons and facts given in telegram. Butter interests should
be given subsidy direct from the Treasury if they must have support, which I
doubt.

Spurgeon Bell, Ohio State University, Columbus, Ohio, says that we can count
on him as opposed to the tax on coconut oil. He does not favor sales tax on the
ordinary necessaries of life and particularly those having bearing on public health.

r.Dhsetth BINS X1 0 VS

Mr. Dahl sent the following telegram to. a group of representative hotel
executives:"In your interest and that of public health your attention is called to proposed
tax of 5 cents per pound on coconut oil in tax bill now pending in Congress. This
oil is important ingredient in soap. The tax represents an impost of 200 percent
on the present value of this raw material which sells in world markets for about
2% cents per pound. Proposed tax, if enacted, will materially increase the price
of soap. In view of this threatened increase in costs and dangers to sanitary
activities and cleanliness generally will you give us a 50-word statement which
can be used for possible publication to focus public attention on this matter?
Please wire us your statement night letter collect."

All of the replies received are listed on the following pages.
Franklin Moore, manager Penn Harris Hotel, Harri sburg, Pa., says the pro-

posed tax of 5 cents per pound on coconut oil is only one more illustration of
deplorable governmental trend. The political goose that laid the golden eggs
will expire when Americans are aroused to realization of impossibility of perpetuat- 1
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ing American principles of liberty and opportunity for individual achievement
under already top heavy bureaucracy.

H. P. Somerville, the Willard, Washington, D.C., says that the proposed
5-cent tax on coconut oil is not just another nuisance tax, but one that affects
every individual in the country who uses soap, as it would probably result in
doubling the price of this universal and necessary article of daily sanitation and
cleanliness throughout the entire community.

J. M. Davenport, Davenport Hotel, Spokane, Wash., says that the proposed
tax of 5 cents per pound on coconut oil, if enacted, will do a gross injustice to
all consumers and would necessitate severe increased cost which would tend to
reduce the use of the commodity to such an extent as to endanger public health
and sanitation.

James Woods, president Woods Drury Co., San Francisco, Calif., emphatically
urges against the proposed tax on coconut oil as included in congressional bill
now pending,,, He says the tax would materially increase the price of soaps now
used for cleat ng in hotels and public buildings, and tend to curtail established
methods of public sanitation. The proposed tax also discriminates against
profitable import now entering Pacific ports.

James E. Knott, Knott Hotels, New York, N.Y., says the proposed tax on
coconut oil used for soap most certainly comes under the nuisance category, and
discouraging use of soap in this day and age should be furthest from all minds,
including our lawmakers. This impost of 200 percent tends toward unsanitary
conditions.

Allis Hotel Co., Kansas City, Mo., says the proposed increase in tax on coconut
oil which would automatically force higher price on the cost of soap for hotel use
must be opposed, as supplies for hotel use have constantly increased with no
attending ncrease in hotel rates. We trust that the tax on coconut oil will be
defeated so at least the price of soap can remain the same.

Mr. F. W. McKenzie, president, the Tolman Laundry Washington, D.C., says
that General Johnson in his letter submitting the laundry code to the President
has aptly stated conditions of laundry industry, and the addition of tax on soap.
making oils and fats will prove ruinous. I urge you to use every effort to secure
elimination of this provision from tax bill.

C. C. Craig, president, Community Laundry, Los Angeles, Calif., says that the
tax now pending in Senate will double their soap costs and they are already carry-
ing as much burden as they can possibly stagger along under with labor regulation
and increased taxes. He asks us to make every effort to head this off.

B. C. McClellan, chairman of the board, Laundry and Dry Cleaning Service,
Inc., New Orleans, La., says the laundry business in Louislana is suffering ma-
terially due to the depression, and if the tax on oil used in the manufacture of
soap is passed it will create a great hardship on the industry, as they are in no
position to absorb this additional cost, and if passed along to the customer will
greatly reduce their volume-the tax is a decidedly uneconomic one.

Mr. Tom G.°Leachman, Dallas Tex., says their laundry industry rendering
service only has been sorely pressed by processing taxes on cotton goods and other
supplies. The 5 cents per pound excise tax on coconut oil practically doubles
their soap expense at a time when they cannot bear it. Over 2,000 employees in
Dallas Tex, depend on this industry for a living. Certainly we should have
favorable consideration.

Copra and coconut oil imports

[Tons of 2,000 pounds)

Copr Conut

Year Copra as o-63 o Total
percent

o00 ................................................... 114 72 ........... 72
1905 ................................................... 113 71 ............ 71
1907 .................................................... 3,532 2,225 17. 772 19,997
1908 .................................................... 7,01 4,448 22,711 27,389
1909 .................................................... 11,871 7,479 28,151 33,630
1910 .................................................... 10, 416 6, 1 24,017 30,578
1911 .................................................... 19,041 11,995 25,801 37,55
1912 .................................................... 32,253 20,319 23,011 43,330
1913 .................................................... 17,142 0, 799 25.2-47 36.046
1914 ..................................................... 22,719 14,312 37,193 51,805
1915 .................................................... 44,345 27,927 31,625 9,552

40982-84----18
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Copra and eocsu oil imporbs-Continued

(ToM of 2.00 pounds

Year Copa Coconut Toa
percent oil

1910.............f 5424 34,150 88.& 07,407
19 17............ 128,82 77,819 M9O0M 11749jois .................................................... 17 ,M 31 20

1 9 1' 1828 15.08179 ,8 18,20

S.................................................. , 784 107 07 17 791
191 ................................................... 60 008 4 14 0 5,w
12 .................................................... 13,47 84721 110707 19,798
1999 .................................................... 1047 1 04888 90680 1984238IM .................................................... 14 58 9165 1%37 W ,0

9I .................................................... 18% = 114 0,n 12 9 2.98
194 4883 9.05 11317 204, 002

1 .................................................... 1 2068 11403 116249 20,93

192 .................................................... 27 497 1731 3 14.085 38,248
12 .................................................... M 996 184 127 146.318 3M445

1928 ................................................... 2K5 6 179.637 2045,68 3)8,805
1930 ................................................... 29,69 187.831 15 969 3 491
19 1 ................................................... 229.473 144, M8 162. 307,155
12............................................. 2272 142,836 124.858 267.894
93 ................................................. 330436 28175 18,039 36,2 14

Includes figures for 18 months on scomt of change In statistics from fiscal to calendar year. Years
19060 to 1917, Inclusive, are for year ending lune 30.

. ISOAP PRICES

The soap industry has, through increased efficiency in manufacturing and dis-
tribution generally, plus Increased volume, been able to produce the highest.
grade soap at the lowest prices in history. As an example, the prices on P & G,
the white naphtha, the largest sellpg bar laundry soap In the United States, are:
1908-15, 4.8 cents per pound ---------------------- ouncq bar. - 3.34
19168 5.4 cents per pound ----------------------------- do-- & 70
1917, 7.2 cents per pound ----------------------------- do.... 4. 96
I9ao, 8.7 cents per pound ----------------------------- do.. --- 6.01
1924, 6 cents per pound ------------------------------ do ..- 4. 10129, .6 cents per und ------------------------------- do .... 4.561930, 5.8 cents per pound ----------------------------- do .... 3.97
1931, 5.5 cents per pound ----------------------------- do..-- 3. 79
1932, 5.4 cents per pound --------------------------------- do ..--- 3. 68
1932, 4.3 cents per pound ----------------------------- do ..--- 2. 95
1933, 4.3 cents per pound -------------------------------- do._- 2. 821934, 4.1 cents per pound .o.. .8

ADDITIONAL BRIEF or F. M. BARNES 0

THE LIVESTOCK PRODUCER AND THE COCONUT OIL TAX

It is urged that the tax will restore to the producers of livestock a market for
tallow that could enter into the manufacture of soap.

The domestic fats consumed in the soap kettle now are essentially of the same
character as those which were consumed in 1922, viz., Inedible tallow produced
from refuse materials, collected from the restaurants, hotels, boarding houses
and retail meat stores, for all of which the meat price has been paid before it
reached the hands of the refuse processor or tallow renderer, and the inedible
tallow and grease in 1912 constituted 46 percent compared to 45 percent of the
total in 1932, showing that the ratio has remained practically constant with
respect to its consumption in the soap kettle.

In further connection with the consumption of domestic oils and fats In the
soap kettle, we would call attention to the fact that the United States Bureau of
the Census shows in its record of factory consumption of oils and fats for the
year 1932 that the soap industry consumed practically 900 million pounds of
domestic oils and fats. This represents an increase of 50 percent in the consump-
tion of domestic oils and fats for 1932 as compared to 1912. Obviously, such
increase as has occurred In foreign oils and fats has not been at the expense of
domestic oils and fats. It is apparent that the imported oils and fats have served
to carry the domestic oils and fats into consumption In the soap kettle.
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Should the tallow renderer be able to participate in any increase of price of
domestic fats and oils resulting from the excise tax on coconut oil, it could be only
to the extent of the tariff duty on tallow. This duty is J4 cent per pound in the 1930
Tariff Act. Any increase in Me price of owotu over the world price level in eaes of
%~ cent per pound would invite imports of NEw Zealand, Australian, and Argentine
tallow.

As explained in the memorandum concerning the cotton grower the soap
maker buys coconut oil because of its free-lathering properties which are imparted
to it by its high lauric-acid content. Since tallow contains no laurie acid it has
no free-4athering qualities and cannot be used to supplant coconut oil in soap.
Cb6ofhut 11" ii place of competing with tallow in soap actually carries tallow into
consumption In the soap kettle.

The Packers' Encyclopedia, page 131 (photostat attached) shows that the
yield of inedible tallow in the packing house amounts to 5.386 pounds per 1,000-
pound steer. Should, by any possibility, the price of tallow be advanced to the

.full extent of the %-cent per pound tariff on same, as a result of the levying of
the 5-cent excise tax on coconut oil, the total net return to the meat packer
per 1,000-pound steer could not exceed 2.68 cents.

INEDIBLE TANNAGE YIELDS

The following tests on the yields of various products which may be obtained
by rendering in the inedible tanks will be of interest to all superintendents and
tankhouse men.

No. I white grease test.-Test on 5,600 hogs to find the yield of no. I white
grease. In addition to the regular inedible offal, the followingpieces were ren-
dered: I dead hog, 28'6ofibimnned ho, 30 c6ndemned heads. The white grease
recovered in this test amounted to 15,30 pounds or 2.73 pounds per hog.

Yellow grease test.--The following is a test on ,432 hogs to find the yield of
yellow grease:

Inedible tankage yields
9

Products to tank Total Pounds
pounds per hog

Pig bags ...................................................................... 6120 i.819
.un . . ........... ......... .......... .......... 141 1.498

CAR-& basin skimmings ......................................................... 4,257 1.240
Flooromp ...................................................................... 62 .19

Total green product ....................................................... 16303 4.750
Yield of yellow grease .................................................... . 1 320 .39

Tallow yields.-The following test is one which indicates in a general way the
yield of tllows which are obtained from cattle:

per head
Edible tallow -----------------------------------------------...... 1.13
Prime tallow ----------------------------------------------------- 4. 41
No. 2 tallow -----------------------------------------------------. 05
Brown grease ---------------------------------------------------- 1. 23

Total ----------------------------------------------------- 7. 72
The tallow from calves is indicated by the following test: Pound

per head
No. I tallow ----------------------------------------------------- 0. 45
Brown grease ----------------------------------------------------. 65

The tallow yield from shecp is indicated by the following test: Pound
per head

No. I tallow ---------------------------------------------------- 0. 19
No. 2 tallow -----------------------------------------------------. 28
Brown grease ----------------------------------------------------. 19

Tegts on condemned offal.-The following yield of condemned viscera has an
important bearing, as it is necessary to know this in order to calculate the losses
(Al co(tPidlined cattle:
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Green product tanked: 14 sets viscera, 8 paunches, 16 sets guts, 68 pieces liver.
Total weight 9,863 pounds. Yield no. 2 tallow, 701 pounds or 7.33 percent.
Pressed tankage (10 percent moisture basis) 769 pounds or 8.04 percent.

In addition, of course, there was a yield of tank water, which, depending on the
individual case, should be analyzed and its value calculated in determining the
value of the offal.

Following is a test on condemned hog viscera: 102 sets. Weight 4,430 pounds.
Yield no. 2 white grease 340 pounds or 7.67 percent; pressed tankage (10 percent
moisture basis) 204 pounds or 4.60 percent.

The value of the tank water in this case should be determined and enter into
the calculation also.

THE HOG RAISER AND THE COCONUT Ofl TAX

It is urged that.the hog raiser will be benefited in that the tax Will tend to reduce
the existing large surplus of lard.

The inference to be drawn from the contention above noted, is that coconut oil
competes with lard and lard compounds, whereas, on the basis of statistics com-
piled by the Bureau of the Census for 1932, coconut oil constituted less than 1
percent of the fats and oils used in lard compounds and vegetable shortenings
which commodities are the only real competitors of lard. Furthermore it should
be pointed out that coconut oil is one of the few oils which is completely lacking
in shortening properties, and obviously it cannot be -used to any appreciable extent
in this field, regardless of price considerations.

The annual exportation of lard amounts to about 600 000,000 pounds. The use
of coconut oil in lard substitute in 1932 amounted to fess than one and one half
percent of this exportation and only one half of one percent of the total production.

Lard substitutes, as made in the United States, are composed almost entirely
of domestic vegetable and animal oils and fats. In 1932 77 percent of our domes-
tic cottonseed oil was consumed in this channel. The balance was consumed in
salad and cooking oils. Only .2 of one percent was consumed in nonedible or
industrial channels. This was so-called "off-gradel oil unfit for edible usage.

THE COTTON GROWER AND THE COCONUT OIL EXCISE TAX

It Is contended that the cotton grower will likewise be benefited by an increase
in the market for cottonseed oil.

This statement does not take into consideration the fact that under present-day
conditions cottonseed oil is consumed practically entirely in edible channels and
is virtually not used at all in the soap kettle, which is the chief outlet for coconut
oil. The consumption of cottonseed oil in the soap kettle in the year 1932 was
only 0.23 of I percent of the total oils and fats consumed there on the basis of
the United States Bureau of the Census figures for factory consumption of oils
and fats; despite the fact that during that year coconut oil sold at a materially
higher price than did cottonseed oil. (Coconut oil averaged during 1932, 3.57
cents per pound in price as compared to 3.07 cents per pound for cottonseed oil.)

Coconut oil is used in the soap kettle because of its very high content of laurie
acid, which imparts an extremely free lathering quality to soap made therefrom.
Cottonseed oil contains no lauric acid and, therefore, could not impart any free
lathering qualities to the soap. In addition, it has decidedly objectionable quali-
ties in that it possesses an excessively high quantity of linolic acid which is readily
oxidizable and hence promotes rancidity when used in the manufacture of soap.
Coconut oil contains no linolic or other acids which are oxidizable. These
inherent differences in the chemical make-up of coconut oil and cottonseed oil
prohibit any degree of inerchangeability of the two oils in the manufacture of
soap.

In the essence, when a soap manufacturer purchases coconut oil he is buying
lauric acids. He will not buy cottonseed oil when he needs lauric acids, for the
simple reason that cottonseed oil contains no laurie acid. Were cottonseed oil
to be used in the soap kettle it would be merely as an inferior substitute for
inedible tallow. Before it can be so used it must be hydrogenated. This costs
at least I cent per pound. Since tallow bears a tariff duty of only one half
oent per pound it is obvious that it would be far cheaper to import tallow from
Australia and the Argentine in preference to processing cottonseed oil to simulate
tallow.

According to the records of the Department of Commerce and the Department
of Agriculture, the consumption of edible fats and oils in the United States for
the year 1932 was equivalent to 73.6 percent of the total domestic consumption.
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Of this quantity the major portion was made up of 3 fats, namely, butter, 39
percent;lard, 33 percent; and cottonseed oil, 20 percent; or in other words, these
3 oils constituted 92 percent of the tatal food oils and fats consumed. Another
3.82 percent was made up of oleo oil, oleo stearine, corn oil, peanut oil, edible
tallow, and olive oil. The net prices at which these oils and fats (all domestic
except the major part of the olive oil) sold for food purposes were materially
higher than would have been procured had they been utilized in the soap kettle.
In connection with this, we would point out that the 10-year average price of oils
and fats used for edible purposes in the United States, exclusive of butter, for the
period from 1923 to 1932, as shown by the Oil, Paint, and Drug Reporter,
principal trade journal of the oils and fats industry, was 11.04 cents per pound,
whereas during this same period the price of the oils and fats used for soap and mis-
cellaneous industrial purposes averaged 6.95 cents per pound, a price difference
in favor of the edible oils and fats of 4.09 cents per pound.

THE DAIRYMAN AND THE COCONUT-OIL EXCISE TAX

Seventy percent of the coconut oil imports are used in three industrial prod-
licts: Soap, rubber-automobile tires, and the tanning of leather. The dairyman
produces nothing which these three industries use.

The soap maker, the rubber-tire maker, and the tanner cannot object to the
tax being levied upon edible coconut oil which is used in the manufacture of
butter sustitutes. We believe that the opinion of dairy economists will bear
more weight than ours in respect to the amount of benefit which a tax upon
edible coconut oil would confer upon the dairyman.

The dairy economists state that the price differential between butter substi-
tutes and butter itself is so great that if it were granted that the proposed tax
would increase, even materially, the cost of butter substitute, it couldn't increase
the price of butter or increase its sale.

That coconut-oil competition, whether in the form of nut margarine or other-
wise, does not affect the price of butter, is evidenced by the' fact that in Canada ,
where the competition of substitutes has not existed because of legislative edict,
the price of butter has commonly averaged below the price of butter in the
United States.

WHY AN EXCISE TAX ON COCONUT OIL OR OTHER FORmoN VEGETABLE OILS
USED IN THE MANUFACTURE OF SOAP WILL NOT BENEFIT THE PEOPLE OF TmS
UNITED STATES

On behalf of the soap industry of the United States, we desire to bring to your
attention section 602 of the House revenue bill no. 7835 placing an excise tax of
5 cents per pound on coconut oil and sesame oil which is now up for consideration
before the Senate Finance Committee.

The effect of such a measure will be far-reaching in the United States, affecting
the welfare of our employees and the health of the country and for reasons
covered in this statement, which explanation immediately follows we ask for
the elimination of this item from the revenue bill or its amendment In order that
coconut oil may be imported into this country free of tax when used in soap or
other inedible products.

First. This excise tax of 5 cents per pound is, in effect, placing a tariff on
coconut oil which today is imported entirely from the Philippine Islands and it is
a discriminatory tax which singles out coconut oil (sesame oil is no factor in our
imports).

Second. The soap industry has never asked for tariff protection on their
manufactured products and the present tariff bill on soap into the United States
is as follows:

"Par. 80. Soap: Castile 15 per centum ad valorem; toilet, 30 per centum ad
valorem; all other soap and soap powder, not specially provided for, 15 per
centum ad valorem."

(Toilet soaps only represent 9 percent of the soap business in the United States.)
The effect of this tax if permitted to stand will permit an unhampered importa-

tion of foreign-produced soaps, permitting soap manufacturers in Canada,
England, and Central Europe to ship soap freely into the United States. This
excise tax on coconut oil is equivalent to three times the import tax on soap.

Third. This tax will affect in a disastrous way an industry in this country
representing 248 manufacturing plants- an investment of apProximatelv $600,.
000,000, producing soap to the value of $300,000,000, employing approximately
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25,000 people. It will curtail employment and affect seriously the welfare of ourpeo le.,

Fourth. It will create higher prices for soap. Our best opinion is that this will
bring an advance of 50 percent I the selling price of soap to the consumer in the
United States, which under present depressed conditions will put the greatest
tax on our people which this country has ever seen on a common necessity of life.

Fifth. The Revenue Act of 1932, which is now being amended in paragraph 603
carries an excise tax of 5 percent on toilet soaps which are largely made from
coconut oil which is in effect doubling taxation.

Sixth. It is freely admitted by the health authorities, the medical profession,
and the hospitals that the free use of soap is the most importalnt factor in preserv-
ing the health of the country.

Seventh. When the House committee passed this tax, I feel sure that sufficient
consideration was not given to the effect It would have on the soap industry and
the country. Soap enters into every phase of our American life-in the home, the
hotels, the hospitals, offices, shops, stores, schools, factories, steam laundries and
various industries, particularly the silk and woolen industries and is the outstand-
ing element in preserving the health of our people. Outstanding medical author-
ities have frequently stated that the frequent washing of the hands with good
soap is the greatest factor in preserving the health of the people of this country.

Eighth. The one real bypioduct of soap making is glycerin, which is recovered
from the soap lyes and through distillation we secure the chemically pure glycerin
that is used in the drug trade and through so many channels affecting the welfare
of our people, and into the dynamite grade which is so necessary to the powder
industry not only in times of peace, but in times of war. CoconUt oit is the
highest yielding glycerin factor of all the fats and oils and contains approxi7-
mately 40 percent more glycerin than animal fats. A break down in the produc-
tion of glycerin on the part of the soap manufacturers in our opinion, would be a
very serious menace to the country. During the World War ships were provided
to bring in copra and coconut oil In order to increase the output of glycerin.

Ninth. As we understand It in this excise tax was not intended as a revenue
measure primarily but solely as a prohibitive tariff as press dispatches talked of
giving the money collected back to the Philippines. Therefore, the people of this
country are being heavily penalized without any compensating benefits recurring
to the farming communities when a soap oil is taxed in this manner.

Tenth. For the past 12 years certain interests in this country-fish oil represen-
tatives, renderers of recovered fats, and certain interests representing dairy and
farming groups have been fighting for higher tariffs on import vegetable oils, with-
out recognizing the fact that certain of these oils for inedible usage are absolutely
essential to the welfare of the country and furthermore, are necessary in order to
use and make a good soap out of their recovered fats which are available to the
soap industry in the United States.

Eleventh. This excise tax makes no distinction between the oil used for edible
purposes and the oil used for technical or inedible purposes whereas it rightfully
should.

The soap industry has contended repeatedly that inasmuch as our own pro-
duetion of oils and fats in this country were largely edible and consumed as such
that tariff or tax action should be against these oils only when used for edible pur-
poses and to permit the free entry of these oils when denatured for soap or tech-
nical usage, which is the proper solution of this matter and a solution that is to
the best interests of the country.

Twelfth. The soap industry the world over has always been given p referential
treatment in connection with raw materials. This is true today in Canada,
England, Germany, and other countries. As we pointed out in a preceding
paragraph, due largely to the effect it has on the health of the people and to the
byproduct glycerin which is so necessary in munitions.

Thirteenth. Every product the soap industry buys in the United States is a
byproduct of agriculture or animal production and of such minor importance that
it has no bearing on the major production. We would not raise cattle for tallow;
we would not raise hogs for grease; we would not raise cotton for cotton oil.
Furthermore, every effort is being made by our Government to reduce these
productions and plans are in effect to reduce the supply of hogs and cottnit.
Cattle has just been added to the list of controlled productions the aggregate
effect of which policy of control is to reduce the supply of animal and vegetable
fats in the United States.

Coconut oil, on account of its peculiar qualities, permitting free sudsing and
lathering in hard water (and a great deal of the country still has hard water) is I1
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necessary to the soap industry to blend with the animal fate and produces a soap
that can be freely and satisfactorily used by the people of this country.

There are a great many facts to be considered and we are attempting In the
following paragraphs to point out items of general interest in connect on with the
effect of this excise tax on the soap industries.

This tax is aimed primarily at the consumption of coconut oil in the edible
industry. The 1933 census figures have not as yet been published by the Govern-
ment Census Department. The figures for the calendar year 1932 show the
consumption of coconut oil as follows: Pounds

Soap ------------------------------------------ 376,056,000
Oleomargarine --------------------------------- 123, 219000
Confectionery, other edible -------------------- 49 185,000
Miscellaneous, inedible ------------------------ 1 ,055, 000

Total ----------------------------------- 549, 515, 000
You will see from the above statement that 70 percent of the coconut oil con-

sumed was in soap and other inedible usage and 30 percent was consumed in
edible channels. The use of soap and the character of soap has changed materi-
ally over some years ago. The development of home power washing machines:
has made it necessary to have a quick sudsing soap product. In the same way
a great many silk and wool articles of apparel are washed in the bathroom where
quick sudsing soaps are required. The public today wants a good soap at a
reasonable price.

Over a large part of the United States, hard water is quite common and a quick
sudsing or freg lathering soap is absolutely essential to proper handling.

To make wbite soaps and soaps that have a free sudsing or lathering property
and a soap that can be used in bard water, coconut oil is absolutely essential.
Furthermore, to use the low grade animal fats and vegetable oil foots (refuse from
refining vegetable oils) that are available to the soap maker in the United States,
imported olls must be blended with them, as represented by the importations of
coconut oil, palm oil, and sul hurated olive oil to produce soaps that are satis-
factory for the general use in the United States today.

The use of coconut oil in soap has not been at the expense of domestic fate and
oils, but is necessary to carry these productions of recovered animal fate and oils
and make a satisfactory soap as the increase in the production of fats and oils in
the United States available to the soap kettle has been entirely recovered fats in
which the farmer, dairyman, or cattleman has no interest.

The increase in the production of tallows and greases has come entirely from
rendering establishments who collect the butcher-shop, restaurant, and hotel
scraps and from rendered animals. Today 70 percent of all the tallow and grease
produced in the United States comes from this source and only 30 percent of the
production actually comes directly from the kill of livestock in the packing-house
plants.

In the refining of cottonseed eil, depending on the quality of the seed, there is
a loss of 8 to 9 percent in weight, which is referred toby the refining interests as
cottonseed foots. These foots are taken by the soap manufacturer and distilled
and used as a secondary fat.

Every pound of refined cottonseed oil produced is used edibly.
In the case of all of the above, the cattle, hog, and sheep raiser has been paid

the meat price and the refiner has paid the cotton oil price and the loss in refining
becomes one of the items of cost i the conversion of the product and does not
directly affect the price paid for cottonseed.

The soap manufacturer is in the unfortunate position of producing none of his
raw materials in the form of fats and oils, but is entirely dependent upon such
fats and oils as are available in the United States and on importations from
outside countries. We are using in the soap kettle every pound of material that
is available In the United States in the form of fats and oils. The supply is
wholly inadequate and we particularly call your attention to the following usage
and origin of fats In the soap kettle: In 1932, 58 percent of the fats were of
United States origin and 42 percent were imported.

During the last 20 years the soap industry has increased its production 66
percent, or from 1,900,000,000 pounds in 1912, to 3,168,985,000 pounds in 1932.

Of the 600,000,000 pounds of domestic fats and oils produced and used in the
soap kettle in 1912, 40 percent of this quantity, or 240,000,000 pounds, represented
recovered fate.

In 1932 out of a total of 900 000,000 pounds of domestic fats and oils consumed
In the soap industry and produced in the United States, 50 percent represented
recovered fats.
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This shows that the enlarged use of coconut oil and other imported soap oils
has not been at the expense of domestic oils and fats; certainly not of the recovered
fats.

There is no possible way whereby any excise tax or tariff can affect the farmer's
original production from which these items are recovered. They represent
recovered tallows and greases, which as we have already explained, reach the
soap kettle:

(A) Through the renderers in the form of the scraps from the sale of meats in
the butcher shops, hotels, restaurants, etc., so that the meat price has already
been paid on every pound of it by the consumer.

(B) From grease recovered by the city reduction plants which handle the
accumulation of household scraps. "

(C) The refuse of refining edible oils, which is a very black gummy stock,
which it is necessary to distill and from which we obtain three products, viz, tar,
glycerin, and fatty acids; the latter being used in soap.

The soap makers of tie United States for the last 10 years have had to main-
tain a continual fight to protect their supply of raw materials against certain
interests in Washington who pose as representing various farm groups, behind
whom has been a group of rendering establishments who render tallow and greases
from shop fats and certain fish oil interests along the Atlantic coast. We have
no quarrel with these people in their desires and our statement is and has been
that it would be impossible for the goal) industry to consume satisfactorily the
production of low-grade tallows and greases on the part of rendering establish-
ments and the low-grade fish oils produced on the Atlantic coast, unless we had
higher grade materials to blend with them which higher grade materials are not
available to the soap kettle in the United States.

We have contended that if this group is sincere in their opposition from the
standpoint of the farmer and dairyman's interests, their interest should be con-
fined to the edible situation and not to the inedible consumption of these imported
oils.

The denaturing of vegetable oils can be done cheaply and effectively and as
there is no oil produced in the United States available to the soap kettle, there is
no reason for penalizing the soap manufacturer because some of the oils imported
are used edibly.

This action to levy the 5-cent excise tax on coconut oil would increase the price
of soap sharply to the entire consuming public without any compensating bene-
fits to the farmer. The tallow renderers are clamoring for this legislation. They
collect butcher-shop scraps, restaurant and hotel scraps, and render them, which
source of supply as we will show later, represents 70 percent of all the tallow and
grease produced in the United States.

The farmer has already received the meat price so that no possible benefit can
recur to him.

The price the renderer pays the butcher shops, hotels, restaurants, etc., from
which he collects, depends entirely on the price at which he sells his production
from these pick-ups and is represented by.tallow, grease, cracklings, and fertilizer,
no possible benefit recurring to the farmer as the product has been sold as meat
to the consumer at the meat price. The remaining 30 percent of our tallows and
greases comes from the kill of livestock and in order that you may have a clear
idea as to what extent this affects the price of livestock, we show in the following
table:

Yields of inedible fats derived from the slaughter of hogs, cattle, calves, and sheep
(Packers encyclopedia]

Hogs: Pounds
White grease ------------------------------------------ per hog.. - 2. 73
Yellow grease ------------------------------------------- do ---. 39

Total -------------------------------------------------------- 3. 12

Cattle:
Inedible prime tallow -------------------------------- per head.. 4. 41
No. 2 tallow ----------------------------------- do-..... 95
Brown grease ------------------------------------------- do... 1. 23

Total ---------------------------------------------- ------- 6. 59
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Yields of inedible fats derived from the slaughter of hogs, cattle, calves, and sheep-Continued
Calves: Pounds

No. 1 tallow ----------------------------------------- per head._ .45
Brown grease ..---------------------------------------- do-..--. 65

Total ------------------------------------------------------ 1. 1

Shee L . I tallow ----------------------------------------- per head.. - .19

No. 2 tallow ------------------------------------ do -- . 28
Brown grease ----------------------------------- do-..--. 19

Total ------------------------------------------------------ . 66

The tallow from a 1,000-pound steer is worth 3% cents per pound or 23 cents.
The gross value of the steer Is between $55 and $60.

The grease from an average weight hog of 240 pounds is 3 pounds at a price of
3 cents per pound, or 0 cents, while the average hog is worth $11.25.

The tallow and grease from a calf is 1 pound and would be worth 32 cents,
while the calf Is worth approximately $8.

The tallow from a sheep is 0.6 of a pound, and at a price of 3Y2 cents would be
worth 2 cents, while the sheep is worth approximately $6.50.

Number of animals slaughtered

Year Cattle Calves Sheep Swine

1910 .................................................... 13, 541,000 6,853.000 14,797,000 47,078,000
1927 .................................................... 14, 000, 000 9,030,000 16,589,000 69,260,000
1928 .................................................... 12,452,000 8,667,000 17,348,000 76,593,000
1929 .................................................... 12,241,000 8,313,000 18,048,000 74,045,000
1930 ................................................... 12,168,000 8,532,000 21,132,000 70,390,000
1931 .................................................... 12,156,000 8,792,000 23,038,000 71,157,000
1932 .................................................... 11,475,000 8,343,000 22,749,000 71,582,000
1933 .................................................... 12,755,000 8,925,000 21,954,000 73,674,000

We only quote the above figures to show how little the livestock producer is
directly affected by the price of tallows and greases.

The 1932 production of tallows and greases were as follows: Pounds
Tallow --------------- : ---------------------------------- 585, 896, 000
Grease - -------------------------------------------- 202, 860, 000

Total --------------------------------------- 788, 756, 000

The consumption of tallows and greases during 1932 were as follows: Pounds

Soap -------------------------------------------- 692, 910, 000
Miscellaneous uses other than soaps ----------------------- 95, 846, 000

Total --------------------------------------- 788, 756, )00
You will see that even so far as tallows and greases are concerned, that the

soap kettle is competitive in buying with other interests who purchase these
inedible fats for technical purposes. There is no surplus of either tallow or grease
in the United States today. Every pound is consumed that is produced. As i
matter of fact, every large consumer of these products is always buying 30 days
ahead of the actual production.

In order that you may undestand fully the soap makers' position as affecting
his supply of fats and oils, the following table will indicate what the soap maker
uses and how it is divided as between the domestic fats and the foreign oils:
United Stites or domestic production: . Pounds

Tallow ---------------------------------------------- 551,816, 000
G grease ----------------------------------------------- 143, 724,000
Fish oils ................................ , ------------ 49, 091, 000
Foots (vegetable oils) ----------------------------- 138, 200,000
Vegetable oils --------------------------------------- 12, 468, 000

Total (58 percent) ---------------------------------- 895, 299, 000
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Imported oils: Pounds
Coconut oil----. -- - - 376, 056, 000
Palm oil -----------------------------------.... ----- 176, 419, 000
Sulphurated olive oil ---------.---------------------- 32, 789, 000
Marine animal oils ------------------------------------- 49, 000, 000
Miscellaneous vegetable oils .. ................. 15, 000, 000

Total (42 percent) ----------------------------------.. 649, 264, 000

Grand total --------------------------------------- 1, 544, 563, 00
The consumption of soap in the United States has been growing faster than

any possible production of materials in this country.
'Soap produced: Pounds

1909 ----------------------- : ----------- _--------- I, 850, 000, 000
1933 --------------------------------------- ---------- 3, 168, 985, 000

Fats and oils consumed in producing:
1909 ------------------------------------------------- 750, 000, 000
1933 ----------------------------------------- 1,548,200,000

You will see that soap contained 40 percent fat in 1909 and 50 percent fat in
1932. The public is getting a better soap today at a reasonable price.

This increase in soap consumption has been due largely to the Increased popu-
lation and to the development of local water works, whtch has brought running
water to the homes of a great number of people in this country, to a higher
standard of living on the part of our people thorugh the efforts of health authori-
ties in educating our people to the necessity of maintaining a high. state of clean-
liness in personal and living conditions.

Due to the lack of domestic fats, the soap manufacturer finds himself in the
position of having to go out of the country in order to secure the necessary supplies
of fats to take care of this Increased consumption.

We are not killing any more cattle. As a matter of fact we killed less cattle
last year than we did in 1910, as our statement shows and our supply of tallow
comes from cattle either direct kill or through meat scraps.

Every effort is being made to reduce the cotton crop further, which will mean
'less cotton, less cottonseed and tess cottonseed oil.

As you know there are no coconuts grown in the United States. There arc no
.palm nuts grown in the Unitei States. While there are some olives produced ill
California, they are used edibly and none are available for pressing, thereby fur-
nishing no oil to the soap kettle.

I feel that the Ways and Means Committee did not weigh thoroughly the
effect of their placing a 5 cent per pound tax on coconut oil as affecting the soap
"industry of the United States. We are dependent on coconut oil and have been
-dependent on coconut oil ever since white soap was made in this country. Coco-
nut oil has been imported for the last 100 years.

The effect of this action if it should become a law would be to increase the price
of soap to the consuming public of the United States approximately 50 percent
'over the prices that are prevailing today. Laundry soap is now being soldat the
'lowest price that we have ever seen. Thisais true of the largest selling brands
which are selling at the lowest price they have ever sold at and the quality has
-never been so -high.

The statement has been repeatedly made on the floor of Congress that soap
has not been reduced in price. The largest selling brand of soap of the Procter
& Gamble Co. is P and G the White Naphtha Soap and we give you the prices,
.going back to 1928, at which this soap sold in the United States in 100 box lots.

Per box
Jan. 1, 1928 ---------------------------------------------------- $3. 70
Feb. 14, 1929 ------------------------------------------- 3. 85
Feb. 1, 1930 3.------------------------------------------ 3 70
Jan. 17, 1931 ---------------------------------------------------- 3. 20
July 18, 1932 -----------------------------------------------------. 255
May 8, 1933 ----------------------------------------------------- 2. 65
.Jan. 11, 1934 --------------------. ------ _-----------------2. 30
Feb. 16, 1934 --------------------------------------------------- 2. 30

This tax will affect the prices of laundry soaps the heaviest as they contain
the largest percent of coconut oil.
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The effect of an advance of this kind coming at a time when the soap industry
has been cooperating with the N.R.A. program to keep down the price of our
products to the consumer is going to be a very disturbing one. It also affects a
lot of allied soap users. This is particularly true of the hospitals who are heavy
users of soap; to tile steam laundries who have been affected very severely by tl'e
depression and an advance of this kind coming upon one of their principal items
of cost is going to be disastrous to that industry.

We cannot emphasize too strongly what the effect of higher priced soaps under
lprdsent depressed conditions ifi the United States Is going to have on the effect
of the health of the people of this country. The average family onlv has so much
money to sprnd. The Inedical profession, the United States Board of Health,
the boards of health of our various cities have repeatedly emphasized that tile
greatest factor itt maintaining the health of this country is in the frequent wash.
ig of tile hands and general cleanliness. With the curtailed earning capacity

of our people it means that they must curtail their usage or purchases accordingly
and this can become a serious menace to the health of the country.
It ieans that we are taking down the bars, as it would be possible for soapsother than castile to be shipped into this cotintre in a large way front l,gland

sid Canada as well as Europ, as tie world markets on raw materials, are opento tile soap manufacturers fie all of these foreign countries, and with cheaper
labor they have an advantage.

The soil) industry should not be penalized because 30 percent of tie coconut
oil imported is used in edible channels. Why not put the tax, if any, where it
belongs-on the edible product.

If. we understand correctly, a great many of the members of the House Ways
and Meang Committee felt that this was not a proper piece of legislation and did
not belong in the revenue bill, but was really a tariff matter. We are not pre-
pared to voice an olinon ill this respect, but we do know that it is penalizing the
people of the United States without any compensating benefits. As we lave
stated before, if the interests who are agitating this matter before the Congress
and Senate of the House are sincere, then a division of this matter as between
edible and inedible would cover fully their objection for the simple reason that
the price of recovered fats does not react to the farmer or producer; that tile
cotton-seed oil man wants protection against foreign fats going into edible con-
sumption and in order that the Committee may have the feel of tile trade in this
matter the vegetable oil refining interests of the United States who refine all oils
that are used for any purpose in their code before the Agricultural Adjustment
Administration have covered this matter in article IV as follows:

FOREIGN OILS

"1. The members of the industry further severally agree, that, on and after
the effective date of this agreement, whenever they use any fat or oil ingredients
in the manufacture of shortening, cooking oil, or salad oil, except fats and oils
produced from seeds and/or animals growth within tile borders of the United States,
including its organized territories, if the cost of 'said oils or fats is less than the
cost of cottonseed oil, they will pay to the control committee an amount which
will be equal to the price'advantage which said member would obtain by tile
use of said oil or fats compared with the use of cottonseed oil."For the purpose of this agreement the terni "animals grown within tile hord-
ers of the United States" shall include fish but no other marine animals from
which oil is extracted, grown, or produced within the borders of tile United
States or procured by United States vessels, whether or not such vessels obtain
their catches oil the high seas.

"2. It shall be the duty of the Control Committee to calculate on the basisof such
factors as it may determinte, the price advantage which at any time any member
of the industry would obtain by the use as an ingredient ilk any of the products
covered by this agreement, of .ny fat or oil not produced from seeds or animals
grown within the borders of the V'nited States including its organized territories.

"3. The payments so collected by the Control Committee shall be placed in a
separate fund under the control of a board of trustees to be appointed by the
Secretary. ° Expenditures may be made from this find only when approved by
the Secretary and only for the purpose of effectuating the declared policies of this
Marketing Agreement,"

Furthermore, there were several individual cotton'oil men who voiced their opin-
ions before tile Ways and Means Committee while this was going on. The board of
directors of the National Cottonseed Products Association, which is an associa-
tion composed of four hundred cottonseed crushing mills located from Carolina
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to Texas, were meeting ill Memphis, Tenn., and on January 13, 1934 passed
the following resolution:
"RESOLUTION UNANIMOUSLY PASSED BY THE BOARD OF DIRECTORS OF THE NATIONAL

COTTONSEED PRODUCTS ASSOCIATION AT A MEETING HELD IN MEMPHIS, TENN.,
JANUARY 13, 1934.
"Whereas the farmer fat producers (of this country, on account of distress-

ingly low prices of that products, are suffering serious financial loss, and
"Whereas there is being imported enormous quantities of foreign fats, oils

and materials out of which oils and fats are produced, all duty free, or bearing
an insufficient import duty, and

"Whereas the cotton farmer, livestock producer, and growers of graill in the
continental United States, have been and are now being called to reduce produc"
tion for the year 1934 to practically 60 percent of the average production for the
years from 1923 to 1932, inclusive, in which program we heartily concur, believ-
ing that objective to be the quickest netliod of restoring the buying power of
the producers with which there can be no return to prosperity in this country:
Therefore, be it

"Resolved by the directors of the Vational Cottonseed Prodtts Association, it
meeting held at Memphis, Tenn., January 13, 1934, That the importation of all
foreign fats and oils, and copra and coconut oil and all other seeds or other mate-
rials out of which edible fats and oils are produced, be immediately by HExecutive
order, limited to an annual quota of 60 percent of the average ifnportation for
the ears 1928 to 1932 inclusive; be it further

"Resolved, That all stock of imported edible fats and oil bearing material.
including copra and coconut oil in the hands of processors on the date of sucht
Executive order, be applied against the 1932 quota; and be it further.

"Resolved, That if such Executive order does not bring inmeditte relief to tile
fat producers of the continental United States, the President and/or Secretary of
Agriculture be implored to use the authority vested in them to immediately
establish an Import tax of not less than 2 cents per pound on all imported oil ,
fats, and oil-bearing materials from which edible oils and fats are produced,
excepting copra and coconut oil from the Philippines, which shall be placed on a
quota basis as stated above; Be it further

"Resolved, That if such an Executive order is promulgated, then in that event,
all Imported copra and coconut oil and all other imported oils, fats and materials
out of which edible oils and fats are produced, in the hands of processors, shall he
taxed 2 cents per pound, effective on the date of such Executive order."

This is the only recognized crushing association covering the entire South and
they recognize the fact that they wish the edible fats controlled and that they do
not wish to penalize industries wvho are dependent upon foreign oils for techlnical
or inedible purposes and furthermore, go further and say that they only wish a
reduction of 40 percent used edible.

The refiners of the United States have gone further and have voluntarily
agreed to eliminate foreign oils entirely from edible consumption.

Furthermore, so far as the cottonscd dil production is concerned, with the
exception of a surplus carried from the bumper crop of 3 years ago, we are
consuming edible every pound of cottonseed bil produced in this country from a
normal crop and last rear with the cotton production of 13,102,000 bales there
was produced, the year ending August 1, 1933, 1,272,780,000 pounds refiled
cottonseed oil and consumed 1,222,348,000 pounds refined cottonseed oil (all of
which was consumed edible).

.he Government and the trade records end each season. with August 1.
You will see from the above that we consumed this past season practically the

entire production of cottonseed oil, edibly, and this from a crop of 13,102,000
bales.

We had a surplus of cottonseed oil, but It was carried from the bumper crops of
1926-27 of 17,978,000 bales and 1931-32 of 17,095,000 bales, just as we had a
surplus of cotton as a result of the overproduction in these years.

The Department of Agriculture is asking for a reduction in the cotton acreage
of 40 percent from that planted in the 1928-32 period, when the acreage plailted
was over 40,000,000 acres. They asked for a reduction last year il the same
manner and the acreage harvested was reduced to 30,000,000 acres or a 25 percent,
reduction. This would mean a further reduction of approximately 20 percent
from last year's acreage.

The Baukhead bill goes further and limits the ginning to 9,500,000 bales from
the crop that might be harvested this season.

Certainly the soap industry, even if it could use to advantage cottonseed oil,
can expect mio supplies from this source

0-
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Tile cottonseed-oil price competition comes from hog lard, and notwithstanding
the fact that the lard exports for the calendar year of 1933 were a fraction less
than 600,000,000 pounds, the pressure of the heavy hog supplies and the resultant
lard production kept down the price of lard and naturally determined the price of
cottonseed oil.

Foreign oils were no factor in establishing the prices of edible fats in this
country, but the effect of the lard pressure was a very determining factor in
pressing down on our entire fat situation and affecting the price of all fats.

Seventy-seven percent of all the cotton oil that is consumed edibly goes out as
lard compound and shortening (cooking oils). The remainder is sold as salad oil.

It may be of general interest to you at this time to know what the fat consump-
tion is in the United States and how it divides up between the varied interests:
Food or edible consumption; soap; drying oils for the paint, varnish, linoleum,
leather, rubber, etc. trades; and a lot of miscellaneous manufactured products,
which are used inerlibly and which contain various oils. In the case of the soap
the imported drying oils are not interchangeable.

Distribution of oils among their major uses in the United States in 19332
~Percent

0I Pounds Percent of erandof total total

Food column:
Paln kernel oil I ................................................ 11, 310, 00) 0.20 ..........
Olive oil I ....................................................... 741,919, 00 1.32 ..........
Palm oil I .............................................. 22,803,000 .40 ..........
Coconut oil I ................................................. 172, 404, 000 3.04 ..........
Miscellaneous oils I ................................... 1 27,835,000 .49 ..........
Tallow ................................................... 441, 282,.000 .82..........
Oleo oil and stearin ........................................... 30,953,)0) .05 ..........
Corn and peanut oil ......................................... 37,045,000 .66 ..........
Cottonseed oil ........................................... 1 135,203,000 20.05 ..........
Lard .................................................... ,889,000,000 3136 ..........
Butter ............................... , .......................... 2,209,000, 000,1 39.01

Total .......................................................... 5,603,354,000 100,00 73.6

Soap column:
united States or domestic production (58 percent of total):

Tallow, etc ................................................. 551, 816,000 35.65 ..........
(rease ...................................................... 143,724,000 9.28 ..........
Fish oils ................................................... 149-138, 000 3.17........
Foots (vegetable oil) ........................................ 8 ,200,000 9.10 ..........
Vegetable oils ......................................... 12,468,000 .80 ..........

Imported oils (42 percent of total).
Coconut oil ................................................. 376,056,000 24.35 ..........
Palm oil ............................................. 176,419,000 11.42 ..........
Sulphurated olive oil ..................................... 32,789,000 2.11 .........
Marine animal oils .............................. 49,000,000 3.10 ........
Miscellaneous vegetable oils ................................ 15,000,000 .90 ..........

Total ......................................................... J 548, 20, 000 100. 00 20.1

Drying oils column:
Chinawood oil ................................................... 67,170,000 20.84 ..........
Perilla oil ....................................................... 5.020,000 1 56 ..........
Miscellaneous oils .................................... 3, 529,000 1.10 ..........
Fish oils ......................................................... 19,16,000 6. 09 ..........
Linseed oil .......................................... 215,269,000 60. 81 ........
Soybean oil ................................................... 11,593, 000 3.60 ..........

Total ......................................................... 322,197,000 100.00 4.2

Miscellaneous manufactured products column,
Coconut and palm kernel oils ................................... 1. 010, (0) .65 ........
Inedible olive oil and toots ...................................... . ',0410 3.17 .
Rapeseed oil ................................................... 6. . 18, 000 3.95 1..........('astor oll................................................ 10, 721,000 6. 71 ......
Pa1 oil.................................................. 9 324, NJ A.83........
Miscellaneous oils ..... -........................................ I,09-3,000 50 [ ..
linseed oil ........................................... 2, 23, 1 .9 1. .
Fish oils ............................................................ 2, 723.000 7.9 1 ..........
Soybean oils ............................ I ... 7..... ....... 7........... . I , W I,7 ....

Corn olls.. '.........................................----- 2:5.2 WQ ) 1.35 .........allowo, etc ................................................... 39, Z , (0 24. .5""
r ase ........................................................... J", .X 19, I0o 36.81

Total ........................................................., 159.81,0(M ) 100.0 ., I

rand total ...............................................

Imported,
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In round figures, the total annual consuiption of oils and fats in the United
States is a,)proxinmately 8 billion pounds. Seventy-three and six tenths percent
of this total consuniption, or 5,663,000,000 pounds, 'is in edible channels. Twenty
and one tenth percent of the coiisunption is in 15 different types of soap: 4.2
percent is in the manufacture of paint, varnish, linoleum, oilcloth, printing ink,
foundry oils, and similar products made from drying oils; ald 2.1 percent is In
the manufacture of miscellaneous manufactured products, such as tin plate,
imitation leather, lubricating oil and grease, rubber substitute, rubber, tanlling
oils, screw cutting oils, and other miscellaneous industrial products.

If you will examine the chart before you, which I ask be printed in the record
you will see that only 5.5 percent of the oils aisl fats consumed in edible channels
in the United States during the year 1932, the last year for which complete data
are available, came from foreign countries. About 3 percent of this edible fat
consuutiption came from the Philippines in the shape of coconut oil. Another
1.32 percent came in in the shape of olive oil which already bears a duty of 60/4
cents per pound. It can bc seen, therefore, that of the above mentioned 5.5
percent of all the fats which art, eonsunied in the United States for edible purlposes,
the total of these two, which is 4.36 percent, represents that portion of our edible
oil consumption which either cones front the Philippines or olive oil which is
already so heavily taxed that it seems useless to tax it at any higher rate.

This leaves only 1.14 percent of the oils and fats which are consumed edible
il the United States on which the placing of ani excise tax might conceivably
help the farmers in this country. A part of this 1.14 percent, lnmlely, paln
kernel oil, which goes into the confectionery and baking business and represent-
ing about two tenths of 1 percent of the total edible oil consulnption, already
bears a tax of I cent per pound. The relailing approxilnatelv I percent of
the edible oil and fat consulnlption in the United States which eoines from abroad
is so snall that it is doubtful if the l)roposal you have here would be of the slight-
est value to the edible oil and fat producers'in the United States.

The chart following will show the channels through which the various fats and
oils, flow.

Another chart following will show the distribution of coconut oil usage.
Another chart showss the chemical make up of the various vegetable oils alld

animal fats from which you can readily see that so far as the soap kettle is coi-
cerned they are not interchangeable, that certain of these oils have properties"
that others have not and that coconut oil and pain kernel oil are outstanding
in this respect.

CroiparalitVe compositions of typical fah.; (ml oils

Edible group Soap group
(t e r h, f- . .... [. . ......... ....... ....... . ..... . ... .

ofn I eon oenut Palm
,A, S seed oil ol oil kernel oil

.lii~ .......... -. . . .. . . . . .. . . . . .... -. ............. i 2,., n

(tiproli. . . . ........ .... 2. 0 tieC ap ° -............... i .........................................
('prli1I0.0 6.W urle7" ...... 7 , 45.0 60.0tyrislh :......................... 4 .. . ...... 20.0 1. 0

ilniitc ................. 24.6 1.0. ) 7.3 7.3: 7.3 7.0 .1.5
Slearl. ................. .1.0 2.0 3.3 5.5 .4 5.0 1.0
Aravhlhle......................... .0 .4 :1. 41 1.0 ....................
ILignoceri .................. ............... . 2 2. .4

2. U'nsaturnted fatly acids: 0
Olie -.................. 50.4 35.0 43.4 fil'. 7 46. 0 2.0 10.,5
lIh1olle ............... . ... 0. 4.0 39. 1 Z1. I 35.2 .......... 1.0
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Coinparalive compositions of typical fat8 and oils-Continued

Soap group Drying group

Glycerides of-_ Tallow Palm oil Whale Inedible Linseed Wood oil Soybean
oil oliveoil oil

1. Saturated fatty acids:.\M yril. e l .................... 2. 0 0A 8.0o Trace ........... ...

Pah itic .................... 29.0 44.0 12.0 9.2 2.-7 3.7 . . . .5
Stearic ............... ...1 24.1% 2.9 ----------- 2.0 5.4 1.2 4.2Arachhdle ............... ... ................ . . ..... .2 . . .. .. . . . .. 0. 7
L rh ................... 2.........------------------- -- 0.

2. Unsaturated fatt y acids: 4.

0103e .................. 4.1. 83.1 .5.0 13.
Plahnltolele ............... -- ------- 1.0................. ..........
Linolle .................. ... . . 20.0 3. 48. .----..... , 3
Linnlenie ----------....... .................. 34.1 2 2
Fl:aeostearle -.................. .... A ........ :......... I-72.8 ........(('hup-ndonic) ........................ 1 iS. 0 . . .. .

References: Chemieal teelinolo y and anayeis. oiJl&, and waxes. Lewkowitsch; edible oils and fats,
(1. 1). Eisrlon: Jour. Amer. Cheni. Su.fto.4247 F, O;,TJ: pamphlets published by United StatesBureau of Clemistry, Washnton D.t . . .

One ~ ~ ~ ~ K oftegettf-o *tWa et b to overlook is tire fact
hiat We exl)ortc(L from the"U 'itedtate.s, ctMih 1933,,826,925,503 pounds of oils

and fats.
This rej)resented Meflargel ,t sports of lard, w0h fot the calendar year

of 1933 was a fat0niSs than l IO00,00O pounds
We attach h~retfo charts, h showing the pridedifferential between the

price at wId0b~oU export sl p s ti offatd were sold ad the price which this
country paid foiotleir tWiof.bfpll which went into Wt iba kettle very
largely. Y

You will)' dm -th erfitts ,otfcountry is recelng (And thereby the
farmers ad -.' Ucenr'b06e )&Ik. l r ite for lhese fL than if they
were cons ,fn theWfiSubttrk~and alWit4O 'Mok shut of tie very effect
of closing .on the inipbitattii of fore 6g4 6 . 16oing to dAtft y the market
in Europe forthe edible ats which have bn shipped from the United States.

Furthlri O -coufintries thit ate s4V1$ 4 us fats and-0i83Are also buying
sonc of our.'sjlcultural produtis wIV oat manufactur ductst. Palm Oil
for instance;conies from the Blgian Congo and the Duti ._Ah Indies. The old
saving is that the Oonro-wo cvilized of, ft ish runt iad, 'entucky tobacco.
Triev cannot buy ourtbbaoo If We do not'b tteir o!"-

We sometimes bvert k ;e fact that th# hlppie ate taking quite a large
quantity of our a grpultd products and tht the only thing they have to give
bInck to us is prodnets o their aarloulture. -0

The official figuresrbf jh eBureau of the Census shoW that the oils and fats which
are imported into the ited States And employed for edible usage, constitute
only about 51.42 percent of the total 8 billion pounds of oils and fats which is
cinl)loved edibly in the United States annually.
The oils an(l fats which are mllloved for edible usage consist mostly of coconut

oil 1and olive oil. About 3 percent of the domestic consumption of edible oils and
fats is made ul) of coconut oil, largely of Philippine origin, and about 1.32 percent
is made up of olive oil, which pays a duty ranging from 6,.6 cents to 9 ,. cents per
pound. The remaining 1.14 percent of the e(lile oil and fat consumption of the
United States is iot of domestic origin btt is made up of small amounts of
miscellaneous assortments of oils, of which sesame oil is the principal item.

Outside of tile relatively small edible usage of coconut oil, olive oil, and sesame
oil, the edible usage of imported oils and fats is almost nil, and it should be borne
in minI(l that this statement is based on the official figures of the United States
Bureat of the Census, which each year conducts a census of tire distribution of
oils and fats by industries, inclusive of tie edil)ie oiI industry with tie escell-
tion of lard" a(I butter and in the case of these two edible fats official figures
are ohtainal)le from the United States Bureau of Agricultural Economics.

Fron the foregoiig it is apparent that the proposal to plWe an excise tax upon
imported oils and fats effects mainly the industrial u.ers of oils and fats, imnber-
ing about forty different kinds of industries.
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The industrial users of oils and fats utilize every pound of domestic material
which they call procure and they only import foreign oils and fats either because
there is a great deficiency in the United States of oils and fats required for certain
industrial usages, or because the imported oils and fats fulfill necessary functions
in various manufactured products which cannot be filled by any oil or fat which is
produced in the United States.

Because I am speaking for a number of the industrial users of oils and fats, I
will summarize the objections which all of them have in common to this proposal.

The effect of tle proposal to place an excise tax on imported oils and fats, if
enacted into law, would be as follows:

First: It would confer no benefit to the farmers of the United States because
our domestic farmers produce practically no° industrial oils and fats, with the
exception of linseed oil which already bears the highest tariff in history and the
producers of linseed oil fear that if the tariff is increased the law of diminishing
return will apply.

Second: It would penalize every farmer along with every other consumer in
the United States without conferring compensatory benefit upon any single
group of farmers.

Third: It would allow the United States to be immediately inundated with a
flood of foreign merchandise, such as soap, paint, varnish, linoleum, stearic acid,
etc., made by foreign manufacturers able to buy their raw materials duty free,
unless extremely high compensatory duties or excise taxes could be written into
the bill covering the products of the forty different industries using industrial
oils and fats, and it is extremely doubtful if this could be done without a general
tariff revision.

Fourth: It would, regardless of whether or not compensatory duties or excise
taxes could be established, immediately destroy all the export business in indus.
trial products made from oils and fats'in the United States, because it would be
impossible for domestic manufacturers to compete with products made in foreign
countries from oils and fats not artificially inflated in price, because the manufac-
turers in these countries would have free access to these materials.

Fifth: If it were possible to write compensatory duties or compensatory excise
taxes, it would, by artifically inflating the prices of industrial products made from
oils and fats in the United States, immediately lend greater incentive to the use
in the United States of substitute products, which substitute products are not
made from oils and fats, thus heavily reducing the output of domestic manu-
facturers.

Sixth: It would destroy that portion of the oil seed crushing industry in the
United States which serves the industrial users of oils and fats, viz, flaxseed, castor
bean, copra, palm-kernel crushing industries, because the tax is based on the oil
content and not the oil yield of seeds, hence the duty on oils could not possibly
compensate for the duty on the seeds, because the oilseed crusher cannot extract
all of the oil from the oilseed by the crushing methods employed and he will be
obliged to pay a duty on a considerable amount of the oil which he could not
recover from the seeds. -.

Seventh: It would place a single group of commodities, viz, those made from
oils and fats, upon an inflated price basis without inflating the dollar of the Con.
sumer who must purchase the manufactured products, such as soap, paint, varnish,
linoleum, etc., made therefrom, which situation would tend to greatly reduce
domestic consumption, first, because the consumer would not have the money
to pity the increased price for the products produced from oils and fats; secondly,
because the consumer would not be able to comprehend why industrial products
made from oils and fats were relatively far out of line with everything else in
price, thus encouraging the natural tendency of the consumer to turn to the use
of substitutes, the price of which would notbe inflated because this amendment
would inflate the price of only those commodities made from oils and fats.

A general tariff revision bringing with it a general inflation of domestic prices
unfailingly reaches substitutes, hence artificial inflating arising under these cir-
cumnstancs is compensated for, but to artifically inflate the prices of a sitigle
group of conmnlodities, viz, those made from oils and fats by the levying of an
excise tax, would be to force the industries affected otit of )lumb and ina position
where they could not compete with their natural competitors, who already can
produce their products at a lower price in consideration of the fact that malny of
these substitute )roducts contain no oils or fats.

It unquestionably would have a great effect upon the ability of the industries
engaged in the manuifactutre of products made from oils and fats to successfully



TAX ON CERTAIN OlS 287

keep their labor employed, and' this would tend to add to the unemployment
situation now confronting the Nation.

Tie market value of the fats and oils that went Into the soap kettle during the
year 1932 was approximately $50,000,000, and while we have not the 1933 figures,
they would approximately be the same.

Coconut oil represented approximately 12% million dollars or one fourth the
total value of all the fats that went into the soap kettle.

This tax, based on the current market value o coconut oil is a 200 percent tax
and would increase by 50 percent the cost of all fats and oils going into the soap
kettle.

Then, if we grant the argument of our opponents that this will raise the price
of the United States products we believe we are conservative in saying that it will
increase the cost of soap to the consumer 50 percent of the price he is paying
today.

The soap industry produces none of its raw materials. It must purchase in the
open market. Therefore, the price they pay is reflected in the price of their
products.

Respectfully yours,
THE AMERICAN LAUNDRY SOAP MANUFACTUREiS' AssoCIATION,

By F. M. BAnNES, Vice President of the Procter & Gamble Co.

STATEMENT OF F. H. MERRILL, LOS ANGELES, CALIF., REPRE-
SENTING THE PACIFIC COAST SOAP MANUFACTURERS

Senator HASTINGS. Give him all the time he wants-he is from
California.

Senator McADoo. Thank you, Delaware, for the compliment to
my State.

Mr. MERRILL. I will just talk about the Pacific coast soap manu-
facturers, very largely small operators who will be hurt or even put
out of business by the 5 cents per pound excise tax on coconut oil.
The type of soap which they make, and which is most largely used
on the Pacific coast, requires 40 pounds of coconut oil to make 100
pounds of soap. That soap costs 4 cents a pound at the present time.

Senator GORE. State that again.
Mr. MERRILL. Forty pounds of coconut oil to make 100 pounds of

soap.
Senator GORE. Thanks.
Mr. MERRILL. That soap at the present time costs 4 cents a pound

to produce. With a 5-cent excise tax, that will cost 6 cents a pound
to produce, which is equivalent to an increase of 50 percent in the
cost of the soap, and they do not think that they will be able to
compete with soaps coming in from British Columbia, which may
come in with a duty of only 15 percent.

Senator CONNALLY. Just there, let me ask you, are you going to
double the wages of all your men, too?

Mr. MERRILL. We are payi them good wages.

Senator CONNALLY. I know, tut you said if you had to put a 50
percent increase on coconut oil soap then your soap would cost 50
percent more, so that would involve adding 50 percent to your
salaries?

Senator McADoo. No; just on the contents, on account of the
increased oil.

Mr. MERRILL. Using the cost of the coconut oil that goes in there,
that is all. ' Now, it has been suggested that to overcome that difficulty
we substitute cottonseed oil for the coconut oil. That idea is wholly
fanciful. Cottonseed oil is no substitute for coconut oil. Coconut
oil contains, as an important ingredient, lauric acid. No lauric acid
is contained in cottonseed oil. It is not contained in any fat or oil

fly 40032-34-10)
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which is produced in commercial quantitites anywhere in the Tem-
perate Zone. Laurie acid is contained only in those nut oils which
grow in the Tropics.

Now, this question of interchangeability has been very much mis.
understood because of the things which are done in hydrogenation.
That is a process in which hydrogen is added to a liquid vegetable
oil. Cottonseed oil, for instance, may be raised, by hydrogenation,
from a liquid, to the consistency of lard, and that is done in a very
large way. By further carrying on the operation, it may be brought
to the consistency of tallow or, by carrying that operation still further,
it may be brought to the consistency of stearin. Hydrogenation is
purely a hardening process. There is no way to reverse the process.

I would like to call your attention also to another difference in the
vegetable oils. In fact, all of the oils and fats which are produced
in the Temperate Zone have molecules; that is, the least, the smallest
particle of which consists of a certain size. The size of the molecule
of the fats and oils produced in the Temperate Zone is substantially
the same. The size of the molecule of tallow, let us say, and of lard,
and of cottonseed oil, is the same. The difference lies only in the
amount of hydrogei combined in the molecule. With coconut oil,
we have an entirely different size of molecule. The molecule of coco-
nut oil is about one third less in size.

Now, the size of that molecule has a great deal to do with the chemi-
cal properties of the fat, and particularly of the soap made from it.
The particular advantages of coconut oil in soap are, first, that it
lathers freely in hard water. It does not make a scum in hard water,
which is the case of soap made of tallow, cottonseed oil, or lard. It
also lathers freely in cold water. It also has the advantage that it is
quite efficient in cold water.

Now, every fat makes a different soap, and each of those soaps
reaches its maximum efficiency at a certain temperature.

Senator BARKLEY. You are speaking now of laundry soap?
Mr. M ERILL. I am speaking of soap generally. Tallow soap,

for instance, reaches its maximum efficiency, as a detergent, at about
180. F. The other fats and oils, produced in the Temperature Zone,
reach their maximum eficnci -at somewhat lower temperatures,
but none of them reach the low temporatture which coconut oil requires
for its maximum efficiency, which is *about blood heat. There is a
tremendous advantage in that fact, for tie simple reason that the
clothing which is worn today, particularly by the women is composed
very largely of silks and rayons and they may not be washed at high
temperatures. The best results in washing silks and rayons is
obtained by washing at a temperature of 1000 F. As you go above
that the luster is destroyed, and particularly the fiber is hurt. A silk
stocking, for instance, which is washed at a temperature of 130 will
soon snag, as they say, a little fiber comes off at the side, and it"runs." A stocking which is washed at 100' F. will last three times as
long as a stocking which is washed at 125 or 130 degrees.

Senator BARKLE Y. What is the matter with some that start
running before they are ever washed?

Senator HASTINGS. lie is not responsible for that-not in Cali-
fornia'.

Mr. MEIMILL. I am afraid I won't be able to go into that.
Senator CouzF,..s. They do not do that, in California.

288
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Senator McADoo. That happens in Kentucky, and I am afraid
there is some masculine quality involved.

Mr. MERRILL. Well, that is out of my field, if you will excuse me.
Now, there is another valuable property of coconut oil in silk.
Senator COSUGAAN. Mr. Merrill before you proceed, what other

oils, grown in the tropics, contain lauric acid?
.Mr. MERRILL. Well, there is the palm kernel. Those are the only

two that have any importance.
Senator CONNALLY. What was the other?
Mr. MERRILL. Palm kernel. There are some other nut, the co-

ceeta nut, and then there is another little nut that grows m Brazil,
but it has no commercial standing.

Another valuable property of coconut oil soap is its power to emul-
sify petroleum products. Contrasted with 25 years ago our auto.
mobiles are dripping lubricating oil on the street and the exhausts
are blowing out soot, and so forth, and thoseproducts combine with
our dust, and are caught in the clothing. Now, coconut oil soap
particularly, has the property of removing that sort of soil from cloth.
ing. If clothes which are soiled in that way are washed with tallow
or lard or pure cottonseed-oil soap, they simply do not come out white
and clean. They are ray and streaked.

Senator BARKLEY. Would it divert you to name just a few" of the
well-known brands of soap that have this quality, and not for adver-
tisement purposes?

Mr. MERRILL. I do not mind telling you our brand. I am not here
to advertise anybody else's.

Senator BARKLEY. Oh, I understand, but the average man asso-
ciates some brand of soap'with this problem, because he has used it
and known about it.

Mr. MERRILL. I wonder if that is really so. My opinion is that
the men do not know much about soap. The women are the ones
who know about the soap. Our brand is "White King", and it is
known all over the Pacific coast.

Senator BARKLEY. I have never used it.
M%1r. M\ERRILL. Because It does not come into your territory.

Sorry, we cannot serve you. You would be well pleased.
Senator BARKLEY. My question was not facetious.
M\r. MERRILL. No, but I am not prepared to speak for these other

brands. Probably Mr. Barnes can tell you what the brand is that
he makes.

Senator BARKLE'. Well, I know that they make Ivory soap.
Mr. ME WRILL. Well, Ivory soap is not ii this particular category.

Ivory soap, when it. caine on the market, was the thing. That was
the first soap that came on the market that contained any appreciable
amount of (oconut oil, and for that reason it swept the market. It
was a howling success. It made a very big business for the Procter &
Gamble Co., but they have since had to come to soaps containing
a still higher percentage of the coconut oil, and I think Mr. :Barnes
will tell you that the soaps in which the aharge is half coconut oil,
far outsell Ivory soap. The higher the percentage of coconut oil, the
better the women like it, except that you may not go beyond 55 per-
cent,. here are certain limits.

Senator WALCOTT. Do you know about, Lux, for instance? Is
that high in coconut oil?
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Mr. MERRILL. Well, pardon me; I would rather not comment on
our competitors' soaps, any further than I have.

Senator WALCOTT. It contains coconut oil?
Mr. MERRILL. It contains coconut oil; yes, sir.
Senator CONNALLY. What did you say about the charge?
Mr. MERRILL. Fifty percent of the charge. That is, 55 pounds.
A VoicE. Lux contains 35 percent coconut oil.
The CHAIRMAN. You have utilized 11 minutes, Mr. Merrill.
Mr. MERRILL. I am through, is that the idea? There is one more

thing, if I may-
Senator McADoo. The witness has been interrupted so much I

would ask that he be permitted to proceed.
The CHAIRMAN. That is all right, but there are some other wit-

nesses here from other States.
Senator McADOO. There is nothing else so important, Mr. Chair-

man.
Mr. MERRILL. I would like to call your attention to one importantuse for the type of soap of which I am talking, and that is the electric

washing machine. There is no soap which will produce a good job
of washing in an electric washing machine, except it contains a con-
siderable percentage of coconut oil. We have tried it, and all the
other soap manufacturers have tried it, and it cannot be' done. An
electric washing machine starts at a fairly high temperature, and as
the washing proceeds the temperature drops, and you must have a soap
in which the efficiency rises as the temperature drops-something
which can be attained only by the use of coconut oil containing a
high percentage of lauric acid, and we must have it. The women
must have it.

Now, I will say this thing, too, gentlemen, you are deciding a ques-
tion hers which affects every housewife in the United States.
She is not .represented here. I am sorry she is not. I wish she could
come here tnd tell you how she feels about this matter, and come here
and confirm to you some of the things which I have told you about
washings. I might say that we do not make up the composition of
our soaps, according to our own ideas. Our formulas are written by
the housewives of the districts which we serve. Every manufacturer
of every consequence has tried soaps of.various compositions and the
women have selected the type of soaps which they want and the com-
position which is in our products is the composition which has been
determined by the women in the district in which she lives.

I thank you.
Senator MCADOO. One question, Mr. Merrill. How much increase

in the price of your bar soap, now, that is most popularly used in
California and in the Western States that you serve--how much
increase per bar of your soap will result from a, 5-cent a pound tax on
coconut oil?

Mr. MERRILL. If I may explain that to you, the bulk of the soap
which is used on the Pacific coast is in the form of granulated soap,
and is sold in packages, and the increase in the cost of that would be
2 cents a pound.

Senator McADoo. How many poulds in a package?
M[r. MERRILL. Well, that varies with different manufacturers.
Senator McADOO. Well, I mean, do you sell it in one pound pack-

ages, for instance?
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Mr. MERRILL. No, sir; mostly in 2-pound packages.
Senator CONNALLY. What does it sell for?
Mr. MERRILL. Around 20 cents a package.
Senator CONNALLY. What do you get for it?
Mr. MERRILL. What do we get for them?
Senator CONNALLY. Yes.
Mr. MERRILL. Very close to that. We do, for our brand, but our

competitors sell that.
Senator CONNALLY. Eighteen cents?
Mr. MERRILL. Fifteen cents, our competitors sell.
Senator WALCOTT. That would be an increase of around 10 percent

on the cost wouldn't it?
Senator CONNALLY. Two cents?
Mr. MERRILL. There are 2% pounds in there.
Senator HASTINGS. How much is the increase, on a 20-cent package?
Mr. MERRILL. Five cents.
Senator HASTINoS. From 20 cents to 25 cents?
Mr. MERRILL. Two cents a pound, 2% pounds in a package.
Senator BARKLEY. Five cents a package?
Mr. MERRILL. Five cents a package.
Senator MoADoo. Well, that is 25 percent.
Mr. MERRILL. Twenty-five percent to the housewife, yes.
Senator McAvoo. Twenty-five percent increase to the housewife?
Mr. MERRILL. Yes.
The CHAIRMAN. Thank you, very much, Mr. Merrill.

STATEMENT OF B. H. THURMAN, REPRESENTING THE EDIBLE
MANUFACTURERS AND FACTORY CONSUMERS OF COCONUT
OIL, NEW YORK

Mr. THURMAN. I fear that I have quite a burden today, the most
important thing about coconut oil, you have heard here, so I think
my friends who presented their side think, but really I think the
most important side of the coconut oil question is the edible side.
You have heard the inedible side of it now, and we really haven't
anything to kick about, because our coconut oil, the coconut oil used
for edible purposes, has, up until this last year, always sold for
considerably more money.

Now, as an example of that, we split coconut oil into two particles.
We take a pound of coconut oil or 3 pounds of coconut oil, and we got
from it 1 pound of coconut oil steaiin. That stearin is the portion
that goes in between the Nabisco. cracker, which is what gives the
pleasing effect to the Nabisco cracker. Now, that particular item of
coconut oil is the consistent part; ever since I have known it, and I
have known it and made it for over 50 years almost exclusively,
myself, for concerns like the National Biscuit 6o. and Loose-Wiles;
it has always sold for more money than cotton oil, or cotton-oil
shortening, or lard, or any animal fat or any other vegetable oil
produced in this country. The soft oil from coconut oil, after we take
out the hard portion which we call the stearin, is being used mainly
as the shortening, in a very narrow sense, as these charts will show you,
6nly about or less than 7 percent is used in shortenings, about 1)
percent of the total shortenings used in the United States is coconut
oil or coconut-oil products.
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Now, one of the main uses of that soft oil is that it goes for frying
peanuts. I do not know if there are any statistical records of
how many salted peanuts are produced every month, but we sell a
great many of the salters, and they tell us, and their association,
that there is undoubtedly, from a safe estimate, at least 450 carloads
of salted peanuts marketed every month.

Now, I know most of us around here remember back some 15 years
ago, when you bought a package of salted peanuts, and they wer all
rancid. You will remember, if anyone eats peanuts, or has eaten
them in the last 10 years, that they are usually vety palatable and
are not rancid. The reason for e fat or any cooked substance or
article going rancid is on account of its fat content. You take hard-
tack it has no fat in it at all, and it is the longest-keeping cooked
artale that man can prepare for himself. The next longest-keeping
article is that which is made with coconut oil.

Now, I have here, and I am not going to take up your time with it,
but it is the most important thing, owing to the fact that I am repre-
senting those consuming manufacturers in one factory alone, iW New
York, a concern that is a large user of coconut oil, proportionately
to coconut oil used, buys 48 million pounds of lard a year, but he
only buys about 6 million pounds of coconut oil. That goes into
these particular kinds of crackers that are, in a wayj the lunchery
kind of crackers. They are making enormous quantities of the soda
crackers where they use nothing but pure lard, but their Oreole bis-
cuits, wfiich are chocolate flavored, and a sweetened manila flavor,
are cooked entirely with coconut oil. They have to be.

Now, the salter of nuts is up against the same thing, only he is up
against a worst condition, because the coconut oil that surrounds the
nut is exposed to a very enormous surface air, and the oxidation of
the air, so that if he fries in peanut oil or cotton oil, or any oil that the
gentlemen from California just attempted to tell you a while ago, the
difference, our native oils, because they are more or less like the frying
oils, and become rancid, upon absorbing air. Peanuts will spoil.
Our general manager, sitting over there, he was telling me a very
interesting thing this morning. I had known it, in my own ex-
perience, all these years, in the preparation of foods for the baker and
the frier, that a large frier of peanuts got scared or frightened about
this 5-cent tax and he started, witholit asking anybody, frying them
in cottonseed oil. Well, he sold one jobber that he ha been selling
to 2 or 3 carloads of peanuts, in small packages, a month, so that they
2l, went bad, and the jobber asked him to take them back. He says,
"Now, don't quit me, I am going to go back to the use of coconut oil,'
so this jobber was a little afraid that he was being kidded by this man,
that he could not rely on him, or he was afraid he couldn't, so he
asked our company, our manager, to testify to the fact that this salter
of nuts had returned to the use of coconut oil. Now, I cannot help
but tell you that it is a short-sighted policy, if we are looking forward
to revenue, certainly, with a very small quantity of the coconut oil,
that goes into edible products. It is not of very much importance to
the country today, to tax it 5 cents a pound.

Senator WALCOTT. About how much, do you know?
Senator McADoo. What percentage?
Mr. THURM&N. About 30 percent. In other words, the soap is

the big user, about 70 percent of that goes for soap, and about 19
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for shortening, and about 7 percent goes into the confectionery and
cracker game, see, so we use a very small percentage, about, I would
say, 20 percent of it, and 70 percent for soap and the other 10 percent
goes into the channels that Ihave just mentioned.

Senator WALCOTT. But it is converted into edible oil, after it reaches
here isn't it?

Mr. THURMAN. Yes, coconut oil is imported crude, or crushed from
the coconut, in this country.

Senator McADoo. Is that true of all of it?
Senator WALCOTT. All of it?
Mr. TnRUMAN. You see, coconut oil already has 2 cents a pound.
Senator WALCOTT. All of it comes in as crude oil?
Senator McADOO. It has 2 cents a pound?
Mr. THURMAN. Yes.
Senator CONALLY. Not from the Philippines?
Mr. THURMAN. No. I understand that is a United States posses-

sion.
Senator WALCOTT. Now, give me again, please, what that figure is.

You say that it is broken down from the crude oil into edible oil,
coconut oil?

Mr. THURMAN. Yes.
Senator WALCOTT. What percentage is broken down in that way?

In other words, what percentage of the crude oil?
Mr. THURMAN. The byproduct is around 5 to 6 percent almost.

You will have to lose around 7 or 8 percent, that will go to the soap.
Senator WALCOTT. So about 7 percent of the crude oil that comes

to this country is broken down to edible oil; is that correct?
Mr. THURMAN. Yes. I -did not get that. No, that is wrong.

You said only 7 percent?
Senator WALCOTT. No, I am asking you what percentage of the

crude oil that comes to this country is used to break down into edible
oil?

Senator McADoo. Ten percent, he said.
Mr. THURMAN. No' 30 percent, Mr. McAdoo.
Senator WALCOTT. That is what I thought.
Senator McADOO. Yes; but I mean 10 percent of the-
Mr. THURMAN. Yes.
Senator McADOO. Twenty percent of the crude?
Mr. THURMAN. Yes.
Senator McADoo. About 10 percent?
The CHAIRMAN. Well, thank you, very much.
Mr. THURMAN. That is an awfully short time, Mr. Chairman.
The CHAIRMAN. The opposition now has 12 minutes.
Mr. THURMAN. Would you let me just introduce this, Mr. Chair-

man?
The CHAIRMAN. Yes, indeed.
Mr. THURMAN. I really am sorry for the fact that the time is so

short, because I'have the responsibility of these people who are de-
pendent entirely upon coconut oil, and there .are a number of letters
here to 116 in this thing, that are sent in by small and large manufac-
turers, saying that they cannot do without it, and they want you to
know that they have always paid a sufficient price for their oils, the
coconut oil they use, compared to other people, but if you split the
coconut oil, if you take 3 pounds of coconut oil, and are going to get
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one use of it for this purpose, that means it is going to cost them 15
cents a pound, and they cannot compete with this foreign cocoa butter.
That is what they are up against. They cannot do it.

Baur, LETTERS, AND OTHER DATA SUEMI1rED By MR. ThURMAN

THe INTERRELATION OF FATS AND OILS PRODUCED AND CONSUMED IN THE UNITED
STATES

For reference is attached a schedule, called table 1, which is the Department
of Commerce Bureau of the Census, Factory Consumption of Animal and
Vegetable Fats and Oils by Products'for 1931. This compilation shows the
amount of animal and vegetable fats and oils that went into consumption in the
factory, and are classified by products and uses. For convenience, below are
the totals of these various fats and oils:

Factory consumption of primary animal and vegetable fate and oile, by classes of
product, calendar year 1981 Potsl

Compounds and vegetable shortenings------------------- 1, 208, 142, 000
Oleomargarine -------------------------------------- 190, 467, 000
Other edible products -------------------------------- 190, 835, 000
Soap ------------------------------------------- 390, 231, 000
Paint and varnish ----------------------------------- 328, 390, 000
Linoleum and oilcloth --------------------------------- 73, 473, 000
Printing inks -------------------------------------------- 13, 284,000
Miscellaneous products - -------------------------- ..- 204, 358, 000
Loss in refining, including foots ------------------------ 172, 289, 000

Total ------------------------------------- 3, 771 469 000
Total United States cottonseed-oil production 1931------. 1, 416, 799, 761
Total United States hog-lard production, 193 ------------ 1, 679, 272, 000
Total United States hog-lard production, 1928 ------------ 1, 580, 000, 000

Total United States dairy-bnltfer production, 1929:
Farm------------.. -------------- 580, 000, 000
Factory ----------- 1, 513, 580, 000

2, 093, 580, 000
It must be remembered that the above total of three billion seven hundred-odd

million pounds of fat and oils for 1931 does not represent the total production
and consumption. For example, on table 1, the total cottonseed oil shown going*
into consumption was 1,140,000,000 pounds, while the production is somewhere
around 1% billion pounds.

A greater contrast is in the caso'of lard. There was only twenty-two million
two-hundred thouslid-odd pounds of lard in factory consumption, while we
know that there was produced in 1933, 1,678,000,000 pounds.

Referring agaIn to table 1 the largest factory consumption of any one item
was that of cottonseed oil, being 1,140 000,000 pounds in 1931.

The next largest in importance was that of tallow, edible and inedible, amount-
Into 638,000,000 pounds.

The next in importance was coconut oil, being five hundred ninety-two million
six hundred thousand-odd pounds, the total made and imported in the United
States.

FOR SHORTENINGS AND COMPOUNDS, VEGETABLE AND ANIMAL

Of the total cotton oil consumed in the factory, that which went into compounds
and vegetable shortenings amounted to nine hundred and twenty-qight million-
odd pounds. The next largest item that went into shortening and compounds is
edible tallow, amounting to sixty-nine million five hundred-odd thousand pounds.
The next items taken together as one are edible animal stearine and oleo oil?
totaling thirty-seven million-odd pounds. The two next largest items were palm
oil and coconut oil, both being about thirty-four million-odd pounds.

With the greater preponderance of cottonseed oil and animal fats to the other
fats mentioned, being 15 to 20 times greater in the case of cottonseed than the
others mentioned, it is assumed that cottonseed oil and animal fats are the favored
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oil and fats for compound lard substitutes and vegetable shortening for general
use.

The enormous quantity of cottonseed oil that is used as salad oils in undoubt-
edly not shown on this factory consumption report (table 1) and therefore out
of the difference between nine hundred and twenty eight million-odd pounds of
cottonseed oil used for compounds and vegetable shortening and the total of
1% billion pounds of cottonseed oil produced, it is safe to assume that very large
quantity of this went Into cooking and salad oils.

FOR SOAP

The total oils and fats, vegetable and animal, used for compounds (lard sub.
statutes) and vegetable shortenings amounted to one billion two hundred and
eight million-odd pounds, yet this enormous quantity is not equal to that which
as used In the soap Industry, this total being one billion three hundred and
ninety million pounds.

It is convincing to note (table 1) that animal fats are used to the greatest
extent for soap. For instance:
Inedible tallow ------------------------------------- 523, 714, 000
Grease (undoubtedly house, garbage) --------------------- 129, 408,000

Total ----------------------------------------------- 658, 117,000
The next in Importance for soap is coconut oil amounting to three-hundred-

and-forty-million-odd-pounds. The one of third Importance is palm oil, amount.
Ing to one-hundred-and-seventy-two-million-odd-pounds.

SOAP THCNNIC

It is reasonable to believe that the ratio of tallow used for soap-making pur-
poses to that of coconut oil would remain fairly constant unless disturbed by a
shortage or a tax regulating the importation or the production of one or the other.
The reason for this is based on authentic facts proved by practical use and
experience. Tallow is rather of a high melting point compared to other animal
and vegetable ois which are liquid at ordinary temperature, making tallow of
great importance to the manufacturer and the user of soap because it gives stiff-
ness and solidity to the bar or cake of soap. There is however, a serious draw-
back to a pure tallow soap because of Its poor solubility in cold water due to its
high melting point and the nature of the glycerides contained in it, which restricts
itto a rather narrow use. Because it dissolves slowly and lathers poorly its deter-
gent or lathering propertiesare interfered with.

NOW A SOAP CLEANS

The cleansing properties of a soap are directly proportional to the ionization
property of the combination between the fatty acids contained in the original fat
and the caustic soda which is combined with the fatty acids to make the soap.

What is meant by Ionization is very simple. When a soap containing a fatty
acid and caustic soda Is placed in water, upon dissolving, will ionize into fatty
acids and free caustic. This ionizing or forming of free caustic gives to the soapy
water the power to first neutralize dirt. Foster D. Snell, in some of his recent
classic writings on the detergent or cleansing properties of various agents, brought
out that the cleanser must be capable of Ionizing and neutralizing the dirt par-
ticles. The dirt particle is usually acid, and soap that will not ionize properly
would fail to neutralize the acidity of the dirt particles. When the dirt particle is
neutralized, It then itself becomes similar to a soap and the surface tension of this
dirt is so reduced that it will become easily emulsified in the soap solution and the
froth or the lather of the soap. The froth and the lather suspend the dirt particles
removing them from the surface to which they were attached.

Then for proper bleansing there are two things necessary, the neutralizing of
the dirt and the frothing or foaming of the soap so that the dirt can be engulfed
or entangled in the froth, and the froth be stable enough to float the dirt away
from the surface.

SOAP USES

Tallow probably resists Ionizing most and lathers and foams the least of any
soap fat. The wonderful success of the automatic washing machine may be
directly attributed to the inclusion or use of coconut oil In the soap or mixed with
the tallow soap because It Increases solubility and foaming and lathering.
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Most every one is familiar with such articles as Rinso, Supersuds, Selox, and
Oxydol. These soaps are dumped into the reservoir of the washing machine
ana they dissolve quickly even in cold water. Because they dissolve quickly,
they penetrate the dirt quickly, and immediately neutralize it- and because they
foam, they float the dirt away from the surface. Coconut oil is responsible for
the success of these particular soaps doing their work without the old-fashioned
hand rubbing or scrubbing that was necessary before coconut oil was used in soap.

SOAP MANUFACTURING

The manufacture of soap is confined generally to very large establishments
which are equipped with expensive equipment for boiling and treating fats aud
converting thorn into soap. The reasons for this are that the large soap maker is
dependent upon tallow, house grease, and at times such fats as whale oil, which
require very strong treatment in order to convert them into soap; and the large
soap maker is in position to use house grease which is saponified and the fatty
acids distilled from this are easily converted into a rather white soap.

The small soap maker, however, is not so generously or efficiently equipped and
and many of them are dependent upon the reaction which takes place in the cold
between caustic soda and coconut oil to make what is commonly known as a cold.
process soap.

HARD-WATER, MARINE, COLD-PROCESS SOAP

Cold-process soap is very necessary to sections of the country where the water
is hard or alkaline, which makes it very difficult to cleanse using soaps consisting
mainly of tallow or oils other than coconut. An extreme case of this nature is on
ocean ships where only salt water is used for washing and bathing, and it is im-
possible to use any other soap except a pure coconut-oil soap.' Coconut oils are
the only class of fats or oils which can be made into soap without heating or boilin

Coconut oil therefore has a very unique place in the soap industry in that i
cannot be substituted for making cold-process soap; and if it -were substituted
in certain places where the consumer was unable to get a soap made of sufficient
coconut oil. it would increase the cost of laundering because considerably more
soap not containing coconut oil would be used and wasted.

Coconut oil cannot be substituted for any other oil in the manufacture of
cold process kosher soaps. The Jewish religion requires soap free from animal
fats and a white soap. No animal or vegetable fat can be substituted for coconut
oil in this soap. The soap must be white so that letters "KOSHER" in dyed
colors, which are placed in each cake of soap, will show in contrast to the main
body of the white cake. Soap with blue letterings are used for certain dishes
for instance, meat. Other letterings are in paler colors, like pink or yellow, and
this soap is used for other dishes, for instance, milk. One piece of soap cannot
be used for washing both sets of dishes. Therefore, if it is attempted to use
palm kernel or cottonseed oil for this purpose, they will discolor or yellow on
aging, making it difficult to distinguish l4etween the soap to be used for different
dishes.

WHY COCONUT OIL 15 AN INDISPENSABLE SOAP INGREDIENT

Why has coconut oil such a unique place in the soap industry? By referring
to table 2, attached, the question is answered. This tabulation shows the com-
ponent fatty acids of the various fats and oils used for soap making and other
purposes in the United States. One notes that coconut oil Is composed of mainly
two glycerides or fatty acids, namely, laurin and myristin; and that tallow and
the other fats that are usually made into soap (with the exception of palm-kernel
oil) do not contain these fatty acids at all, while others may have have traces of
them.

Because the glycerides of these two fatty acids are present in a very high
percentage the characteristic difference and favorable qualities of coconut oil
are due entirely to the character of these two fatty acids. They have the prop-
erty of being solid at ordinary room temperatures, but melting very low com-
pared to tallow. Soaps made from oil containing these two fatty acids or glycer-
ides are very brittle and hard, and for this reason there is comparatively little
pure coconut-oil or palm-kernel-oil soap sold or used. It is usually compounded
with soaps of other fats and oils except in the case of marine soaps and for sec-
tions where there is hard water.

Coconut oil requires a larger proportion of caustic soda to be combined with
It to make a soap than tallow or cotton oil thereby furnishing more caustic soda
for the purpose of neutralizing dirt than a soap made from the other two fats

p I
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mentioned; and this may account for a great many people claiming that coconut
oil is too harsh for the skin.

There are glycerides of other fatty acids in coconut oil, it will be noted, which
are not contained in tallow and cottonseed oil or palm oil and these fatty acids-
caprole, caprillic, and capric-are known to be soluble, volatile acids because
they are soluble in water which is not true of the fatty acids that compose fats
like tallow and cottonseed oil# these are not soluble in water. This accounts for
the solubility of coconut oil in two volumes of absolute alcohol at 820 F., and
one volume of coconut oil will dissolve in two volumes of 90 percent alcohol at
600 F. All other oils, except palm kernel are insoluble in alcohol. This proves
why coconut oil soap is so readily soluble in cold water and why soaps made from
the other fats are not.

These facts prove unquestionably that coconut oil is a necessary, econondcal
Item for the toilet and laundry of the average citizen, and If the proposed 5 per-
cent per pound tax on coconut oil goes into effect, whether the oil is imported
or crushed here, it Is estimated that the cost of soap will increase 100 percent.
And the wasting of soap will increase greatly, especially in hard-water sections.
Also, the work of the housewife in her laundering will be greatly increased be-
cause soap that does not contain coconut oil will require considerably more
scrubbing Instead of just soaking and rinsing as is done today where soaps are
used made partly or all of coconut.

COCONUT OIL IN MARGARINE

Referring again to table 1, there is a column headed "oleomargarine." Out
of a total of 190,000,000 pounds of all oils consumed, the amount of coconut oil
used was one-hundred and thirty-three-and-odd-million pounds. There is a very
good reason for this, being mainly, that coconut oil has the property, as mentioned,
of being solid at ordinary temperatures, yot having a reasonably low melting
point and a very sharp one which will release to tt tasting cells of the mouth
the milk flavor contained in the fat which makes it an oleomargarine.

Because cotton and similar vegetable and animal oils have the property of
melting over a long range of several degrees when hardened, they do not release
the flavors as quickly when taken into the mouth as coconut oil. The manu-
facture of a cotton-oil margarine or one from some other fat than coconut oil
has been tried many thnes but the product has proved to be not so palatable.
There is no question but what the small )ercentage of the people who consume
margarine prefer a coconut oil product. It is a wholesome product having been
determined by experiments on human beings to be slightly more digestible than
other fats and oils; and also, it has long keeping qualities-that is, strong resist-
anice to becoming rancid, -from oxidation. Biological experiments have shown
that rancid fats have a very strong deleterious effect in robbing the body of the
nutritious vitamins, like vitamins A and D. Coconut oil, then, would be the
logical choice not only from the standpoint of palatability but for safeguarding
the proper nutritional vitamins derived from other food products eaten.

It is interesting to note, however, that although 133 million pounds of coconut
oil were used in oleomargarine, almost three times that quantity was used for the
manufacture of soap and there were only 34 million pounds of coconut oil
that went into the manufacture of compounds and vegetable shortening.

Because the few users of margarine prefer a coconut oil margarine, it is very
important to consider the effect on the oleomargarine business if coconut oil was
entirely abolished. Could the elimination of 200,000,000 pounds of coconut oil
margarine increase the consumption of dairy butter or its price, when there was
produced in 1929 bettor than 2,000,000,000 pounds of dairy butter?

It is not beyond sound reasoning to believe that if the elimination of the 200,-
000,000 pounds of coconut oil margarine (compared to 2,000,000,000 pounds of
dairy butter) would raise the price of dairy butter appreciably, those who cannot
now afford to buy dairy butter at oven current prices but buy margarine, would
still not use dairy 4)utter. The coconut oil margarine Industry would be killed
and the country as a whole hurt by throwing out of work those who are engaged in
this business and force those who can only afford' to buy coconut oil margarine
to do %itliout one of the necessities of life altogether, or, accept an inferior and
unpalatable product.

wiv COCONUT OIL IS USED AS S1EOlITEWIN IN BAKING
Referring again to table 1, the other main use for coconut oil, which consumes

the least out of the total, is for compounds and vegetable shortening. A quan-
tity of thirty-four and odd million pounds went into-the total of all fats and oils
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of 1,200,000,000 pounds. This small percentage of coconut oil is used for a very
particular and specific use in the baking industry.

Coconut oil is one of the longest keeping fats known. The life of any baked
piece of goods Is directly proportional to the lasting qualities of the fat used as a
shortenin in it. For instance, the longest keeping baked bread is unleavened
bread which contains no fat, or the wel/known hard tack. These two types of
bread keep indefinitely because they contain no fat which can go rancid to
oxidation or any other means of becoming rancid.

There are certain types of biscuits and crackers In which coconut oil is abso-
lutely essential. There are on the market, certain well-known brands which are
commonly known as hard sweets and the trade names of two well-known brands
are Oreo and Hydrox. The reason for calling thcse two crackers hard sweets is
because coconut oil has the tendency to produce a hard baked product. Why it
produces hard baked products is because it lacks lubricating or shortening value.

A shortening is nothing but a digestible lubricant, In a practical sense. The
power of lubrication or shortening value has been determined by measure just as
the breaking strength of concrete has been determined. A cracker, for instance,
Is placed between 2 stops, and a plunger is placed on the center of the cracker
between the 2 stops. Water is allowed to drop into a container that is supported
by the plunger. When the cracker breaks the amount of water that has dropped
Into the container Is weighed. Hog lard has been found to be the most perfect
shortening in the sense of lubrication, for the granule of starch contained in
bread or crackers.

The fats are rated as follows In lubricating or shortening value: Percent

Lard -- -------------------------------- .------------- 100
Compound containing oleo stearine and liquid cotton-oil..-------------- 96
Hydrogenated cottonseed ------------------------------------------ 98
Peanut oil -------------------------------------------------------- 85
Butter ........................................................... 75
Coconut oil ------------------------------------------------ 72
Olive oil ---------------------------------------------------- ---..-. 80
Rapeseed oil ------------------------------------------- --------- 78
Soybean oil ----------------------------------------------------- 74
Corn oil ..................................... -------------------- 74
Cottonseed oil ---------------------------------------------------- 73

It is desirable In certain crackers to have this flinty hard condition. The
pleasantness of the crunch of a cracker between the teeth is liked by all and If
coconut oil is eliminated it will mean that certain manufacturers and con-
sumers who prefer to make and eat this type of biscuit or cracker will not be
able to do so. It would cause considerable loss to the cracker manufacturer who
makes this type. By trying to use a substitute for coconut oil, he would have
to resort to what is known as high oxygen absorption power oils or fats (measured
by the well-known iodine number) -jiich become rancid comparatively quickly
and cause the crackers to not keep as long, and the returns of spoiled crackers
would be too great. 6

A short bread is another type of cracker of which a well-known brand Is Lorna
Done, whose principal shortening Is coconut oil. I

Sugar wafers, of which Nabisco is a well-known brand, have only coconut ell
as. the shortening. Here it is very necessary to have a fat of long keeping prop-
erties because of the porosity of the wafer which exposes a large surface of the
cracker containing the fat to the air which would bring about very rapid rancidity
if any other oil but coconut were used.

In the manufacture of macaroons, coconut oil is the most desirable shortening
for the reason that it prevents the macaroons from becoming so hard and brittle
that they would be unfit for edible use and even for shipment. The oil with a
short raige of melting point will soften the macaroon very quickly when exposed
to the heat of the house and especially when taken into the mouth. This prevents
the macaroon from becoming hard and inedible.

The filling that goes between the Nabisco crackers is almost entirely only
coconut oil. Most every one knows the very pleasing cooling sensation that is
experienced in eating sugar wafers like a Nabisco. ehis is due to the filling
between the two wafers of the Nabisco cracker which is composed mainly of
coconut oil stearine. As stated above, because coconut oil melts within such a
narrow range, it so quickly absorbs the heat from the mouth that it brings about
a cooling and pleasing effect.
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Coconut oil is usually made into what is called a soft oi], or olein, and a hard

oil, or stearine. This is a highly labor consuming operation, requiring the wrap.
ping by hand into cotton cloth bags about 7 pounds of fat at a time. The bags
are then put into hydraulic presses and pressed. About one quarter of the
amount of fat placed In the bag remains as stearine. This stearine after refine-
mont is used for making fillings and icings for crackers.

Up until about 10 years ago, it was almost impossible for a biscuit and cracker
manufacturer to make a coated cracker in the summer time because when cocoa
butter was used to make the coating, this fat has such a low melting point that it
would not stand shipment or exposure In the retail store during the summer; but
by using coconut stearine it is practicable to manufacture sugar coatings for
crackers that will stand shipment and exposure on the retail shelf.

There are very few sweet biscuits or crackers made today that are not filled with
or have a coating made of coconut oil or Its stearine. Here exposure to the air a
long time before consumption is a great factor of importance, as well as the high
temperatures to which they are exposed, and manufacturers are forced, In making
thisline of crackers, to use a coconut oil or Its stearine.

Theplacing of a 5-cent per pound tax on straight coconut oil wou.d mean at
least 1 to 20 cents a pound nufactured from it because only
one quarter pound of coc from I pound of coconut oiL.
Cracker concerns are d tax claiming that there
is no fat other than his type of goods.

The liquid nu 4De the tryin of ts, r, tcle. to the air,

and which is utsfI trued with
a fat that J d atAll of us

who have r hay lsi~arked change
from the quality we are able
t get ted on ofr its olein forfrying pea .,,, '!!

Do we po at consump-
tion in oul rodu s safe to say
that consl u ing districts
where the us d stored haumption, and
also less n raised nited States if
coconut oil I

There is anoth g-keeping qualities,
namely, for grease this purpose by the
manufacturers of Ho in pans greased withcoconut oil keep infinle- 8 ot impart rancid or
bad flavors to the baked id

For white coatings on crack Is indispensable. Cocoa butter or
Any other fat would impart a col would be off shade and not so pleasing in
taste.

The creaming properties of coconut oil which allow It to be creamed up with
sugar and eggs or gelatin to make an Icing, is a distinctive quality for biscuit and
cracker making.

One of the most outstanding reasons for using coconut oil in these crackers and
their fillings and icings is because it has an absolutely neutral flavor in addition to
its long keeping qualities. There are no other oils available, with the possible
exception of sesame, that have this extremely neutral flavor. Just why sesame
has the unique quality of long-keeping and rancidity-resisting is not known unless
it is because it contains a very high percentage ot the glycerides of olec acid.

Coconut oil do& not compete in any way with any other fat or oil produced
in the United States. The only fat with which coconut oil competes is cocoa
butter, which is a product pressed from the imported cocoa bean. In recent
years, however, coconut oil stearine has sold for several cents per pound, as
high as 5 or 6 cents per pound more than cocoa butter because the manufacturer
who makes the products mentioned knows that he cannot depend on the use of
cocoa butter to have his products in summer arrive in a satisfactory condition to
the ultimate consumer. He therefore has paid more money for coconut oil
stearine than for cocoa butter. This does not mean, however, that he would be
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willing to pay 5 cents per pound additional for the oil or 15 cents more for its
stearine than cocoa butter, because his profit would be destroyed. But it does
prove that the manufacturer of certain types of commodities has to use coconut
oil and that there is no substitute for it. In fact, you may say that if he is forced
to use cocoa butter he will use it as a substitute for coconut oil, and we know that
there is no cocoa butter produced from an original source in the United States, but
it is made from an imported bean, and the amount of labor employed in the crush-
ing of cocoa beans for the sole production of cocoa butter would be small corn
pared, to that which is employed in the crushing and manufacturing of coconut
oil and its stearine.

SESAME OIL AS A SUBSTITUTE

The introduction in the home and wide distribution of a prepared biscuit flour
has been recently accomplished, requiring the housewife to add only water, to
form the biscuits and to place in the oven. The problem was to get a fat that
had sufficiently long keeping qualities, ihe well as shortening value, to be incor.
porated with the dry prepared flour and for over 20 years, to my personal
knowledge, this was not accomplished, although great effort and expense were
applied in trying to develop a suitable fat.

The very fact that the flour had to be shipped with the shortening mixed in it
.meant the ruination of the product, up until the time sesame oil became available
in the United States. The enormous exposure of the shortening coated around
the particles of flour brought about very rapid rancidity and the prepared flour
was spoiled by the time the housewife received it. However, sesame oil has
made possible the very wide distribution of prepared flour on the market.

The largest flour concern in the United States, together with my company's
research department, spent considerable money and time extending over more
than 2 years, developing a shortening that was suitable for prepared flour, and
of all the fats that were tested and tried sesame shortening was the only one that
stood the test. Coconut oil probably would do the same but it does not have
the lubricating or shortening value that oils like cotton seed, and sesame, and
lard, have when made Into a shortening. Sesame oil is indispensable as a shorten.
ing for prepared flour. Having prepared flour available to the housewife will
bring about a greater consumption of wheat flour.

Certain uses for sesame oil are really part of a religious belief. The Jewish
holidays require. that no grain material be included i the food list other than
unleavened bread. No oils except sesame and sunflower are to be used; the
others are of grain origin and are yellow in color. The Jews' dietary laws require
thom to eat a very white oil. Sesame is theonly oil that can be produced white
in color with the exception of coconut and sunflower, but coconut oil is a solid
fat at ordinary room temperatures and cannot be used as a table or salad oil.
Sesame is a natural salad oil not even requiring winter pressing to remove the solid
constituents as is the case of cottonseed oil when it Is made Into a salad oil.

The small consumption of shortening made from sesame oil in comparison to
the enormous volume of shortening made from other oils and pure lard should
convince anyone that it cannot handicap the consumption of these other shorten-
ings nor either is it used for salad oil in quantities sufficient to depress the price
of the domestic oil.

The consumption of sesame ol, shown on table 1, during 1931, was possibly
the highest ever known in the United States, and it is now only used in prepared
flour And as a table oil for the Jews and those foreigners who are accustomed to
eating extremely white oils that they consider is a symbol of purity and will pass
the religious regulations of their diet.

In conclusion, to increase the production of lard and cottonseed oil by the
amount of coconut oil and sesame oil excluded by the proposed tax would mean
enormous increase in the amount of hogs and cattle, there being only 20 pounds
of lard produced per hog, on the average, and approximately 20 pounds of oleo
oil and stearine per cow. To produce 160 pounds of cottonseed oil, a bale of 500
pounds of fiber cotton would have to be made. Therefore, it would increase
enormously the production of hogs, cattle, and cotton, if coconut oil were excluded
and cottonseed oil and animal products could be substituted. And further the
elimination of coconut and sesame oils would curtail the consumption oi the
products mentioned in which coconut oil and sesame oil find such admirable use,
mainly, peanuts and wheat flour.
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LUBRICANTS

The prohibitory tax on these two oils Is not consistent with the Government's
activity in trying to decrease the production of hogs and cotton. If this tax is
proposed for the purpose of curtailing the importation of oils like coconut, it
would be more reasonable to place this tax on that amount of mineral and lubri-
cating oils which have almost replaced entirely inedible animal tallow and greases
formerly used as lubricants. No doubt many remember when most all moving
machinery was lubricated with tallow and/or other fats from animals only; the
stiff greases that are used for heavy bearings still contain 20 percent of soap made
from animal oil, the other 80 percent being mineral lubricating oil. This is also
true of screw cutting oils in which either animal or vegetable oils (not coconut
or sesame) are compounded with a mineral oil to make an emulsion suitable for
screw cutting purposes. But one of the best authorities states that animal fats
have been largely replaced, if not entirely for lubricatingi by petroleum oil.

A great many can recall that Just beforethe beginning of the new century the
words "tallow candle" meant just that, because then all candies were made from
animal fats tallow being the maln constituent. Today we find that candles are
made largely from paraffin derived from petroleum and this product is stiffened
with a small percentage of stearlc acid which was formerly produced from the
pressing of animal tallow and stearines, but now is largely produced by the
hydrogenation of fish oils.

For the convenience of those who are not familiar with the duties on imported
oils and fats, table 3 is attached giving these rates on various vegetable and
animal oils. Please note that palm oil is tax free, yet from table 1 you will see
that 172,000,000 pounds were used in soap making. Palm oil is very similar in
character to tallow. It has the characteristic component glycerides as can be
seen from table 2. It also has the same property when made Into soap that tallow
has that is, stiffness and poor solubility in cold water. Its (palm oil) use is
limited, however, because of its high oleo. It does not make a pure white soap
even though it may be high refined. Therefore, palm oil is not a substitute for
coconut oil but is a direct substitute for tallow, having almost identically the same
properties, also similar in composition. V-1

THE. HUMAN SIDE

(Relating to the proposed B5.ent tax on coconut oil)

If it was consistent with doing the thing for the better interests of the United
State to place a tax of 5 cents a pound on coconut and sesame oils, it would not
be compensated for by the harm that will come to 4,000,000 natives whom the
United States owes a responsibility. Many times the magnanimous attitude
of the United States has been mentioned, in fighting to free Cuba and the Phil.
ippines from the tyrannical rule of the Spanish.

Would it be fair to kill an industry which affects 4,000,000 natives in the
Philippines whose only means of barter is copra from which coconut oil is derived
and which is produced solely by their hands?

The United States buys copra and coconut oil $23 300 000 worth annually
and the Philippines purchase from the United States $a8,860,000 worth of mer-
chandise, including farm products, in return. As long as this trade balance Is
favorable to the United States and as long as the native, on account of his
primitive economic system, is able to be employed in the manufacture of copra,
which he uses to purchase goods, why isn't it more sensible to not upset the
economic condition of a country that cost millions of dollars and the lives of
American citizens to free?

Isn't there more to be gained by the proper nurture and development of the
Philippines than to destroy their main source of revenue by which they are able
to exist? In a few months from now if this 5-cent tax is placed on coconut oil,
will this revenue be used as a contribution of charity to help these natives who
undoubtedly will suffer. on account of choking off their only means of livelihood?

DEPARTMENT 614 COMMERCE,
BunAv OF THE CENSUS,

Washinglon, D.C., June 21, 198.
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FACTORY CONSUMPTION OF ANIMAL AND VEGETABLE FATS AND OILS, By PRODUCTS
roR 1931

The distribution of primary animal and vegetable fats and oils consumed in
factory operations in the United States during the calendar year 1931, by classes
of products in which used, is presented in the tabular statement below. Data
for oleo stock were not collected hence the secondary products, edible animal
stearin and oleo oil, are shown. The statistics were compiled from the quarterly
reports of the several concerns to the Bureau of the Census, supplemented by
special statements covering the entire year for those manufacturing more than
one class of products.

The total consumption in all industries fol each item is the same as given in -the
bulletin for 1931, except for those vegetable oils for which the crude and refined
products are indicated in the questionnaire, namely, cottonseed, coconut, corn,
peanut, palm-kernel and soybean oils. For each of these a net consumption was
arrived at by deducting from the total of both crude and refined consumed the
quantity of refined produced.

Oils subjected to the process of hydrogenation or other treatment for special
uses were reported as consumed in the products for which intended. For example:
Oils treated for soap manufacture were entered in the column headed "Soap"
and oils intended for edible purposes were entered in one or more of the columns
covering edible products. The ultimate uses of the primary oils are designated
in this way.

TABLE 1.-Factory consumption of primary animal and vegetable fats and oils, by
classes of product, calendar year 1981

[Quantities in thousands of pounds]

otO l .............................
Cottoneed oil.. ..............
Peanut ol..........
Coconut oil........... .........
Corn oil ......................
Soybean oil ...............................
Olive Oil, edible ...........................
Olive oil, inedible .......................
Sulphur oil or olive 1oot ..................
Palm.rnel oil ..................saem d oil ..............................bansed oil ................................

bins.wood oil ........................
Vegetable tallow ......................
Castor oil .................................
Palm oil ...................................
Sesame oil .................................
Perila oil ................................
Other vegetable oils .......................
Lard... .....................
Edible animal stearin .....................
Oleo o ....................................
Tallow, edible .............................
Tallow, Inedible ...........................
Grew...e........................
Neat's-foot oil .........................
Marine animal oils ...............
rish oils .........................

3,771,409
it,140,799

13,5843

42,819

76
39,8678
54,059
8782

296,773

17.024
2m, W
44,778
4,722

21,094
2%,277

144
31 371
71,885.

580.326
210,754

1,093

120,733

1, 28,1 190, 467

928,489 16,007
0,960 4,898

34,182 133,117
10,889 03

158..........

34,W3 2,430
33t,817 251
1 8540 38

,860 ol0
27,220 4,88
10,004 18,78
69,648 ............

,708 ............
...0........

190,835

84,435
1,484

2Q, 807
........... "

. ,..,. ,.. ....,..

S..........ii"

'141
2"6

So,317
312

2,018
431

....... ...

.... ,........

1,390, 31

1,970
244

340,508
4,104
3,818

14
100

38,070
28,036

1,494
533,714

8299

3388,609
58,4"

I F_



TAX ON ORTAIN OILS 303

TADL8 I.-Factory consumption of primary animal and vegetable atS and oils, by
classes of product., calendar year 1981-Continued

[Quantities In thousands of pounds)

Paint nd Linoleum Mial. Loss In
Kind and Printing aneoUs defining,

varnish ol cloth inka products including
foots

Total ............................... 328,390 73,473 13,284 204, 358 172,289

Cottonseed oil ........................ 02 ............ 7 2,19 107,690
Peanut oil ................................. 20 ............ 1 117 1, 169
Coconut oil ................................ 4 2 749 31,193
Corn oil ................................. ...24 ...................... 2,404 9,091
Soybean oil ................................ 6,26 2,612 a3 2,051 1,625
Olive oil, edible ............................................... 292........
Olive oil, inedible ............................................. 5,37 ............
Sulphur oil or olive toots ...................................... 7 .... 706 ........
Palmkernel oil ........................ ........................ ..".:.. . 143 8,144

4 . .ol ............................... 88 ,734........
oil ............................ 2 I,2 6 47,80 11,782 6,00........

ObIna.wood oil ........................ 72,85 7,30 9i5 ,1 93 ..........
Castor oil .................................. 1,805 110 21 12259 ............
Palm oil ........................................................... 3 12,349 a 13,125
Seame ol ................................................................... 2, 331
Perift Oil .......................... 2,904 725 34 1059........
Other vegetable oils .... ................. 322 ...................... 437 1,251
Lard ...................................................... 435 ... ...
Edible animal stearin ................... ........................ 070........
0leooil .................................... 44 ............ 8 66 ........
Tallow, edible ...................................................... 3 409 ............
Tallow, inedible ........................... 47 ............ 0 42 ,1 ...........
Gros ................................... 65 ............ 372 80, 914 ............
Nestls.foot oil ...................................................... ,060 ......
Marine animal ois ......... ............................. 2 1,109 118

iab oils ............................... 12,107 14,83? 45 17, 090 1, 552

I Includes 10,828,000 reported by the tin.and ternsplate industry, Pounds

Total United States cottonseed-oil productloo in 1931 ............................... lI41o 799,701
Total United States hog.ard production In 193 .................................... . 1,79,272,000
Total United States og-lard production In 1928 ........................................... 1, 0 000, 000
Total United States dalry-butter production in 1920:

Farm ...................................................... . , 000, 000
Factory .............................................................................. 1 , 13, 80, 000

2, 09, H80,,00

TABLE 2--Glyceride8 of saturated and unsaturated fatty acids

L.V. M .W. Neut. Peanut, Peanut, Soy.
val. Spanish' Virginia a bean' Corn I

Myrlatto ........................... 228 240....... .......... ..........
Palmit.......................... 24 219 8.20 6.30 0.80 7.70
Steaar .......................... 284 197 0.20 4,90 4.40 3.80
Arachidle ................................. 312 180 4.00 3.30 0.70 0.40
Lignocerlc ............................... 368 152 3.10 2.60 0.10 0.20
CAprole .................................. 116 483 .....................................
Capr -lie.......................... 144 390 .....................................
Car ......................... ... 172 326 ........................... ....
Laurie ........................... 200 280 ........................... ..........
Beheni ........................ .......... 340 165 ...........................
Ole ........................... 89.03 282 199 52.90 60,1 33.40 45.40
Linollo (linoleie) ................ 181.16 280 200 24.70 21.8 51.80 40.0
Linolenle ....................... 273.70 278 201 ........ .......... 2.30 .......
Eruclo .......................... 75.10 338 o ........................... ..........
Seific gravity 250 ( ......... .............................. 0. 9148 0.9136 0, 9203 0.0185
Iodine number (Uanu).... .......................... 0.1 94.8 128.0 117.3
Saponification value ............... 188.2 187.8 189.5 187.3
Acid value ......................... 0.12 0.3 1.7-5.7 1.3-3.0
Acetyl value .................................... .8.7 9.5 .......... 10.0
R.. ........ . ............................................ 0.27 0.21 0.70 4-3
Pol. No ........................................................ 0.12 0.20 0.90 ..........
Saturated ads ......... .......... . . . . .. 20.6 16.4 11.6 11.2
Unsaturated acids .................... 74.6 78.7 83.4 83.3
Unsaponiftable ..................... .......... 0.22 0.27 0.6 1.7
Titre ........................................ 283 828-30 616.0 1 18-19

See footnots on p. 305.
46982-.84--.20

U
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TABLE 2.-Glyceride. of saturated and unsaturated fatty avid&--Continued

iMiltto ....................Palmitlo ........................
Steal ..........................
Arachldlo....* ..................
Lignocerto ......................
Oelo ...........................
Linollo (linolelo) ................
SpeIflo gravity 280 0 ...........
IddIne number (Hanus).
Saponifloation value ............
Aod value ......................
Aety) value ....................
R'brV .........................
Pol. No .........................Saturated aoids .................Iatura t ed acds .............

Unsaponiflable ..............
Titre ........................

..... W
2.90
0.60
0.40

83.40
57.80

0.9193
130.8
188.0

2.3
14.8
0.27
0.28
7.1

1.2
317-20

.70
4.60
0.40

48.10
36.80

0. 9187
110.8189.3

1.4'9.8
1.0-10.........."

12.2
81.7
1.2

* 13-16

.O2
0.04

43.34
0. 9170

121.0
191.8
0.60

1.06
'29.8

..........
2.62
0.08

4Q.86
25.47

0.9170
90.5

195.3
0.88

.........-
29.22
07.38....0 ..

..........

0.30
10.20

C.s0

27.20
50.60

0.9210

.43
158
0.5
0.8

A43
80.21.1

0.50
20.90
1.80
0,10

29.20
42.80

0.9174
108.2

7.6-18.0
7O. 7- 95

20o...

23.8
0.9

33. 037. 0

Cotton,
sea

Island '

0.80
19.10
1.90
0.60

39.35
0.915-.921

105-114190"196

7. 6-180
0.7-0.95

,... ...

72.5
0.78-1.64
3.0-37,0

chufb Olive 0a11. Olive, Whale O Ive, Oo Ut
tuber Spanish I D Italian I oil$ Tunis 0foras I I

. 0.01 0.20 4.5 0.10 20.00
P io......... ..... 11.80 9.40 6o 20 14.40 7.00
toario ......................... 5.20 1.40 2.30 2.00 2.5 2.40 5.00
Arachidid ...................... 0.80 0.20 0.10 0.20 ........ 0.80
LUi go .. e....... ... . 0.30 ........................................ .......... .........
aproo ................ . ............ . . . ....Caprylio ... .................... .......... .......... .......... .......... .......... .......... 9.0

.po ........................ L . .10.0Laurie .......................... ..... .......... .......... ..... 45. 00leo ........................... 73.30 80.5 84.40 83.10 36.5 69.10 2.0

L10no10o(1nolelo)-56 ............. & 90 .9 4.60 3.90 .......... 12 ..........
8peiflo gfravity 25' 0 ........... 0.9120 0. 9116 0. 9119 0.9120 .......... 0. 9131 0.9168
Jodine number (Manu) ........ 78.5 83.7 8 1 84.4 .......... 86.0 8.0-0.0
0a onifloation value ......... .191.5 192.4 190.0 190. .......... 193.8 281-203

od value ..................... .......... 1.8 1. 1.8 ........... 1.9 5-50
Aetyl value ................... 10. 4-12 4-12 4-12 .......... 4-12 ..........
R,&V ......................... 0.2 0.3-0.0 0.3-0.6 0.3-0.6 .......... 0.3-0.8 8-8
Pol. no .................... 0 ,3 ................... ................... 15-18
8atpwato aids ................. 17.1 10.7 8.9 10.9 ........... 1. 5 87
Undaturat e olds ............ 78.8 83.6 85.2 83.3 .......... 77.0 1
lnsaponiflable ................. 0.0 0.8 1.0 1. ......... . 0.8 0:8
Titre ..................................... 18-24 18-24 18.24 .......... 18-24 22.0-23.5

ae footnotes on p. 305.
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TA1LU 2.-.-Opcride of eaturaied and unsaturated fatly acids-Continued

Palm RapeLoinse I kennel Lard, Sums- seed 0u i

IQ ............................................ 0o K o .......... 0.c1.
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TAi9L, 8. Import duties March 6, 1984
Corn oil, not listed, 20 percent ad valorem.
Cottonseed oil, 8 cents per pound.
Peanut oil 4 cents per pound.
Coconut oh, 2 cents per pound.
Palm kernel, I cent per pound, 'denatured free.
Palm oil, free.
Sunflower seed oil, 20 percent ad valorem, denatured free.
Sesame oil, 8 cents per pound, denatured free.
Whale oil, 20 percent ad valorem.
Fish oil 20 percent ad valorem.
Edible allow ) cent per pound.
Vegetable tallow, free.
Dairy butter, 14 cents per pound.
Oleomargarine or all other butter substitutes, 14 cents per pound.
Lard, 5 cents per pound.
Lard substitutes, a cents per pound.
Soap, Castile 15 percent, ad valorem, toilet, 80 percent ad valorem. AU others

15percent ad valorem.
Oleo oil and oleostearine, 1 cent per pound.
Soybean oil, 3 cents per pound.

I. RoKEACH & SoNs INc.,
MANUFACTURERS OF KOSHEnR PRODUCTS,

TuE LzsT FooDs, INC., Brooklyn, N.Y., October 80, 1983.

88 Lexington Anue, New York, N.Y.
GENTLEMN: There has come to our attention recent activities in Washington

aimed at compelling only the use of domestic oils In the manufacture of foods and
food products. As a specific example of this, we note that a marketing agreement
has been submitted foe the shortening Industry containing a paragraph reading
as follows:

"Members of the industry hereby agree that on and after January 1, 1984, they
will use no fat or oil ingredient In the manufacture of shortening, cooking off, and
salad oil, except fats or oils produced from seeds and/or animals grown within
the bothers of the continental United States."
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As you know, we manufacture and sell several million pounds of Nyafat, a prod-
uct made from vegCta)les and! vegetLb te oils, each year, as well as other cooking

.,i uik. \ , arc, thcreforc, vitally interested in this marketing agreement
as well as the attempts, along the same lines, to stop the use of so-called imported
oils in foods and food products.

We are large users of cottonseed oil. This company was founded upon the use
of cottonseed oil, and we are still using very large amounts of it in certain of our
food, products; and furthermore, we are continuing the use of cottonseed oil in
all of our food products where it has ever been used during our existence. We
have never substituted for cottonseed oil any foreign oils.

We realize the predicament of American agripulture today and we would eagerly
do anything to help the farmer as long as it is rational. However, this proposed
marketing agreement for the shortening industry would really have one effect as
far as we are concerned, and that would be to put us out of the Nyafat business.
As you know, our product, known as "Nyafat,' is made principally from coconut
oil with as much cottonseed oil as the product will permit. As you know further,
Nyafat is a relatively recent product, and Is new in the sense that there was
nothing quite similar to it before we began its manufacture.

This product is consumed mostly by Jewish people and therefore caters to a
particular class of trade. Nyafat has a distinctive flavor and prior to Its Intro-
duction upon the market its consumers did not use any other substance in place
of it. Nyafat fills a distinctive need of a certain class of consumer, namely, the
Jewish trade.

For the reasons stated in the foregoing, we have for a long time been experi-
menting in an endeavor to ascertain whether coconut oil in our Nyafat can be
replaced satisfactorily by any domestic oil, principally cottonseed oil but our
experiments have shown clearly that it is impossible to use any other ofh in place
of coconut oil in our Nyafat. To use cottonseed oil or some other domestic
vegetable oil would result in the production of a much inferior product to our
present product. This, of course, would mean the loss of our. entire trade for
Nyafat, and since, as stated above we use a considerable quantity of cottonseed
oilin the manufacture of our Nyaat the result would be that we would use less
cottonseed oil than we use now.

Furthermore the use of domestic animal oils is absolutely out of the question,
as we cater exclusively to the kosher trade.

We are using today for our other products just as much, If not more cottonseed
oil as we used prior to our manufacture of Nyafat, so that this product of ours
has not resulted in lessening our consumption of cottonseed oil. As a matter of
fact this consumption has been increased, since we used cottonseed oil in it.

Therefore it should be brought to the attention of the authorities in Washing-
ton that it is impossible simply, b flat to decree the substitution of domestic
oils for imported oils. In our case It would result In the destruction of our Nyafat
business and the consequent increase of unemployment in the country. We also
know that it would have a similar result with manufacturers of other food prod-
ucts.

While it Is a worth-while attempt to use as much of the product of the American
farmer as possible, consideration must first be had as to wherever substitution is
possible. In our case, clearly substitution of domestic oils is absolutelyimpossible.

We would very much appreciate your bringing this to the attention of the
Apiculture Adjusting Administration for their consideration and study.

Yours very truly, . R0EACH & SONS, IC.

AnTHUR L. Bi, unJ.

LOOSE-WILEs BIsCUIT CO.,
r Long Island City, N.Y., November 0, 1988.Mr. L. C. FAUNCE,

The Beet Foode, Inc., New York, N.Y.
DEAR MR. FAuNaE: Your letter addressed to Mr. A. N. Simpson has been

brought to our attention for reply. This will also confirm my telephone con-
versation with you this afternoon.

Our company would probably not be considered a big user of coconut oil but
we are interested in it as the basis of hydrogenated coconut butters which enter
into confectionery and some types of fancy pastry. The tonnage of these pro-
ducts, however, s not large as compared with our use of lard as a shortening.
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If coconut oil products were not available, It would not increase our use of

cottonseed oil or of lard. The fancy products would probably have to be dis-
continued because the proper flavor could not be developed with cottonseed oil
or lard and we would lose the production of this type of goods.

tVery truly yours, Loosa-WILas Biscur Co.,
E. D. Loosm, Vice Provident.

HOLLAND-AMERICAN WAVER Co.
Grand Rapids, Mich., November 8, 198.Tan BEST FOODS, INC.,

New York, IV. Y.
(Attention of Mr. Faunce.)

DEAR MR. FAUNCz: In reply to your. favor of the 26th, contents of same have
been carefully noted.

In reply, I might say that we have experimented with cottonseed oil and other
domestic oils including mineral oils, for a number of seasons past to take the
place of coconut oil in the manufacturing of sugar wafers. We have found it
impossible to accomplish anything with the other oils and have some time past
totally abandoned the idea of their further use. Consequently, we have today
only one oil which is suitable for the manufacturing of sugar wafers, namely,
coconut oil.We especially noted with interest the section referred to in the code of the
shortening industry. If this code Is adopted and its provisions enforced, it
seems positively without any recourse on our part, the closing up of our plant
100 percent. Of course, throwing out of employment some 75 or 150 people and
=aking our entire investment of nearly a quarter million dollars absolutely
worthless.

I believe if this proposition was presented in the right manner to the authorities
In Washington that they will not sanction any rule or regulation that will deprive
the use of this industry and the necessary labor connected with it. I trust that
I have explained our position clearly to you and if any further details are neces-
sary, I should be very glad to comply if you will advise.

Thanking you for calling our attention to same and with very best wishes,
we are,Very truly yours, HOLLAND AMERICAN WAFER CO.,

G. A. HayBoEn, President.

MARS INC.

THE BEST FOODS I Chicago, Ill., November , 1988.

lew York, N.Y.
(Attention of Mr. L. C. Faunce.)

GENTLEMEN: We understand that efforts are now being made to compel manu-
facturers of foods and confectionery who now use coconut butter to substitute
domestic animal or vegetable fats.

We arc strenuously opposed to any such contemplated action. In the manu-
facture of Milky Way and other Wars confections, coconut butter is used only
in that part of the confection where It Is necessary to use it to prevent the candy
from sticking to one's teeth. For that purpose, the use of ordinary butter or
animal fat, such as beef or similar fats is impossible because these fats turn rancid.

Please understand that Milky Way and other Mars' confections do carry a
very high percentage of butterfat from cow's milk where it is possible to use it.
For instance, we use a large quantity of malted milk in the manufacture of Mars
confections. This malted milk is made from cow's whole milk and the butterfat
content of the malted milk we use is twice that of the malted milk ordinarily
used at soda fountains.'

The caramel in Mars' confections is also extremely rich in real butterfat from
sow's whole milk.

What we wish to impress upon you is the fact that the use of coconut butter
in Mars' confections instead of fats, etc., which would turn rancid, increases the
use of domestic butterfat in our candy and if we did not use this coconut butter,
we would not be, as we are, such large users of dairy products such as butter,
milk, and eggs.

Yours very truly,Y MARS, INCORPORATED.

H. H. HoDUN.
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BEEHo-NUT PACKING Co.,

Tits BEST FOODS, INC., Canaohar, N.Y., October 0t 188.

New York, N.Y.
GENTLEMEN: We have made many experiments with cottonseed oil as a shorten-

ing for our biscuits and have not been able to produce a biscuit with the outstand-
ing quality of our biscuits made with coconut oil. We use a considerable quan-
tity of vegetable, and animal-fat shortening and find our present blend, which
includes coconut oil, gives us the ideal quality product.

We would not change our formula until we have had an opportunity to conduct
further exhaustive tests to prove that we could eliminate coconut-oil shortening
without sacrificing the quality of Beech-Nut Biscuits.

Yours very truly, . N PACKING CO

E. J. Rocmi, Purchasing Department.

BORDEN'S,
New York City, N.Y., October 81, 1988.Turn BusT FOODS, INC.,

New York City.
GENTLEMEN: In reply to your letter of October 26, regarding our experience

in the substitution of otis such as cottonseed oil for coconut oil.
We only use a vegetable fat in the manufacture of caramels. We have found

that other fats than coconut oil produces a greasy flavor when cooked at high
temperatures. Fat in the caramels we manufacture is added simply as a lubri-
cant, to keep the caramel from sticking to the cutters and also to keep them from
sticking to the teeth while they are being eaten. The fat must be flavorless and
must be the proper melting point to produce the lubricating effect.

It might'be possible to develop a cottonseed product that would fill our needs,
but up to the present time no product of this kind has ever been offered to us.
It would work a severe hardship on us to be forced to change the type of oil we
are useing.

Very truly yours,

A. F. STEVENSON,
General Superintendent Afanufacturing Department,

Speciaitiea Division.

THE EMPIRE BISCUIT CO.,

BT FOODS Co., Brooklyn, New York City, October *7, 188.

New York, N.Y.
GENTLEMEN: In reponse to your communication October 26 relative to use of

cottonseed or other domestic oil to substitute for coconut oil, wish to advise that
for practical urposes, we deem it necessary by experience and practice to desire
coconut oil; ?n fact the payment of premiums for this product Is evidence of itsnecessity,
,. very truly yours, EMPIRE BISCUIT CO.'

F. C. VOLLMER8.

Ex-LAX, INC.,

Mr. L. FAUNCE, Brooklyn, N. Y., October 27, 1988.

The Best Foods, Inc.,
New York City.

DEAR MR. FAUNCE: We thank you for your letter of October 26. Judging by
our past ex erlence, we know that if cottonseed oil was substituted for coconut
oil, we courd not use the product and we would have to eliminate this item
completely.

Very truly yours, Ex-LAX, INC.

M. Kiss.
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VITA BRAN CORPORATION,
New York, October 28, 1988.THU BEST FOODS, INc.,

New York NY .
(Attention of Mr. *aunce.)

DEAR SIR: We are very much perturbed over the hearings that are being field
in regards to the forcing of the use of cottonseed oil as a substitute for the coco-
nut oil which we use In our process.

It is true that we want to get behind the Recovery Act to help the country
as a whole by using products grown and manufactured in this country, yet we
must not forget the fact that certain products have to be imported as well as
exported from this country because the life of business is the exchange of
commodities.

In our case, the substitution of cottonseed oil for coconut oil will place us in a
position whereby we could not use the product for the simple reason there were
different occasions at which times we experimented with same, and we found
that in our process of manufacturing, cottonseed oil has a fatty and heavy taste
as this oil Is eaten in a cold process, while the coconut oil is lighter, and easier
to dissolve in the mouth, and also more adaptable to incorporate sugar in it.

It is unquestionable that if any law were to be put into effect to stop the use
of coconut oil In our manufacturing, we would have to close up, and discharge
125 of our employees.

We feel it is the duty of your company to fight these new regulations as it is
not the object of the administrators to put more people out of work just because
they wish to favor a few lagging industries.

Very truly yours, VITA BRAN CORPORATION.

LEON SADACCA, President.'

TuE OHIO CONFECTION Co.,
Cleveland, Ohio, October 28, 1938.TE BEST FOODS, INC.,

New York, N.Y.
GENTLEMEN: We do not know "of a single instance where we are now using

refined coconut oil and hard butter in the manufacture of our particular types of
candy that we could satisfactorily substitute any domestic oil derived from
cottonseed, corn, peanut, or soy. The latter oils are more subject to rancidity and
melt at such lower temperatures that their use would lower the quality of the
products we manufacture.

It would therefore be a gross injustice to our industry if any authority would
attempt to restrict our supply of coconut oil and butter.

Very truly yours, THE OHIO CONFECTION CO.,

CHAS. W. VAUGHAN,
Vice President and General Manager.

CURTISS CANDY CO.,

TaE BEST FOODS, INC., Chicago, Ill., November 7, 1938.

New York N. Y.
(Attention of Mr. B. F. Nelson.)

DEAR SIR: We are quoting below comment made to purchasing department by
Mr. Hues our chief chemist.

"In writer's experience hydrogenated cottonseed oil, peanut oil, and soybean
oil, as well as hardened animal fats, have not proved satisfactory as a substitute
for coconut butters. .Coconut butter candies have a much longer shelf life. They
do not develop objectionable tastes to the same extent as cottonseed, peanut,
soybean, and animal fats. Thus far the writer has not seen peanut, cottonseed
soybean or ahimal fats which remain completely solid at room temperature of
70 to 80 degrees F. There are low melting fractions present which ooze thru the
candle's containing these oils which are absorbed by the chocolate coating of
chocolate coated centers. This causes the coating to soften at a much lower
temperature than is normal for a pure chocolate coating. Also a greater tend-
ency to rancidity is produced when these oils are absorbed by the cocobutter of
the coating. If the cottonseed oil, peanut oil, etc., are hydrogenated to eliminate
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these lower melting fractions, a fat is produced which will not melt at body tern-
perature and certain types of candies could not be properly worked with this
higher melting fat."

If there is any further information you should desire about our experience with
animal fats and other domestic oil, please do not hesitate to call upon us.

Sincerely yours, CURTiss CANDY Co.

I W. F. OLsEN, Purchasing Department.

LETER OF l. E. ROWE, PR0IDENT, ROSS & ROWE INO., IN RE'
rENE BILL H.R. 7885, SECTION 602, EXCISE TAi ON CERTAIN
OILS

MR. CHAIRMAN AND MEMBERS OF THE SENATE FiNANCE CoMMiTTEE:
I am appearing in protest of the proposed tax of 5 cents per pound on coconut

oil. I am neither a manufacturer or user of this product. My interest in tls
particular matter is due solely to my interest in fostering more wholesome and
better quality bakery goods and candies.

The company with which I am associated manufactures and sells specialtyproducts to the food industries. In connection with our business we maintain a
large experimental laboratory for testing bakery products and confections. It

has been our policy in this development work to always strive for more whole-
some foods.

When the proposed tax was first called to our attention, our only interest was
to find another oil or fat preferably of domestic origin, which would produce
candles and bakery goods of equal quality to that obtained by coconut oil. As
the result of considerable experimental work we have founa that there is no
satisfactory general substitute for coconut oif in bakery goods and candy pro-
duced in this country regardless of price. The domestic oils and fats included
in our test comparisons were cottonseed oil, corn oil, dairy butter, peanut oil,
fish oils, beef stearine, and lard.

Oils and fats are used In candy for only one general purpose that is for lubrica-
tion. This lubrication is necessary to facilitate handling during manufacture
and chewing by the consumer. No one likes a candy which sticks to his teeth.
The principal requirements for a satisfactory fat for candy is that it give maxl.
munt lubrication and not impair the desired flavors of the candy. Cottonseed
oil, corn oil, fish oil, and peanut oil are all soft liquid oils at ordinary temperatures
end will not lubricate satisfactorily. When these oils are hydrogenated, they
still have a greasy character and still do not lubricate. Further, all of these oils
turn rancid in candy during the normal shelf life of the great majority of our
confections. Dairy butter is an excellent lubricant, but it turns rancid so quickly
in candy that wholesale manufacturers do not dare to use it except In very small
amounts as a flavor. Beef stearine and lard are not readily soluble at mouth
temperature and objectionable to the palate when used in candy.

In bakery goods, coconut oil is used only in the production of special products.
Coconut oil is very inferior to hydrogenated cottonseed oil or corn oil as a general
shortening. On the other hand, coconut oil, because of its peculiar character-
isties,' is superior for puff pastry and is preferable from a taste ad quality stand-
point. In sugar wafers, which must stay on retailers' shelves for a much longer
ime than cakes, we again find that coconut oil will keep sweet and fresh and not

turn rancid during average shelf life, whereas every domestic oil and fat will
develop an objectionable flavor and harmful characteristics, during this period.

It Is in this feature that the principal danger lies. We know from experience
that there are always some manufacturers who pay more attention to price than
quality. We know from the experiments In our laboratory that it is possible
to produce sugar wafers, short breads, and chewing candy, which look as good
when they are made with domestic oils as if coconut oil had been used. The taste,
when the merchandise Is fresh, may also be comparable due to heavy flavoring.
However, after the merchandise has stood on the jobbers' or dealers' shelves for
a couple of weeks, it is usually rancid when made with domestic oils. When made
with coconut oil, it is not unusual for the merchandise to keep sweet and fresh
for periods of a year or more. Yet, there is nothing to warn the purchaser In
advance of sale as to whether the merchandise is rancid or not. When we take
Into consideration that children, as a class, are the largest purchasers and con-
sumers of these products, I believe thereqs a definite duty on the part of all of
us to protect this class from the unfortunate effects of rancid oils. Recent re-
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search work at Johns Hopkins Hospital has shown the serious effects of a very
small percentage of rancid oils in a diet.

Of course eventually the unfavorable effects of candy and bakery products
made with domestic oils will become known and the demand for them will cease.
Manufacturers will not be able to sell such products when made with coconut
oil in competition with other products in their line due to this excessive tax.

It is rather Interesting to learn that the National Dairy Union are in favor of
this tax. If they appreciated the full picture, I feel sure they would quickly realize
they are working against their best interests, at least insofar as the candy Industry
is concerned. Let us consider caramels and fudge, the two candy items in which
over 80 percent of the coconut oil consumed by candy manufacturers is used.
These same two items are responsible for 75 percent of the milk used by candy
manufacturers. I do not know of a single candy made with milk which does not
also require an oil or fat for lubrication purposes.

I have heard it stated that It Is not intended to obtain revenue from this pro-
posed tax, but rather to exclude coconut oil as a competitor of domestic oils and
fats. The excessiveness of the tax averaging 100 percent of the retail value of the
oil would seem to indicate this. I am entirely in sympathy with any measure
which will give domestic oils and fats the fullest measure of protection, but I sub-
mit that, in my opinion, this excise tax will not increase the demand for domestic
oils and fats. If the baker and candy manufacturer desire to uphold the present
quality and wholesomeness of their products, they must still continue to use coco-
nut oil in its present applications and pay the tax, which of course, will be passed
along to the consumer.

The natural reaction of the children of our country will be to stop buying the
article which Is small for the penny and switch to the larger product in which
little or no fat or milk Is used. This will materially reduce the candy production
as well as revenue to the United States now obtained from the candy excise tax
and processing taxes on corn sirup and other raw materials.

I urge your committee to delete thit proposed tax from the revenue bill at least
Insofar as coconut oil used in the manufacture of bakery products and candy is
concerned.

Respectfully submitted. Ross & RowE INc

J. E. Rowe, Presidenf.

BRIEF SUBMITTED BY CLIFFORD T. WEIHXAN, OF SMITH
WEIHMAN CO., INC., OF NEW YORK

TAX ON COCONUT OIL
We are a small concern who have been in business for over a decade in the

Importation of coconut oils in New York. We buy this oil in bulk, store in New
York Harbor, and sell to the small consumer mostly, when they need. oil. We
carry spot stocks for those manufacturers who are not large enough to import for
themselves. Since the proposal of the tax on coconut oil, we have not been able
te sell one pound, except at a great loss. We buy this oil on bank credits, the
banks carrying the financial burden for us from the time of shipment until sold.
Now since we have not been able to sell In the usual time allotted, the banks are not
pleased with the tie-up of these funds, Now if a tax of 5 cents per pound were
put on this coconut oil that we now have In store, we would be compelled to put
up a great deal of money, more than $100 for each ton of oil in store.

W4 brought this oil into the country In good faith, during the normal course of
business during last year, 1933. And we do not think it fair to tax us 5 cents per
pound on this oil, practically ruining us for the sake of giving benefits to others
that are doubtful. Why such a penalty should be thrust upon a small business
man I am asking you to consider.

I am not arguing the proposed tax here. I am asking only that you do not put
a tax on the oil now In store which was brought in before any thought of a tax
and upon which I cannot sell without incurring a great loss.

I know thAt you want to protect the small bus-ness man. This proposed tax
On floor stocks would put him out of business for he has not the funds. It would
not harm the big fellow because he has the money in the first place and could then
paos the increased cost along to the consumer of his fipished products.

I beg your earnest consideration in the matter of not putting a tax on floor
stocks.

Respectfully submitted.
YLIFFORD T. WEINMAN.

MARCH 13, 1934.
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BRIEF OF T. 8. ENA, PRESIDENT ATLANTA COTTON OIL 0.,
ATLANTA, GA.

We are importing into continental United States vegetable oils, and materials
from which they are produced, in excess of one billion (1,000 000,000) pounds,
approximately 75 percent of our annual production of cottonseed oil.

The major portion of these imports, from which the Government gets no rev-
enue, comes from the Philippine Islands. Oil bearing materials from other coun-
tries come in free and the Government gets no revenue. These imported fats
are technically interchangeable with our domestically produced vegetable and
animal fats, consequently our fats price level seeks the level of foreign countries.

While speaking only for my company, I mly state, however, that the independ-
ent cotton oil mills ieneraM. as well as the National Grange, American Farm
Bure.au Federation, National Dairy Union, National Cooperative Milk Producers
Federation, Association of American producers of Domestic Inedible Fats,
American Association of Creamery Butter Manufacturers, are all interested in
raising the price level of fats in continental United States, believing that it is one
of the most important equations entering into the economic life of the farmer,
whose prosperity is vital to general industrial prosperity. The only way this
can be done, and produce a revenue for the Government, is to sufficiently tax all
imported animal and vegetable oils and fats (whether denatured or not) and the
materials from which they are produced. We feel that a 5-cent per pound tax
imposed upon the first domestic processing would raise our fats price to a reason-
able level.

Practically all industries in the United States except agriculture, are suffi-
ciently protected, and in a manner as to furnish a source of revenue for the
Government.

Our present vegetable oil tariff schedule is a joke and worthless, as a protective
measure or as a means to raise our fats price level, and it produces comparatively
little revenue.

The duty of 2 cents per pound on coconut oil, other than from the Philippine
Islands where the potential production is beyond even world requirements, is
invalidated by copra (dried coconut front which coconut oil is produced) being
left on the free list.

Palm oil is free; palm-kernel oil is dutiable, 1 cent per pound unless denatured;
sesame seed palm nuts and palm-nut kernels are free, also other seeds and nuts
not especially provided for when the oils derived therefrom are free of duty.

We have a duty on various oils, but our imports In 1932 amounted to 808,.
613,000 pounds. fIn addition we imported 226,723 tons of copra, equivalent in
coconut oil to (estimating 1,300 pounds of oil per ton copra) 294,739,000 pounds,
making a total of 1 101,353,000 pounds of foreign oils, or the equivalent in raw
materials. In addition we imported other oil seeds to the extent of 587,000,000
pounds, from which different kinds of oils could be made. It is not difficult,
therefore, to see that the whole vegetable oil schedule is invalidated and/or
insufficient.

During the same cottonseed oil season, August 31 1931 to July 31, 1932, our
production of cottonseed oil was 1,694,122,000 pounds. With imports of foreign
oils of over 1,000,000,000 pounds, approximating 75 percent of our cottonseed oil
production, we had a carry-over of 650,000,000 pounds of cottonseed oil, with the
price so low that it was impossible to buy cottonseed other than at starvation
prices to the fanner.

Our domestically produced oils and fats, other than lard and butter, are:
cottonseed oil corn oil, peanut oil, oleo oil, neutral lard, tallow, greases, and fish
and whale oil. Sunflower and soybeans can be grown in the United States.
(Oleo oil is a byprodp't of beef production; tallow is a byproduct chiefly of
beef production, but also of mutton production; and the greases are a byproduct
of beef, mutton and pork production.)

Theprincipal oils imported are coconut palm-kernel sunflower seed, palm
oil soybean, whale and fish oils sesame seed oil, and perdlla oil.

with the modern methods of refining, hydrogenating, and deodorizing, prac-
tically all of these oils and fats could be substituted for oils and fats produced
in continental United States without changing the characteristics of the resulting
products.

The principal oil-consuming Industries are: soap, lard compound, margarine,
salad oil and dressing, miscellaneous foods, and paint and varnish.

Oils technically interchangeable in the manufacture of:
Lard compound: Cottonseed oil, oleo stearine, tallow and other beef, hog,

sheep fats, peanut oil, sesame oil corn oil, soybean oil, sunflower oil, palm oil,
whale and fish oil, coconut oil, palm-kernel oil.
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Margarine: Cottonseed oil, oleo oil, neutral lard and other animal oils, peanut
oil, sesame oil, corn oil, soybean oil, palm oil, whale and fish oil, coconut oil, palm.
kernel oil.

Salad oil and dressing: Cottonseed oil, olive oil, peanut oil, sesame oil, corn
oil soybean oil, whale oil.

Paint and varnish: Cottonseed oil, corn oil, sesame oil, soybean oil, whale oil,
marine oils, numerous drying and semidrying.

(Reference U.S. Tariff Commission Report No. 41, 2d series.)
Soap: Soap can be made from any animal or vegetable oil, but in practice the

soap maker ie restricted to those possessing, to a fair degree at least, solubility,
lathering, and detergent (cleansing) qualities and to those available regularly in
large quantities and at moderate prices. Oils technically available forsoap making
are: coconut oil, palm-kernel oil, tallow and greases, palm oil, hydrogenated
whale oil, fish oil, vegetable oils, cottonseed, corn, and peanut oils, sesame, linseed,
and soybean oil.

It would seem, therefore, that the price, cost of treatment, and availability are
the determining factors in the oils or fats used. Our domestic fats price conse-
quently seeks the level of these imported oils, which are cheaper.

The strongest opposition to placing a tax on foreign oils and raising our fats
price level comes from the soap people, and I want to go a little into detail In
regard to that Industry.

The soap industry has prospered under favorable treatment in the way of a
30-percent ad-valorem tax on toilet soaps and 15-percent ad-valorem duty on all
other soaps, which practically gives it the exclusive benefit of the American soa
market. On the other hand, the producers of -vegetable and animal fats in thi
country are forced to compete with the cheap foreign labor of the tropics, where
money is scarcely an equation in their economic lives.

The disappearance of oils and fats used principally in soap making during the
year ending September 30 1982, was 1,750,000,000 pounds, in round numbers,
and In 1933 it was 1,814,060,000 pounds.

1932 1933 Increase

Fats and oils, other than coconut ............. 1............ 138,048,000 1,189,334,000 1, 286,000
Coconut on .............................................. .12,644,000 02,212,000 12.VA 000

Total ............................................... 1,750,69%000 1,814,540.000 63, 8m, 000

Dir stfoally produced fats in this disappearance
-, ,ited to:

Ar ' %a tallow ........................................ 471,020,000 473,220,000 1,300,000
Orea .................. ....... . 28009, 000 281,84, o00 15, 414, 000
Whale and fish oils ....................... 181,042, 000 142,654,000 11, 012, 000

Total ............................................... 85,060,400 8, 558,000 , o,000

The products consist of hard soaps, soap powders, scouring powders, laun-
dry soaps, soft shaving, etc., to a total quantity in round numbers: 1931,8,118000,000; 1929, 3,306,000,000; and 1927, 3,096,600,000.

United States of America production of soap, census 1931, shows quantity of
soaps produced as follows:

103i 1929 1927

Hard aps .................................. 2,872,8,000 2, 887, ON, 000 2,436,148,000
.ap Powders and scouring powders ......... 42,778,000 508, 830, 000 44; 464, 000
Lquid, soft, shaving, etc ............................... 169,312,000 213,090,000 176,84000

Total...................................3,.165,986,000 13, 38W, 574,000 8, 096 20,000

These figuqs give an idea of the enormous quantity of fats used for soapmak-
nf purposes In continental United States, and show that we can consume, at a

fair price, the different fats produced in the United States, were it not for the
importation of foreign oils and oil-bearing materials.

Talc, china clay, chalk, and starch form a substantial part of the weight of
laundry soaps andform a major portion of scouring soaps which accounts in part
for the difference between the volume of oils and fats consumed, and the volume



314 RVMNUV ACT OP 1984

of the manufactured soap. Water also forms a substantial part of the weight of
so&pS.

Quantitative comparison of oils used in soap
Domestic oils: 1912, 801 18,000 pounds; 1930: 681,489,000 pounds.
Imported oils, and made in the United States from imported materials:

189,738,000 pounds; 678.212,000 pounds.
Animal oils and fats, except marine: 15,510,000 pounds; 20,000,000 pounds.
Whale and fish oils: 9,927,000 pounds; 72,669,000 pounds.
The soap people contend that coconut oil is the ideal oil for making soaps on

account of its lathering qaulities.
Report no. 41, second series, of the Tariff Commission to Congress on certain

vegetable oils, whale oil, and copra, puts ells in three (3) classes, as follows:"Hard oil which yields quick-lathering soap. (Coconut oil and palm-kernel.)
"Hard oil which yields slow-lathering soap. (Tallow, animal greases, palm

oil1 hydrated whale and fish.)
Sft vegetable oils which make soap of a softer texture than the hard oils of

either type, Intermediate between the two types in lathering qualities. (Cotton-
seed oil, corn oil, soyabean oil, peanut, and inedible olive oil, and eottonseed-ol
foots and olive-oil foots.)"

This report goes on to say: "One of the principal causes of the reduction in
the use of cottonseed oil in soap Is that it goe Into food products at prices above
the price level of soap."f

"The tendency Is for manufacturers to Increase or decrease the amount of
coconut oil used, in accordance to the price position of coconut oil In relation
with other oils. " "Tallow ti more extensively used in soap making than Is
coconut oil and may be said to form the base of most toilet general household,
and white laundry soaps produced In the United States.. ,*hen used alone, It
makes a hard, firm white soap, o ood detergent qualities and slow solubilt --
except In very hot water-and with a very slow but thick and lasting father .
Soaps made from greasge, In general, resemble those made from tallow, except
that they are somewhat softer, more soluble, usually darker Ini color, and more
apt to become rancid." "Practically all oils are more or less Interchangeable
with tallow or coconut oil or with both." "Cottonseed oil makes a, somewhat
softer soap, has better lathering qualities than any oil except coconut and palm.
kernel. Its lather Is quick, abundant, thick, and fairly lasting-much more
lasting than that of coconut-oil soap. The economic position of cottonseed oil
rather than any lack of suitability for soap making is the principal reason why
more of it Is not used. Corn and sesame oil have about the same soan-making
qualities as cottonseed oil. That these oils are little used In soap making has
been due to economic rather than technical causes."

"The preponderance of compound made exclusively of vegetable oils to largely
due to the fact that cottonseed oil has usually been lower in price than tle
competing animal oils."

This reference is given, not with the desire, or thought, that our edible vegetable
oils and fats should be put into the soap. kettle to a greater extent, but to refute
the argument of the soap people that would create the impression that foreign
oils and fats are indispensable to the soap industry, and to show that if our (ate
price level drops below the cost of production of these foreign fats plus the 5
cents tax, our surplus would naturally be quickly consumed and put our price
level back to the Importing point of foreign oils. .

.We are not advocating the elimination of foreign oils and oil-bearing materials
by placing an embargo in the way of a prohibitive duty. We believeit econom-
lsy unsound to have no limit to the prices of our domestically produced articles

of agriculture and manufacture. A 5-cent per pound tax would only only ad-
vance our cotton-oil market to approximately the 5-year pre-war average prices
would give our domestic producers a fairer price lve protect consumers avainN
unwarranted prices and permit a source of revenue for the Government. There
would doubtless still be large quantities of certain oils imported but our fats
price level would be maintained on somewhat of a parity with other industries.

The House Ways and Means Committee invalidated to a great' extent its
recommendation of 5 cents ner pound tax on coconut and sesame oil by per-
mitting tax free a mixture of either or both of these oils when not of the chief
value. It defeats our efforts to raise the fats price level in continental United
States and largely destroys a source of revenue for the Government.

In the hearing before the House Ways and Means Committee, a representative
of the soap people made the statement that if a certain cotton oil representative
secured what he asked for in the way of a tax he (the oil mill representative),
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would not be benefitted to the extent of his railroad fare to Washington. This
statement in a measure is true. We will not receive any direct benefit. The
higher prices we would receive for our oil would be reflected in the price of our
domestically produced raw materials, benefiting the farmers of this country. We
would, however, get an indirect benefit from the increased prosperity of the pro-
ducers of our raw materials.

About 65 percent of the cotton oil mills' products is sold to the farmers for feed
and/or fertilizer, and while we hold no brief for the farmer we realize that the pros.
perity of the cotton oil mills, ai well as industry in general, is largely dependent
upon the prosperity of the farmer, and we are interested in his getting a fair
price for his products. It is obvious the prices of all fats will seek the level of the
lowest and so long as oils from the tropics are permitted to enter continental
United States in ever increasing volume free of tax, the producers of animal and
vegetable fats in this country will have to compete with the cheap peon labor of
the tropics. They are entitled to any legislation that tends to put them on a
higher economic level and on more of a parity with other industries.

B MP OF L. P. HOYT, LARKIN 00., BUFFALO, N.Y.
USE OF COCONUT OIL IN SOAPS

Coconut oil possesses unique properties as a raw material for the making of
soaps. No other fat or oil of low melting point and pale color will produce such
a firm and light-colored soap as coconut ol and no other soap even approaches
the ease of solubility and profuse lathering qualities of coconut oil soap.

The idea that satisfactory soap can be made from any fat or oil is erroneous.
Fats and oils are Interchangeable in the soap kettle only within very definite
limits and coconut oil is one of those oils for which there is no satisfactory sub-
stitute.

Pure coconut oil soap is characterized by the ease and rapidity with which it
dissolves in water-even in cold or lukewarm water-by the voluminous lather
which it gives, and by the ease with which the suds can be rinsed. When blended
with other fats and oils and made ,into soaps, coconut oil imparts these desirable
properties of ready solubility ease of lathering, and quick rinsing to the mixture.
While it is true that some types ot soaps contain no coconut ol (such soaps for

example as vegetable off soap pastes commonly made from corn, soya bean, or
linseed oils, and special textile soaps made from olive oil) it is equally true that
there are other classes of soap which are made either exclusively or predominantly
from coconut oil. Among these soaps are the marine soaps and the true bard
water soaps, as well as the liquid soaps so widely used in soap dispensers. In my
experience of nearly 20 years In. the soap business, I have never seen liquid soaps
of this type made from other than coconut oil. Occasionally special liquid soaps
for shampoo purposes are found which contain other oils in addition to coconut
oil but such soaps are unusual and of limited sale or distribution.

Coconut oil is an important and indispensable Ingredient In all white floating
toilet soaps. Federal Specification No. P-8-016 fbr white floating toilet soap
states: "White floating soap shall be a cake soap, at least as good In every respect
as one made from soda and a mixture of high-grade tallow with 25 to 30 percent
of coconut oil, of good light color, without objectionable odor, thoroughly saponi-
fied and'so prepared as to float on water.' This speclflction further requires
thai "The acid number of the mixed fatty acids prepared from the soap shall be
not less than 212." It is Impossible to meet this Federal specification (or to
make a satisfactory white floating toilet soap) without using at least 20 to 25
percent of coconut oil. Ever since white floating toilet soaps have been on the
market they have contained a substantial proportion of coconut oil. Larkin
Co., Inc., began the manufacture of a white floating toilet soap in December 1900.
During the thirty-three and odd years we have been manufacturing this type oi
soap the amount of coconut oil used has averaged about 25 percent.

Asoap made from tallow and grease only may give good results in a steam
laundry whore clothes are washed at 1800 F. or higher, the usual temperature at
which power laundry washing is done, in water which. has been rendered soft and
to which has -been added alkaline salts or I'Isoap bulldeis. " For home laundry
purposes at moderate temperature, and especially in the hard water which Isal
to conimon in many sections of the country, a sea p made from tallow or grease

only will be found distinctly inferior to a soap in wliidh a substantial amount of
coconut oil has been incorporated. To produce a white bar soap or a soap chipcontaining the soap builders like silicate of soda or soda ash the use of coconut oil
is indispensible., No other fat or oil can satisfactorily replace the coconut oil
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needed to produce a satisfactory household white laundry soap or soaf chip.
And the soap flakes so widely advertised for laundering doeoate fabrics ( slk and
rayon) all must contain coconut oil in very substantial quantities to insure quick
and ready solubility.

I have repeatedly examined nationally distributed brands of white floating
soaps, white laundry soaps soap flakes and soap chips during the past 19 years.
My analyses have shown that it was rare indeed to find a sample of soap, from
among the above enumerated types of soap, which contained less than 15 percent
of coconut oil. It is the usual thing to find the proportion of coconut oil ranging
from 20 percent up to 35 percent or higher In such soaps.

Those in. favor of an excise tax of 5 cenJs per pound on coconut oil have at.
tempted to bolster their case by citing the substantial increase in the amounts
of coconut oil imported in recent years. They overlook the fact that the per
capita consumption of soap has also increased greatly and the still more important
fact that there have been revolutionary changes in textiles and, as a result, in
laundry methods during the past decade or two. Modern textiles (among which
rayons and silks are so prominent) and modern laundry methods, especially in
the home demand a very different type of soap from that which was formerly
used on the washboard or In the clothes boiler. White soaps which would dis-
solve quickly, form suds freely, and rinse easily, have been demanded-and
to produce a soap with those properties coconut oil in substantial amounts is
necessary.

BRIEF OF W. . PETOE ON BEHALF OF THE PACIFIC AMRICAN
STEAMSHIP ASS001ATION, SHIP OWNERS' ASSOCIATION SHIP
OWNERS' ASSOCIATION OF THE PAIm COAT,. AND WATER.FRONT EMPLO)YERS' UNION

In relation to section 602 of the revenue bill, H.R. 7885, Imposing a tax of 6
cents per pound on all coconut oil and sesame seed oil imported from the Philip-
pine Islands, including floor stock, on behalf of the Pacific American Steamship
Association, the Shipowners' Association of the Pacific Coast and the Water.
front Employers' Uifon, of San Francisco, Calif., we desire to respectfully pro.
test against the imposition of such tax, because such imposition would, in fact,
destroy a very important earning capacity of American ships in the trade between
the Pacific coast and the Philippine Islands. The imposit on of such tax on these
oils would amount approximately to $100 per ton, against a value of the com
modities of approximately $80 to $85 per ton.

From a consideration of the debate in the House of RepresentativeR, it would
appear that there are two contending industrial units in the United States for and
against this bill. The industries embracing dairy products, hogs, and cattle
approve the imposition of this tax on the ground that the Importation of coconut
and sesame seed oils would be to the advantage of these industries; while, on the
other hand soap manufacturers of the United States using the larger proportion
of these oils are strongly in opposition to it. Between these two elements the
American Merchant Marine that carried the larger proportion of these commodi.
ties between the mainland and the Philippine Islands would be crushed, thereby
curtailing employing -capacity on board American ships, reducing thereby the
volume of money paid to American seamen and, also, impairing to a large degree
the earning capacity of longshoremen on the Pacific Coast who are employed in
discharge ng these commodies.

The President appears to be of the opinion that ourforeign trade should be
strengthened, that nothing should be done to impair these friendly relations with
foreign countries, and the enactment of this provision would appear to be in op-
position to the President's plans for augmenting and increasing our foreign trade.

The imposition of a 5-cent per pound tax on these oils would decrease revenues
collected by customs authorities in the United States. An embargo on these oils
would send this trade to other nations, who would take advantage of these com-
modities in the manufacture of articles that might be imported into the United
States to the serious disadvantage of domestic manufacturers.

Copra imports for 1988, on a quantity basis, are 129 percent above the 1921-25
average and 28 percent above the 1926-30 average.

Imports of coconut oil in 1988 were 78 percent above the 1921--28 average and
21percent above the 1926-30 average.

Forty-four percent of our 1932 imports of copra came from the Philippine
Islands, and 100 percent of our Imports of coconut oil came from the Islands, and
the major sources of supply of copra are in the Pacific, principally from the
Philippine Islands.
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Imports of sesame seed were 187 percent over the 1926-30 averae and present
imports of sesame oil are quite negligible In comparison with the 19-0 average.

In the 1980 tariff act sesame oil was made dutiable at 8 cents per pound, as
contrasted with Its previous free Hit status. This, as shown by the statistics
resulted in an abrupt drop in sesame oil imports and a sharp rise in imports of
sesame seed representing a shifting of the sesame oil pressing industry to the
United States.

According to the reports of the Bureau of the Census under date of March 31
1938, the soap industry is by far the greatest user of coconut oil, taking 04 percent
of the total consumption, while oleomargarine used 22 percent, the balance being
distributed over the ikanufacture of compounds and vegetable shortenings, other
edible products, paint, varnish, printing ink, and miscellaneous.

As to sesame oil, the great bulk 74 percent, goes into the manufacture of
compounds and vegetable shortening (edible products) and the only other'
important use is in soap manufactures, which absorbs 18 percent, oleomargarine
using none, although a very small percentage goes into other edible products.

Fiom these statistics it would appear that, insofar as the use of these oils in
edible products is concerned, they are not of great importance, while the imports
of these commodities used for nonedible purposes rovides the groat bulk of these
imports. It Is, therefore, to the advantage of the United States to produce a
low-priced commodity such as soap that, b the use of these oils, has reduced the
cost to the consumer of soap In the UnitedStates by about 40 percent.

It is to be remembered, in this connection that American vessels in the trade
between the mainland and the Philippine Islands cannot operate successfully
without return cargoes. In this connection we quote from the address of the
Honorable Virginia-E. Jenekes of Indiana, as follows:

"In 1929 our exports of cotton goods to the Philippines were valued at $18,-
848,000; of wheat flour, $4,348,000; of dairy products $8 035 000; of tobacco
products $8,151,000; and of various other products of agricultural origin, amounts
of no inconsiderable value. For cotton cloth, and for condensed and evaporated
milk the Philippines are our leading export markets."

She states father:
"The Secretary of Agriculture stated that to meet the situation confronting the

dairymen it would notbe necessary to impose an embargo upon coconut oil. In
this connection, we must all agree that while a 8-cent per pound excise tax on
coconut oil could be absorbed by the oleomargarine manufacturer, there Is no
doubt whatever that a tax of this size would be practically an embargo In the case
of the soap manufacturers, the rubber tire manufacturers, and the tanners of
leather, who are the chief industrial users of coconut oil."

Therefore, in this connection, we have to consider the fact that practically all
of our export commodities td the Philippine Islands are carried in American
bottoms and unless there are return cargoes from the Philippine Islands to the
United States, the trade would be unprofitable for American ships. Copra,
coconut oil, and sesame oil provide the bulk of such return cargoes. The author-
ities in the Philippine Islands strongly protest against the imposition of this tax,
as it would be ruinous to the export trade and would cause a great deal of hardship
on the men employed in these islands, and It Is to be remembered In this connec-
tion that the Philippine Islands are still wards of the United States.

The imposition of a 5-cent per pound tax on these commodities would simply
destroy this trade and throw it Into the hands of foreign competing nations who
could take advantage of a low-priced commodity without a large tax and success.
fully compete with commodities produced In the United States, and, also, the
imposition of such tax would materially reduce the volume of customs collections
In the United States.

STATEMENT OF CHESTER H. GRAY, WASHINGTON REPRE-
SENTATIVE OF THE AMERICAN FARM BUREAU FEDERATION,
FAVORING EXCISE TAXES ON FATS AND OILS IN SECTION 002

The CHMjRMAN. Mr. Gray, do you want to open for the proponents?
How much time, Mr. Gray?

Mr: CHMESTER H. GRAY. For myself, individually?
The CHAIRMAN. Yes. Do you want to opeh now?
Mr. GRAY. Yes; I should like, in conformity with the agreement

of those who are in favor of this excise tax, to open the proposition on
the positive side.
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The CHAIRMAN. You have an hour and a half. The other side has
an hour and a half.

Mr. GRAY. It may take me if you would permit it, a little longer
than you have assigned to other Witnesses, but we Will make it up,
in cutting down the subsequent witnesses, if you will permit it to be
arranged that way.

'The CHAIRMAN. Yes. Well, how much time do you want to
consume before we stop you?

Mr. GRAY. I would suggest that I can get through, in a prepared
statement I have, in 20 minutes.

The CHAIRMAN. All right, 20 minutes.
Mr. GRAY. In appearing before the finance committee in behalf

of farmers and others in the United States who produce animal,
vegetable, and marine fats and oils, it may be stated that there are
two direct objectives. First, the 5 cents per pound excise tax on
certain oils and fats will secure additional revenue, and, second, these
taxes Will elevate the domestic prices of fats and oils. There is a
secondary or indirect objective connected with this effort, which is to
supplant with domestic oils and fats products a portion of the uses
now absorbed by foreign fats-and-oils products.

This is not an effort totally to exclude from the domestic market
foreign fats and ois. There will be some tendencies to' reduce impor-
tations of these products from abroad. The various groups which
are now and for sometime have been associated in this. effort are not
advocating the 5-cent per pound excise tax as an embargo against
such products. Primarily it is a price elevation movement within
the domestic markets and in behalf particularly of domestic products
but operative also upon the imported products.

Senator McADOO. Mr. Gray, may I interrupt you and ask you if
you are speaking now only for the American Farm Bureau Federation?

Mr. GRAY. In one way, Senator McAdoo, I am but in a more
general way I have been asked by all of the groups which are in favor
of these excise taxes to speak generally for them, but they will have
some witnesses to speak specifically on certain phases.

Senator McADOO. Exactly. Well, now, could you give us an idea
of who compose this group?

Mr. GRAY. I would be glad to do that.
Senator WALCOTT. That would include the fish-oil people, wouldn't

it?
, Mr. GRAY. That includes the American Fish Oils Association, the

name that I will mention first, since you have named it the National
Cooperative Milk Producers Federation, the National Grange, the
American Cotton Cooperative Association, the National Cottonseed
Crushers Association, the Independent Cottonseed Crushers Associ.
ation, and the American National Livestock Association. If I have
missed any it is a matter oJ.paemory.

Senator MCADOO. That.gives us a general idea. I just want to
know who are interested, that is all.

Mr. GRAY. To make this program fully complete the tax must be
made to apply on both edible andinedible fat ani oil products. There
are those who advocate the retirement of American producers of fats
and oils from the market supplied by the inedible uses of these prod-
ucts. He is an unwise adviser and economist who urges the American
farmer to be content with the market supplied by the edible uses of
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fats and oils. No one has the courage to advocate such a proposal
in regard to any other product grown by American farmers which
can be applied both to edible and inedible uses. If farm groups should
adopt the argument of those who oppose this tax because of their
their assertions that the farmer or others who produce inedible fats
and oils have no interest beyond the edible field of use, then such farm
organizations would likewise, in order to be consistent, need to sur-
render the field of inedible uses to which corn may be applied. The
first thought about corn is that it is an edible farm product for human
and animal consumption; but it has a wide range of inedible uses, one
of which is that of industrial alcohol. Does anyone urge the American
farmer who produces corn to recede from his present efforts to supply
the domestic market with industrial alcohol? The fight is raging
right now between the corn farmer and those who have control of
the Cuban black-strap-molasses situation, and practically all ob-
servers except the few who are interested in the black-strap industry,
aree that the corn farmer has the right of way in this inedible field
of use.

The same thing can be said of the warmer who produces potatoes,
which is a crop capable of being used largely in the inedible field of use
of industrial alcohol. In fact, in Germany a great portion of this
type of alcohol is produced from potatoes. Those who advocate that
our citizens who produce oils and fats have no interest in the edible
field of use evidently do not think it wise to broaden their position into
other American farm products or else they would be clamoring in
behalf of the black strap molasses interests of Cuba instead of seem-
ingly tolerating and supporting the corn and potato interests of our
country. k

Pursuing this question of edibility and inedibility relative to the
domestic market makes it wise to observe that starches may be
extracted from several farm crops grown by United States citizens for
both the edible and inedible field of use. Any of our grains and pota-
toes are large carriers of starch. Starch, when prepared in certain
ways, is edible. When processed in certain other ways it becomes
glue and a dozen other commodities of inedible nature. Are the
farmers who produce our starch-carrying crops to be content merely
with feeding the animal or human stomach or are they alqo to be
privileged to supply the vast inedible uses to which starch may be
applied? It would be as logical to ask the farmers to retire from the
inedible field of use for starches as it is to ask them to be content with
merely the edible field of use for oils and fats.

I could pursue the question of the edible and inedible, throughout
the wider range of farm crops, and there is no one of any consequence,
except the few who might be interested in certain enterprises, who
would try to crowd the American farmer or the other citizen who
produces the fats and oils, out of the edible or out of the inedible
field of use. We insist, all of us in these organizations that I name,
that the farmer who produces fat or an oil product whether it be an
animal-fat or'a marine product, for the inedible field of use in the
domestic market, be protected there as in the edible field of use.

Lookifig at this question from still another point of view, we see it
as having some direct contact with the dairy industry of our Nation.
Even the uninformed know that dairy products are edible, and the
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informed know that these products have a constantly growing chance,
under chemical and other developments, to find markets in products
which are inedible. Casein maybe taken as an instance of the dairy
interest in the inedible forms in which dairy products may go to
market. It is made from sdimmed milk and is a filler for certain
kinds of paper. The only controversy now about it is not whether
or not the farmer shall voluntarily retire from having casein made
from his product (skimmed milk) but whether it is to be made from
the products of our American dairies or from those abroad. No one
is bold enough to say that the farmer hak no interest in the inedible
field of use of dairy products, as exemplified by casein.

Such instances as those just given reduce to the point of absurdity
the fundamental position which is taken by those who allege that
the edible market for ois and fats is the only one of concern to the
American producer of these products. We who speak for the domes.
tic producers of these products, neither now nor in the future, will
expect any solution to give us the home market on this group of
products unless we have both the edible and inedible markets.

Closely akin to the question of edibility and inedibility of oils and
fats is the question of interchangeability. It is not asserted that
any and all oils can be shifted instantaneously within either the
edible or inedible fields of use or between those fields ot use but it
is asserted that the price of oils both edible and inedible is the de-
teriuning factor which, to a great extent, determines whether or not
a certain oil is to be continued in the same uses to which it formerly
has been applied. It is well know that coconut oil in the making of
oleomargarie has largely displaced cottonseed oil. Following this
development, cottonseed "oil then found an outlet in cooking com-
pounds. Finally, this trend of events tended to crowd lard out, or at
least to decrease its domestic market, thus showing a sort of vicious
circle of interchangeability which in these instances gradually de-
veloped. In other instances the shift from one oil or fat to another
is of more immediate character, than the progress of events just
described in which coconut oil, through the medium of cottonseed
oil as an intermediary, has come to be a competitor of lard.

A sample of this can be given by citing oleomargarine statistics,
and oleomargarine has not entered'into this particular argument, for
the purpose of attacking or defending .oleomargarine, but we have
had an oleomargarine whlch for many a year has been on the. Federal
statute books. We have the amount of oleomargarine manufacture,
and' the products from which it is now manufactured and the per.
centages of the different oils that go into it, all as a result of the report
which the oleo manufacturers have to give to the Bureau of Internal
Revenue, so oleomargarine gives a very good sample, to show how
these oils do shift around, from one use to another, and I am citing
that as a demonstration.

Senator GoRE. Just to take the tax on oleomargarine is a hardship
on the cotton producer?

Mr. GRAY. Not to the extent of crowding oleomargarine off the
market, not at all, Senator Gore. If oleomargarine is sold as a
shortening compound, not in the semblance of butter, the 10 cents
per pound tax applies only when oleomargarine is colored and is
made to assume the semblance or form of butter.
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Senator Goio. There would be more sold if it were not for the 10
cents pound tax, wouldn't there?

Mr. GRAY. There would be more sold if it were not for that 10
cents tax. At the present time oleomargarine that is sold not to
imitate butter caries a one fourth cent per pound Federal tax.

TA1L; J.-Materiale used in the manufacture of oleomargarine, 1917-88 (year,
beginning July)--ingrdiente of foreign orgin

IFlures In 1,000 pounds)

year Coconut Soybean Mustard. Palm Palm. Sespne

olil il seed oil oil kerneloil

1017-18 .................... ........ 81.778................................
.......... 040 ................................1910-20................................ 184. ...... . .....................

1.2-0 .................. 104 ... .. .. .. .10.. .............
... . ...... " . ..........a..9 ............. ....... .............

I ............................ ....................
.... ........... ...-0 ............................ 79 ........ . 2 7.......... ........

1 79 ... 0.............. "...10."' .. " , ooo as.... 54 10
12-2..................................... ........ 8 ...... ........

17141 12 1,349 15..19290......41...2..........1..0. 0 48 102 8 -Y198031 .................................. 1,954 2,22 48 M............ 09
1031-2 ...................... .. 2 7,67 18 1 814........ 20

1932431~~ ~ ~ ~ ~ ...............l98-3 a................................. :....... ' ............

Source: Annual Reporte of the Commissioner of Internal Revenue.

Sun- Deriva
Year • Soda flower tiv o Color. Mol. Total

poil g1yoie inir -neous

191-10 ............................. .......... .................. 14 0798108-9,.."...................................... ........ .."'..'...."::':'" .."'..'" 1 M,65
120 ............................. *...................................... . 26 9,778 1., 486

121 ........................... ........ .......... 11 8 417 6,82
1 .2-28..................... ............................... 11 218 08228
1922-24 ........................................ .......... .......... ........... it t91
102-24 ........................................ .......... .......... .......... 26 482 $8,81924-2 ....................................... . .......... 38 .......... 8 0
12b-20 ....................................... .4.....1.......... .......... 1,74 09,767

JOW7 ................... ........ 82 67 ........... 18....... 108,676
1927-28 ............................... .................... 19........ 142,298
192-2 ............................... 1.......... ........ 47 ........ X. 48

1990...............122 ...... 80 21 ........ 187,081
1930.1............................... 92........... 180 11 10 101,429
1931- 2 ....................................... 76 .......... 2456 a 8 1834
Joe"a 7 ................................. 9 9..........383 a 3 138,301193-34 8 ................................ 84 .......... 332 2 63 79,401

Not over 0W Roulde.
Total of moh11 fgure rewased by the Bureau of Internal Revenue.I Firt 8 months, ul-Docomehr inclusive, 1033.

8ourc: Annual Reports of the Commissioner of Internal Revenue.

Coconut oil has had an almost continuously increased outlet in
oleomargarine since 1917. It is so dominant in the making of oleo.
margarine that it has provoked a great agitation which is reflecting
itself in our State legislatures to prevent oleomargarine of any kind
beig manufactured. Others, more modest in their protests against
this, foreign product, coconut oil, dominating a domestic industry
like oleomargarine, are more conservative in thefr position, which is
that all margarines should be made only of domestic oil and fat
products. It may be stated that the ingredients of foreign orin
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which go into oleomargarine are, to a large extent, dominated by the
price range on coconut oil which, on account of its low cost of produc-
tion, is ordinarily a very cheap oil and fat product.

Turning now a similar question, that of ingredients of domestic
origin in oleomargarine, we see a very different picture.
TAntLU" IL-Aaterials used in the manufaclure of oleomargarine, 1917-.8 (yeor

beginning Jily)-itngrdietis of domestic origin

IFIlures In 1,000 loundsl

Your

1917-18 .. . ... . .............................
1 18-19 .............................. .........
1919-0 ........... ..................
12-21 ...................................
1921-22 ........................................
192I-W .......................................
1923-24 ........................................
1924-25 ........................................
192b-2 ........................................
1920-27 ........................................
1927-29 ........................................
192 0- .......................................IV .-3 ........................................
2930-31 ................................
1931-32. ............................
1932-33. ............................
1933-34 3.......................................

97,404
89,842

40,980
46 8

44, 10
47,41s
48,741
48,477
47,1288
48,322
28,040

8, R78

1917-18 ...............................................
1918-19 ................................................
1010-20 ..........................................
1920-21 ..............................................
1921-22 ................................................
I9 3 ................................................
192.-24 ................................................
1924-28.....................................
106-20 ...............................................
1928-27 ................................................
I 27-28 ...................................
292-29 .............................................
192.30 ...............................................
1930-31 ...............................................
1931-42 ..............................................
1932-M1 ..............................................
1093-311 ..............................................

('otton.
sMd. oil

304
37,146
3,450

&883
18,420
18,787
20,640
20,960
28,008
23,372
24, 801
2%.173
30,214
24 037
14,874
10, 640
91890

Butter

4,848
8,680
8,845
1, 49W
1:1071
1876
1:900

20
241

2616
,013

39
18

auJ

Peanut
oil

21, 823
38.764
4K 340

11,628
8,922

4,39

4,8172
8,489

8291
3780
233M

1,440

(ord
oi

d0
40
35

457
174

183
38

189'
74
102
271

____ ___ ____I " I
I Not over 800 tou)Oil(1.
I Total of monthly flatrea releed by the bureau of Internal Itevote.
SIlirst 0 outll, July- Decemiabor, Itcihtslve, 1ISl.

Souroe: Anuual reports of the Comilssioner of 1nIrenal Revenuie.

Rdible
tallow

24

93
219
70
20
10(a)

I::.OM

()Oleo I ?Neu. I Oleo
strlne trial oil stock

3, 427
2, 486
2,132
4,6OM
4,874
4,815

8,314
, 145
8,832
k 834
5, 4M
4,337
3,263
2,877

48,702
4, 764A1 456
2),208
27,057

32, 21028,6074
28, 172,
24,87228,00
24, 19
19.632
10,160
10,887
9,130
4,876

7.8620
6,342
5. WA.1 0A

2,143
2, 32'J2,780
3,183
3, 082
2, 882

1,204
1, 189
1,02.1
041

M5

Milk Salt Total

61,128 18,279 21)8,08
f0 21,432 323,788
78,00 24,114 331,774

7 i7 28,308 28, 471,939 18,202 107
au, 838 17,9M 188,438
690 20, 93 210,08
01,924 K8,728 188,032

72, 02 20,89a 207,703
73,700 21,083 207,400

I31 28024 218 774
94,782 27,311 237,992
97,762 28890 237,614
77,282 22,961 173,462
84,287 14,059 118,81
82,007 12,898 308, 88580,04 7,87 5, 84S

In every instuneo where domestic oils are used in the making of
oleomargarine, except in the case of corn oil, which is used very slightly,
the home-grown products have shown an alarming decrease in use
since 1917 to 1934. Oleo oil, froin which the product oleomargarine
originally derived its n~ame, has diminished in this field of use to one
twelfth the place it held in 1917. Cottonseed oil is only one fourth
as prominent now in quantity as in 1017. Oleostearine is loss titan
one half; peanut oil about one fifteenth; neutral lard about one
eleventh; oleo stock about one fifteenth' butter has only a trace
left' but corn oil, still very sfightly used, shows a slight increase.

'here are three predominating causes of shifts in use among these
oils and fats, all of which slifts demonstrate interchangeability. The

II
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main cause is the price factor, which induces either immediate or
Fra4ual changes in manufacturing formulas so that a cheaper oil might
De used. A second proof of interchangeability is found in the
chemical constituents of the oils and fats. There is a great similarity
of chemical make-up in these products. The third demonstration of
the interchangeability is found in the actual uses to which oils and
fats are put.

TABLE1 It.---Percentage compositiop of faly aids it commo n dils and fats

Fat or oil jLauirie I Myristic Palnulk Stetiric Ioleic

Coconut oil ............. 2....... 45.0 0 .0 3.1 6.0
Palm kernel oil ........................... I 5.0 12.0 [ 0.0j 4.0 10.0
Lard .......................................... 2 #. t, l 80.4
Pe.'mut oil............................ .... ......... S. A I 1 81.6
('ottonmeed oil... ..................... . 21.4 I ......... 31.6
Corn oil .................... . ...... .. 0.0 . itO 44.0
flutter fat (cow) ..................... 0.0 W. 6 19.2 11.4 27.4... .. II O, (1, 20.0
Soyli ben oil ........................... 7.. ........... I it 20.2lJUtpceod ol ........................ i 57'.2 I I ...... , ! 0,

...... i...

20.0
41L 0
48.0

14.5

A student of this oil and fat proposition knows that, although
percentages of different chemical contents differ with different oils
and fats there is a remarkable similarity of chemical content among
them. In other words, although some my htv greater or lesser
percentages of a certain content thima do others, they differ mostly
in degree of chemical content, not in chemical make-ump. This is
demonstrated bi a further stdy of the oils and fats which now and
in former times have been i0sed in oleonmargerine prodlction.
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TA.zL IV.--Various ingredknts used in oleomargarine rodtion
INGREDIENTS OF DOMESTIC ORIGIN

lb gmwtJ

yew oleo 011 COU00-Pean Olso Neutral Olo BU man Fik Mk Sn TWYesOeed@1 [ oi 1% steal :9 e Butte Cornk o ll Mowi Toa

1917-18 ----------------------------------------------- 27.00 10.21 05 96 12.81 2.11 L= 0.2 ---------- 17.12 & 12 8.07
1918-19 24.76 9.62 9.85 .62 IL6S 1.61 L4 .01 ---------- 17.28 .45 8Z127
1919-120 ....................... ----------------------- 21.78 9.56 11.72 .52 9.32 1.41 LGB - i n --------. 1.42 6.3 43
192D-21 ---------------------------------------------- 14.53 5.421 4.78 L4? .56 .66 .44 .27 ---------- 2.31 7.42 6,81

921-L-.. . . . . . ..------------------------------------ 17.52 a.59 4.97 L9 IL57 .92 .47 ------------------- 28.9 6.95 74.04
1922-23 ..------------------------------------------ 18.15 7.30 log L87 IL50 .90 . .................... 2.28 7.00 73.30
1923-29 ---------------------------------------------- 17.75 7.01 L92 LBSO 11.28 .94 .45 .16 .08 2.46 6.0 7L 97
192-25 ---------------------------------------------- 16.57 7.87 L65 L97 9.64 L19 .57 .07 .04 23.2 7.3 69.86
195-2 ------------------------------------------- 15.42 33 1.71 1.73 &.19 1. 0 .76 .06 .0 , 2.62 670 67.56

W2-2 ------------------------------- 15.42 7.39 154 1.63 7.87 .81 .65 .06 .07 2.32 6.86 65.2
1927-28 ---------------------------------------------- 1±.59 6.87 L51 L53 6.93 .48 .69 .01 L911 2.01 6.93 610 z
9289--- ----------------------------------- IL48 6.C L61 1.42 5.89 .31- . -........... .007 23.06 6.65 57.93

1929-30 ---------------------------------------------- 1 0.47 7.1 L35 L48 4.62 v .62 -------------. 2.2 6.80 95
jl-31 ---------------------------------------------- &37 6.8 15 L64 &04 "i .30 .05 ........... 2L7 6.85 51.80
1931-2------------------------------------------6. 19 6.01 1.53 1.75 4.27 .281 .02 .0------------ 2L93 5.93 47.92 ~
1932- 41 6.57 .96 1.35 3.74 23 .1 .04 ------ 2L.33 &17 44.51 0

- ----- :---------- -------2--------45.15--
0

6
S.t
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INGREDIENTS OF FOREIGN ORIGIN

_I __. ......IDeiva-
YerCoconut~ Soyea MJIR al Son 11wn ed Coming ___ h

yew a2an eed ,-I - u ad 29S .ods .... -0n .5 0.1j4

3 9............................ 33.97 ; . .... -. .01 4" 3x41 9-2................... ....... 34.06 .1 ... 2:-.18.0.01-. 0 . 3- - 0.021 ........ . 0 4 ...... 3L8
31 2 ........................ 3.71 0 33.5... . 2 ....... .01 42.... . 07 .

10 3 . . . . . 4 .57 . ... - .01 *.SS I.. . I....... .- 1 .03 ................. .0 5 1.O .01.... 4,.051 0,,-2-,. .. 5 . ......- .00 .001 .33 .08/ .03. .0 02 .03 v
1 9 2- 3. . s 5 -.1 . m .16I....I........ - .0 .... o.1 .0 .01 54.49

__-__- ___ .__ --."__-_--. ___-______"__ 4',.1 m " i.. .I .e .e03 .. . . .2 08 0 48

---- -------------- ------------.... ............. 17.3 .--- ---- ----- -.----- ---. ---------- ----- . -- ---- ---- - .----- ----- -'---i .m0 I 1,,.e
ig - -------- --------------------............. -, -- --- - 1 .70 ---- .... ... -6 - .. .. -- -------- -- -......----- -- ----- - -- : .. ... -, - . -- .----- .0 3 1 75,.73

19 2 -- - -- --- - -- - -- -- - - -- - 1 . 8 - - --- --- - --5-- -- - - - - -- - - -- - -- - - - -- ---- -- -- . 0 9 51920-21-----• -- ------------ - s & 3 M s ----- ----- ------- --- " -- -I ------ "" 1 3.1 9

&FMsW 6 motb , Jut-Decembe-, bnduiv% UM
Sw= Valmlatlou bond anmveat thsd Comisanw-wI of Mna Efewnm

I.'
~I.
N
0

0
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In percentages of use in oleomargarine production, the oils and fats
have shifted over a wide range of products, but an oil and fat which
has certain chemical characteristics can be applied to the making of
margarines. This application has resulted in the ingredients of do-
mestic origin ohrinking in many cases to mere traces of what was used
in 1917 in the oleomargarine industry. But, the ingredients of foreign
origin have shown an ability to hold their own in the margarine trade
or to expand widely, as in the case of coconut oil. Peanut oil and
coconut oil do not have exactly the same chemical constituents but
it is known that peanut oil has receded from use in the making of oleo-
margarine, whereas coconut oil has expanded. Cottonseed oil has
five times the strength in a certain chemical constituent as does coco-
nut oil, but they both have that constituent and the price of one
compared to the other and the adaptation of formulas in manufactur-
ing has resulted in cottonseed oil being forced almost out of the mar-
garine trade, with coconut oil constantly growing. Butter fat and
coconut oil have at least five chemical constituents of identic nature
but in varying percentages. However, butter fat has diminished to

mere trace in the making of margarines, but coconut oil, as is well
known, dominates the field.

Interchangeability is further demonstrated by the similar uses to
which domestic and imported fats and oils are put.

TABLE V.-Apparent consume ption of oils, by principal industries, 1909
[In thousands of pounds)

Reported consumption In principal Indtistrieq Con-

Total ioelt
011 apparent Lardusr fOndt Sop iOil consump. ____ Other Pain t IIndus.(ion I d o M nlw ne fod in. s t va rn i esnd s

tiounatt I dustrles Industry Ihse
Industry holds, eto.

irand1total......... 8,41,573 11,22,750 278,950 4,572,004 1,018,2181 40,841 705,770

Primarily domestlo materials:
Buttr ......................
Lard exceptt neutral) .......
Lard (neutral)........
Oleo oil and animal ats.....
Tallow, Inedible .......

(reases ....................
Cottonseed oil ..............
Cottonseedoil toots........
Corn oil ............
Peanut oil ..................

Total .....................

iy improved materials:Ses 011l ................
Coconut oli..........
Palm-kernel oil .............
Palm oil ............
Olive oil Inedible, and loots.
PerlI aol ............
soy an oil .............
Olive oil, edible ........
Tung oil ...............
Rap eed oil ................

'Total .....................

See footnotes at end of table.

Mm = - - = - -M

2,177,207 ....... . 2 77,297 ..... ........ ::1,720,164 %.,1725, 164 .........
47,312 2 9 .. . ..........

124,432 77,247 47,15 ..........
8 6 4 , 0 1 8 ..... ...... 1 8 3 , 7 4 7

1,474,006 1,083,202 28,173 35031 12,000
108 . ... ...... .... ... .......... 
108,004 * 1 8 0 4
13. 434 ......... .. 133,070 5,000 304......

117,307 .......... 0,617 8, 90 1,700......... .....

D, 676 874 1,183,072 100,164 4,395,182 807.875 384 183,747

30,076 0,210.........20,020 835..........
602 007 W.,000 171,411 83,598 344,20.......... 7%7.93

84,327 ....... 111 11,392 72,029 ..........
20,980 1,349 ........ 192331........... . i09

.08 ....................... 329 .......... 179
,574.......... .............. ..... I M 0

8191359 82 11.......... 6,0 ,815 7,051
4916.............. - 91, W ..............
115,721 .......... .......... ................ 8 i,35
1,848....... .......... .................... 18, 848

1,311,538 4 1727 17,2 074,320 99709 161,381
nlm'um I .1min ~ ~ em8m ]l~tsM
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TABLE V.-Apparent consumption-of oils, by principal industries, 1929-Contd.

Reported consumption in principal Industries Con.
__________________stamp.

Total tion in
apparent Lord mie-

pod Other duntry vn aint  lanous
tion, Plnd or Magarine food I oap In. varnish indus,

rIndustry house-
industry holds. etc.

Both domestic and imported
materials:

Fish oils ............... 94,010 14,921 .. ........ t, 443 10,602 5044
Whale oil .............. 71,473 80 ............ 70,4...........
Linseedoil........... 787,6080 ......... ........ 1 ,910 340.160 4 45'598

Total ..................... i, 1, -83 7-3 o 450,042

I Total apparent consumption represents In most cases the reported production plus imports (for con.
sumtion) A less oxporto, plus or ini Pus the di Teretnces in stocks on hand at begunin and end of year. Where
tile filguro tius computed was lem than thle constnmptionn reporter by thle above Industries, tho total reported
by those industries has been substituted ns the _"ap rent consuniptIon." The aslc data come from the

iureau of the Census and estimates by the trade.
'Includes some Imported oil.
Includes some domestic oil, but does not account for difference In stocks at beginning and end of year.

"Including domestic oil.
Factory onsunption only.
The bulk of this probably used by painter (or mnixina and not Included In factory consumption.

Sourco: U.S. Tarit Commission's Report to the ('ongross on "Certain Vegetablo 0114, Whale Oil, and
Copra", table 20, p. 31.

In the soap industry no less than six major domestic oils are used.
An equal number of major imported oils and fats find a market in the
soap trade. Three additional major oils and fats products, whether
domestic or imported, find a market in the soap kettle. he mar-
garine industry draws on at least four major domestic products and
an equal number of major imported products. Lard compounds or
substitutes give an avenue of use to three prominent domestic prod-
ucts, to 4 prominent imported products and to 2 major products
which are both domestically grown and imported. Other food indus-
tries which supply markpts for oils and fats draw upon 5 of our
larger domestic products and upon 4 important imported products.
The paint and varnish industry hardly recognizes the primary do-
mestic materials but gives a good market for at least three imported
products and two products which are both domestically produced or
imported.

Another way of approaching this same question of interchange-
ability is to set down certain uses to which oils and fats may be put,
such as soap, lard compounds, oleomargarine, salad oils and dressings,
paint, linoleum, and printing inks, and list under each of these indus-
trial or food groups the oils and fats which, in greater or lesser amounts,
are used in manufacturing each of the groups.
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TABUL Vl.-InterhangeabUity

Soap Lard oompounds Oleomargarlne Salad oils and Paint, linoleum,

dressings printing Inks

Tallow, Inedible .......................... ....................... Tallow, Inedible.
Cooonut oil ........ Cooonut oil ....... Cooon9t oil......Coon ::.:: Palmw oiblPI oilf .......... Palm o0l .......... Palm ol .......... Palm Mo...... Palm 011,

M e= ..... ::::::aJo .. l.......... .~.ooo ..........O......... . O...... ... O..

Wie 0i ............ Whale oil .............................. Whalo oil.
Fih oils .............. Fis ..................................... Fish oils.
oliv ol ...... oil P . e.ne.. o Olive oil ...........
Indble and sulphur. Palam kernel ... Fal G Palm kernel oil...

oti palm kernel oil.
Sesame oil........ sesame oil ......... Sesame OiR ......... Sesamoil .........
Corn oil ...... Corn oil ........... Corn oil ........... Corn oil ........... Corn oil.
Soybean oil ............ Soybean oil ....... Soybean oil ........................... Soybean oil,
Vegttable tallow .................... ....................
CaStor o0l ..... b.. Castor oil.
Edibl tallow.....dibetlo . dbetlo alw
Cottonseed ei......Cottonseed ol..... Cottonseedoil ..... Cottonseed oil....
Linseed oil ................... Linseed oil.
oleo o1 ......... oil....... Oo o ' ' l..'.. lo "..*.....Oleo oil.
Peanut on ........ Peanut oil ......... Peanut oil ......... Peanut oil ......... Peanut oil.
Neat's.foot oi .......... ....
Animaletearne. An Animal stearine Animal stCarine ahna wood, Pe.lard. lard. lar.il oil |s)

In a more inclusive way than just described, when accent was
given to the major oils and fats products used in various industries,
it may be seen that when one includes major and minor products
the list of oils and fats which go into the manufacturing of the dif-
ferent industrial and food groups named is materially enlarged. For
instance, soap draws upon 15 oils; oleomargarine upon 12; salad
oils and dressings require 12 oils in their manufacturing; paints and
linoleum give a market for 13 oil and fat products.

Before leaving the question of interchangeability in connection
with the actual uses to which oils and fats are put, it is well to re-
member that in 1914 the margarines contained about 75 percent
animal fats and 25 percent vegetable fats. In 1931 the miatgarines
contained about 25 percent annual fat and 75 percent vegeta le fat.
Also, let us not forget that in 1914 margarines contained loss than
1 percent of coconut oil while in 1931 they contained almost 77 per-
cent of coconut oil. There is zo .particular reason for citing mar-
garine in connection with interchangeability of oils and fats except
that owing to the Federal oleoimargarine legislation which has been
on the statute books for some time there are available annual reports
and data upon amounts manufactured, materials purchased, trends
and shifts in the business. This gives us an excellent demonstration
supported by governmental data which is not subject to the criticism
of being partial.

It was said earlier in this statement that it is not the exclusive
purpose of those who advocate the 5 cent per pound excise tax on
certain fats and oils to exclude from our markets the foreign prod-
ucts. However, it has been stated that an effect of the tax would
be somewhat to reduce the amount of importations although the
primary effect would be that of price increase all along the line in
the domestic market for fats and oils. In connection with whatever
reduction in importations the excise tax would cause, it is well to
consider stocks of oils and fats on hand and related propositions.
There has perhaps not been a time in recent years when the American
farmers have greater threats in regard to their fats and oil prices
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than are contained in the ,available materials both for edible and
inedible uses in the fats and oils field.

TADi VIL.-Stocka on hand, Sept. 80, with comparison

3.yearaveroage, Sept. 30, 1932 Sept. 30, 1933

Poundt Pounds Pounds
Cottonseed oil, crude and refined I ..................... 31.827,000 ti0000, 000 742,000,000
LWrd, edible I ................................. 84,918.000 69,000,000 136,000,000
Corn oil, crude end refined ' ........................... 21, 4, 00 1,000.000 27,000,000
Tallow, edible and inedible ............................. 127,018,000 170,000,000 237,000,000

utter I ..................................... ....... 132,000,000 107, 000, 000 178,030,000

00 o. ,00o 1,17,000,000

I Census Bureau.
Bureau of Agricultural Economics.

The 3-year period of 1928 to 1931 showed stocks on hand September
30 of 5 principal oils, averaging 632,303,000 pounds. In 1932 this
had grown to 967,000,000 pounds and! on the same date of 1933 it
had leaped to 1,317,000,000 pounds. Surely there is some need to
give the domestic market to the domestic producers of animal, vege-
table, and marine fats and oils and the excise taxes will be of some help
in that regard.

Taking a broader view and including more than five oils and fats
on hand, the situation is found to be still more aggravated.

TABtlE VIIl.-.Stocke of animal and vegetable oils and fats, stocks on Dec. 81

193 1932 1928-32 I 1922

Domestic: Pound# Pounds Pot ride Pound&
('ottonseed oil ..................................... 938, 085 874,308 029, IN6- #3
Ridible lard ........................................ 98,026 42,706 60,320 4?, 923
Creamery butler ................................. 111,210 22,043 47,11 20,1819
Inedible tallow ................. 235.020 1I2, 1 742 131,243 6 3,317
Oreases ................................ 07,314 72,000 t1, 303 42,037
Corn oil ............................................ 8,480 21,934 22,715 17,959
Soybeanoil .... ............................. 13,370 10,817 14,221 5,308
Peanut oil ... ............................... 3,218 ,410 0.,021 2017
Edible tallow* ...................... 4,200 4,370 4, 063 3,292
Neutral lard ....................................... 2,704 1, , 7. 788 4,M095
Oler o l ............................................ ,9059 5,23 10, 0 11,949
(Fconut oil ........................................ 198,884 133,278 18, 8,2 109,843

Palm kernel oil .............................. 11,991 7,205 12,003 1,491
Palm oil ..................................... 105,682 80,335 MW 15,700
Sesanle oil ..................................... 4,058 3,052 8,490 (1)

Forelgn and domestic:
Linseed oil ......... 187,724 121,7701 137,713 81,564
Cod and cod.liver ol.. ................... 0,440 8,300 8,613 953,90
Whale and sperm oil ............................... 3, 78 79, (180 69, Mo1 15,818
Other fish ois .................................... 10, 215 100,213 90,414 29,619Oilseeds, eta,:
Cottonseed ................................ , 800, 884 2 ,072, 82 2,471,888 1. A.9, 98

Copra ...................................... 11 at, 6o2 5,108 1 ,003 20,044
Flixseed ........................................... 11,950 174,7091 2111,287 129,312
Soybeans......................................... 113,8"4 83,454M 02 284 1,954
desurme seegd ................ .................... 1,118 13, 3 0,90 (')

Not separately reported.
Source: U.S. Department of Commeree, Bureau of Consus, "Sttitstleals ou Fats and Oils" (iNllonal

CooperativetIlk Producers Federation).
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The principal oils of domestic origin which we have large stocks of
are cottonseed, creamery butter, and inedible tallow. The foreign
oils which are lying around in too great quantities are principally
coconut and paim oil. We also have too much linseed and fish oils,
some of which are domestic and a portion of foreign origin. A most
alarming situation exists in the amount of cottonseed on hand. If the
intent of the Agricultural Adjustment Act, which is to give the
American fanner price parity with the goods he must buy, then this
situation of stocks on hand relative to ois and fats must be corrected.
It can be corrected by giving as much as the 5-cent-per-pound excise
tax may give it-the domestic market to the domestic producers. A
great assistance in correcting this rather threatening condition rela-
tive to stocks on hand would be for the processors who prepare many
of these products for edible and inedible uses to confine themselves
more reliiously to the home products.

But, taking a longer point of view and getting away from the price-
depressing influence of the stocks on han for te moment, it appears
that we h ave adequate potential consumption in the United States
for all the fat and oil materials which we reasonably can expect to
produce.
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TABLE IX.-?.!. and oils, competifive oils and fats situation in the United Stains
[Source:.Comp&le firom Ofeia Reports Limed by tbs U14. Department;o at n.Poa Cooe adNvmteromh Uie Sai md SitUsu Aimal a=
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In 1932 we had a total production of domestic materials of
6,015,000,000 pounds of fats and oils. We imported that year
1,319,000,000 pounds of oils and fats equivalents. We exported
703,000,000 pounds. By adding our total production to our total im-
ports and subtracting our exports, we have, as a result, 7 471,000,000
pounds as the total potential consumption for our Nation. This amount
#compared to 7,393,000,000 pounds, which are the total production
from domestic and imported raw materials, would indicate that there
is almost a balance of production plus imports on the one hand and
consumption on the other hand. This balance could be definitely
guaranteed, it is felt, if the American citizens who produce oils and
fats were pivileged to feel more secure in the domestic market, by
lessening the amount of imports.'

This does not mean to imply that fats and oils which specialized
industries might need can be produced domestically; but there is
little logic in upsetting the entire domestic industry which is so
closely related together, one oil with the other, because there are a
few minor uses to which oils, like tung and rapeseed, specifically are
applied. There has been seemingly too much accent placed on a
few specialized uses of a very lindted number of oils in order to
overcome the need and demand of the American producers to enjoy
in the largest way the privilege of selling in the American market.

Reference has been made to the Agricultural Adjustment Act and
its stated intent in its declaration of policy to secure price parity for
agriculture. A mere reduction of the oils and fats which the American
farmers now produce will not get them parity until and unless this
-excise tax is put into operation on the products named in the amend.
meant pending so that when the farmer reduces to the extent required
in his fat production, a home market will be waiting for him with an
.eldanoed price rather than as would otherwise be the case, letting
1hat market be absorbed by the foreign product. In other words,
reduction in production of itself is not a panacea for a situation which
confronts us relative to fats and oils. In fact, these products, many
of which -ire of nonagricultural oriin cannot be reached under the
terms of k &e act except by the method of compensatory taxes. The
slowness with which compensatory taxes are being put into effect and
the hesitancy with which the so-cAllkd tariff provisions of the Adjust-
ment Act a&re being approached by tho Secretary of Agriculture indi-
cates that if help is to be brought to our fats and oils producers such
help will need to come front new legislation. Nothing better has beeit
presente( than this proposed 5 cents per pound excise tax on the
fats and oils listed in the amendment.

If this tax should raise the price of coconut oil 200 percent, as is
alleged will be the case by some of our opponents, which allegation
we do not grant, the result in price per poumd would elevate all do-
mestic oils and fats, owing to the relationship which exists among
then, to the approximate level of 1926, which is generally acceptedas being a "parity period" satisfactory to all.The intent of the
Agricultural Adjustment Act as well as the National Industrial Re-
covery Act is to raise prices on various connodities, agricultural and
industriad and labor. If the result of this 5 cents per pound excise
tax should be to rise prices on animal, vegetable and marine fats
and oils, that result instead of being in con/lict with, will be directly
in accord with, the policies wlhch new legislation, enacted a year
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a , is seeking to put into effect. Many people allege, and recent
leislation states, that the country cannot get back to prosperity
until farmers shall have restored to them a reasonable purchasing
power. They cannot secure such a purchasing power unless they
obtain reasonable prices on their Products. The proposed 5 cents
per pound excise tax on fats and oils is expected to raise the prices
on fats and oils products, animal, vegetable, and marine; it may
raise the prices on the industrial products made from oils and fats,
but not to the extent which has been asserted. In fact, it need not
increase prices of finished products made front oils and fats materially
if data from the Bureau of Labor Statistics is to be relied upon.

TAm, X.-Whoo~a prices of oils and fat and of asfoted manufacured product#

1933 1932 1931 1030 1930 19S 197

Raw materials:
('oeonut oil, crude, Manilla spot, New

York ............... peripound.. *0042 043 *0.03 10.073 *0.8 I0.09 *0.007
Palu oil, Niger, in casks, ew York

a r poil.. d0 e .029 .039 .087 .074 .073 .071Palm-kernel oil. denatured, in Damrst
New York ................. per pound.. .043 .048 .058 .00 .04 .001 .001

Copra, in btgs, New York ......... do.... 016 .019 .02 .037 .044 .061 .062
Olive oil, edible, in barrels, New York

perlallon.. 1.473 1.309 1.61 1.6W 2.14 2. 1128
Cottonseed oil, prime summer yellow,

Now York ........... ..... per pound.. .045 .038 .060 .081 .07 .09 .097
Peanut oil. mlde, tanks, mill ....... do... 041 .030 .062 .072 .090 .006 .118
Soybean oil, crude, barrels, New York

per pound.. .J68 .042 .008 .101 .120 .122 .120
Oleo oil, extra, Chiclo ......... do. . 079 ,064 .108 . IN .141 1N
Tallow, edible, Chicago ....... do .... .037 .035 .047 .068 .09 .04 .1089
Tallow, packer's prime, Chicago...do .. .04 ,039 .09 .06 .03 .088 .081

Manufaeturod products:

Ponowder, oaundty, New York... do..,%. .0,& .07 . 096 0 .10
Toilet New York ..... perl00ckes.. 3. 75 4.45 4.780 4.730 4.?A0 4.780 4.780
Laundry, Vincimati .......... 2. 744 2. "7 3.491 4.80 4.7003 4.334 4. 17
Laundry, Philadelphia ......... do.... 4.449 4.8S 4.881 4.881 4. 88t 4. I1 4.8,1

Oleomargarine: Standard uncolored, Chicatsoper pound. .017 .0O0? .133 .21i ,3. .23 .223
Butter: Creamery extra, Chicago ...... do.. . 0f .201 .271 .3a .437 .461 .4
Lard: Prime contract, Now York..o .037 .050 .080 .109 .120 .123 .1M8

I926 928 1924 192 192 1921

Raw materials:
Coconut oil, crude, Manills spot, New Yorkper pound.. 10 IN ) !101 a )0.03 M0om !0101
Palm oil, Niger, a m ks, New York p.. po.... .010 .01 .0 .09 0.03 .01

Pamn.kernel oil, denatured, to barrels, ew Yor.
per pound.. .100 .103 .03 .087 .088 .04

Copra,inubags, New York....... .. do. 088 O .081 .088 .082 .048 .018
Olive oil, edile, in barrels, e. York ........do. 1.911 1014 2 020 1.781 1.787 1148
Cottonseed ofi, prime summer yellow, New York

per pound.. .118 .108 I .t13 .101 .079
Peanut oil, crude, tanks, mill .............. do..... 13 .108 .118 .131 .006 .069
8oybean oil, crude barrel, New York ...... do... ..3 132 .124 .117 .100 .079
Oleo ol, extra, Chcago ..................... do.... . .138 .O181 .12 .107 .113
Tallow, edible, Chicago ............. ... 0 .103 094 .091 .07% .070
Tallow, packer's prime, Chicago........do. 067 .097 088 .062 .071 .064

Manufactured products:

Chip, New York ......... ........ ................................
Powder laundry, ?ew York ....... .do. 108 ........ .
Toilet kew York.. ........ per 100 akes.. 4.760......................... ..
Laundry, Cinetnnt .............. do.... 4.408 4.128 4.124 4.10" 'N96 $. 10
. laundry. Phadelph. . ............... do.... 4.881 4.921 4.738 4.948 4.900 8868

aar 'ta uncolored, hiper pound.. .228 .243 .222 .20 .183 .08

_Butte(: Creamery extra Chlsgo ............ do .... 429 .442 .410 .4,0 .390 .416
Lard: Prime contract, Now York ............... do .... 0 .18 ,133 .123 .115 .111

Source: U. 5. Deportment of Labor, Bureau of Labor Statistics, Wholesale Prices.:
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From 1921 to 1933 crude coconut oil in New York per pound do.
creased from approximately 10 cents to 4 cents, a 8Onkage of
approximately 60 percent. Laundry soap in Cincinnati per 100 cakes
decreased from $5.31 in 1921 to $2.74 in 1933, a decrease of approxi-
mately 50 percent. Laundry soap in Philadelphia per 100 cakes in
1921 sold at $5.59 and in 1933 at $4.45, a decrease of approximately
20 percent.

Te most interesting item in the wholesale prices of oils and fats in
1921 as compared with 1933 is found in the case of copra. That prod.
uct per pound in New York in the earlier year was priced at approxir
mately 5 cents. In 1933, it was priced at one and two thirds cents
per pound, which was the equivalent of reducing the price to one third
in 1938 compared to the price of-1921. It must not be forgotten that
copra goes to the soap kettle, and much of our coconut oil comes in
not as coconut oil but as copra so reasonably it could be expected that
the price of manufactured soap could absorb at least a large portion
of the proposed 5 cents per pound excise tax providing such soap
had been made from this imported copra.

Palm oil in 1933 was approximately 50 percent less than the price
which prevailed in 1921. Palm kernel oil in 1933 was a trifle under
50 percent of the prevailing price in 1921. Toilet soaps, on the other
hand, about which so much uneasiness is expressed in relation to its
retail price should this excise tax go into operation; decreased only
about 25 percent.

There is a wide field of opportunity in some of the manufactured
soaps and a reasonable field of opportunity in most of them to have
their retail prices reduced comparably to the reduction in the raw
materials, domestic and foreign, which go into their manufacture.
Stated another way, this can be said-that when the 5 cents per pound
excise tax becomes operative there will be no need of passing it on to
the consumer at least in its entirety, if the price on the manufactured
product should be kept in line with the prices of raw material.

A shorter period gives substantially the same results relative to
wholesale prices of the manufactured articles and on the raw materials.

TABLE XI.--Wholeale pricesI

Per-
eNt

1926 1927 192 1929 190 1931 1932 19U I=
was of

, 1920

Makulwtured articles:

Chips, New York
Pr pound.. 0.108 0.105 0.093 0.082 0.0SS0.067 0.04 0. 0N 81.4

Powder, laundry, New
York. .r pound.. .103 .105 .10 ,095 .0683 .087 .04 .054 51.4Toilet, New Yor,let. per IO cakes.. 4.750 4,780 4.750 4.780 4.760 4.780 4.4M 3.878 76.8

Laundry, CinclnatL..do.... 4.465 4.176 4.334 4. 703 4.689 3.491 2.27 2. 744 01.6
Laundry, Phiadephiado.... 4. 881 4.851 4.851 4.881 4.8U1 4.851 4.828 4.449 91.7

O1omargarine: Standard, uncolored,I bicago ... ..... ...... peripound. . .M M 22 AM Z .218 ,.133 .007 .W 3. 1
Butter: Creamery, extris, Chi ago 1ro 1  .429 .48 .461 .437 .35 .2711 .201 1 .08 48.6

Lard: Prim, contract, ew York
per pound.. .150 1 .123 .120 .100 Aso .0501 037 f.0

'Yearly averages, compiled from Bureau of Labor Statistics data,
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TA9Lz XI.---Whoeeo prie-Continued

Per.
sent

1M2 1927 1928 1929 1080 193 19 I93O3
waser

192

Raw matatiuls:
0ooonut oil, crude, Manila spot

._eaNewYorknpedpou.. 0.106 0A97 0.003 0. 08 0.08 0.083 0.05 0.04 2 89.8
Olive oil, edible in barrels, New

York . ... galon.. 1.911 2.125 2.28 2184 1.80 1.661 1.889 1.473 7.78
PalmQ, N Nw

or ....... p poun.. .180 .071 .078 .074 .057 .08 0 .029 .082 40.0Palm kernel, Wf dnatrl bar-

ros, New Yrk...per pound.. .100 ,%1 .091 .064 .068 .05M .0 048 48.0C.ot~nee oil prime summe.SyawIeW, P ow .perhe po! .. l .097 .099 .097 .081 .060 .08 .045 88 0
y ow,,I011 ork~po POeII a..

York ......... per pound .126 .120 .12 .120 .101 .066 .042 .085 81.6
Oleoo, extra, %hio....o .1.. .184 .141 .100 .105 .064 .057 09 49.0Tallow, edible, Chi..o...0o. 05 .089 .094 .089 .068 .047 .03 .07 318. 7
Copra, in bags, New York.do..... . 052 .051 .044 .07 .023 .019 .010 28.0

Tlopackers prime, Ohico
per pound.. .067 .081 .08 085O .06 .2 .082 .084 89.1

The prices of most raw materials which go into the making of soaps
showed that in 1933 the prices varied from 28 percent to 77.3 percent
of the 1926 price. The price of soap, however, in 1933 varlid from
51.4 percent to 91.7 percent of the 1926 price. It is evident that
raw materials, both imported and domestic, have suffered a greater
decline in price since 1926 than has been suffered by the soap products.
Such manufactured products as oleomargarine, butter and lard are
substantially in the same range of price reduction in 1933, compared
with 1926, as are the raw materials.

It seems reasonable to conclude that the consumers of our Nation
do not need to fear the results of the proposed 5 cents per pound
excise tax on fats and oils. However even if some price increase
should result, no more objectioii could be raised than logically could
be presented against various other great national efforts which all of
us now are putting forth to cure the depression. If there is any
foundation for the common thought that agriculture and those
dependent upon it must be brought back in their purchasing power
before the Nation can thoroughly recover from the depression, then
the proposed excise tax on fats and oils is justified.

It is hoped and recommended that the Senate Committee on
Finance will retain the rate n commodities named in this section in
the House measure and add the ones which are recommended by the
various producing groups.

Senator BAILEY. TeU me, Mr. Gray, how you explain the use of a
great deal of coconut oil, in all these things. What is the basis of it?

Mr. GnAY. It is not wholly, but it is largely a matter of price, and
it is partly attributable to the fact, as I am just demonstrating here,
these oils, vith certain limitations, are interchangeable, one for the
other, anud being interchangeable, the manufacturer night logically
take the oils and use the ones which are capale of the most profit in
the manufacture.

Senator BAILEY. So, you say it is the cheapness, rather than the
superiority of the coconut oil?

40032-34--22
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Mr. GRAY. The price factor, as I would state it, is the determining
factor not meaning by that statement, Senator, that there is absolute
interchangeability, because there is not, in certain instances, which
are of limited character.

Senator KING. Well, you concede that coconut oil has qualities, do
you not, that the other oils do not possess?

Mr. GRAY. It has certain qualities that are characteristic to it, like
other oils and fats have characteristics that are peculiar to themselves.

Senator GORE. What was the total production of oleomargarine in
this country last year?

Mr. A. M. DAvIs (from the audience). Two hundred and forty-
five million pounds Senator.

Senator GORE. *hat percentage of that was coconut oil?
Mr. GRAY. Less than half of it, if I am not mistaken.
Senator GORE. Less than half?
Mr. GRAY. Fifty-five percent, if I am correct.
Senator GORZ. What would that be--120,000,000 pounds? Did

you say pounds or tons?
Mr. DAVIS. Pounds.
Senator GORE. What would that be?
Senator WALCOTT. One hundred and twenty-two million.
Senator GORE. One hundred and twenty-two million pounds, that

goes into oleomargarine?
Mr. GRAY. No. Has anyone asserted that half of the coconut

oil goes into oleomargarine?
Senator.McADoo. Twenty percent is testified to, as the amount

that goes n.
Senator GORE. No. Nobody has asserted that, but [ was inquir-

ing how much coconut oil went into the oleoiiargarine that was
produced last year.

Mr. DAvs. About 134,000,000 pounds.
Senator GORE. That is one third of all the import, isn't it?
Senator McADoo. Twenty percent.
Mr. GRAY. Twenty percent is about the amount.
Senator GORE. I was trying to reconcile the statements with the

percent that went into soap.
Mr. GRAY. Answering Senatofr" Gore a little bit more thoroughly,

it may be said that coconut oil is used in the lard compounds indus-
try, but not to as large a quantity. About 20,000,000 pounds, in a
recent year, as in the margarine industry in 1929 it was 171,000,000
pounds, which in subsequent years has increased, as the gentleman
has gven the figures.

Senator GORE. Coconut oil?
Mr. GRAY. Not other food industries. Coconut oil was used to the

extent of approximately. 54,000,000 pounds but in the soap industry
coconut oil was used to the extent of 344,000,000 pounds, so that coco-
nut oil, in a major way, sa9 g nothing about smaller uses, goes into
the soap industry, first of all, in quantity. It goes into the nmargenine
industry, it goes into the lard compound industry, and it goes into
other food industries in different amounts that I have just named.Senator MCADOO. Mr. Gray, a moment ago you said, as I under-
stood you, that the chief reason for the use of coconut oil was because
it was cheaper, the price was lower, for instance, than some other oils
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that would be available otherwise, for some use. Did I understand
you correctly?

Mr. GRAY. Yes. Ordinarily the price range of coconut oil deter-
mines the price range on many another oil, in fact.

Senator McADoQ. Do you mean to say that the price, being low, is
largely responsible for its more general use, the price factor being the
chief one. which-would you say?

Mr. GRAY. The low average price of coconut oil i,
agent in two things Senator McAdoo. First, it induces its use in
products, to the displacement of the home grown fat and oil products,
and, second, it keeps the home-grown product of the American farmer

or fisherman or whoever it may be, at an unprofitable basis.
Senator McADOO. I may be wrong about this. Maybe you can tell

me the facts. My recollection is that in 1931 and 1932, the price of
cottonseed oil was lower than the price of coconut oil, but nevertheless
there was an increase in the use of coconut oil, even at the higher prices.

Mr. GRAY. What year was that?
Senator McADoo I think in 1931 and 1932. Am I correct about

that?
Mr. GRAY. There are some fluctuations, seasonal and otherwise,

but in the long run, taking it over a decade, the thing that I have
generally stated is true, and especially is it true, Senator, when you
take the matter of copra, which still more reduces the price of the
coconut-oil product, because it comes in here in a raw state, at a verylow price.Senator MoADoo. Do you think, for instance, that cottonseed oil
could be substituted in soap making for coconut oil?

Mr. GRAY. In part.
Senator McADoo. No; but I am speaking in the large sense, now.
Mr. GRAY. In toto?
Senator McADoo. Yes.
Mr. GRAY. No. We do not make any such allegation.
Senator MeADOO. Well, I am just tryin to find out the facts. I

do not know them. I am just inquiring for information. In other
words, if cottonseed oil does not contain some of the chemical con.
stituents that coconut oil possesses, and which are required in soap.
making, like laurie acid, as these gentlemen have testified, then it
would be impossible to substitute it in the kind of soap in which
coconut oil is used, and which has such extensive use in the country.
Is that a correct statement on their part?

Mr. GRAY. On their part, not-
Senator MCADoo. No; but I say, is it a correct statement?
Mr. GRAY. No. Not literally applied, it is not correct.
Senator McADOO. You do not attach any importance, then to their

claim that it is essential to have laurie acid in this soap, to accom-
plish the various thing they have described?

Mr. GRAY. Not to the extent that they have described. We will
have a witness to- touch upon that again later, an expert.

Senator MOADOo. I just wanted to get an idea as to the extent to
which thrit is applied.

Senator KING. Mr. Gray, your time has expired.
Senator HAsTINGs. lie has got 20 minutep.
Mr. GRAY. I believe it will be graciously received by those asso.

ciated with me, Senator King, if L may continue a little while, even
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if some of 'those who follow me might have to shorten their time,
because we want this presentation made.

Senator KiNG. You and your associates may determine that. If
they want to give you part of their time, that is all right, I suppose.

Mr. GRAY. it was said, earlier in this statement, that it is not the
exclusive purpose of those who advocate 5 cents per pound excise
tax on the certain fats and oils, to exclude from our markets the
foreign products. However it has been stated that an effect of this
tax would be somewhat to redlice the arpount of importations, although
the primary effects would be the price increase all along the line,
in the domestic market for those oils. In connection with whatever
reduction in importations the excise tax would cause it is well to
consider stocks of oils and fats on hand, and related propositions.
There has perhaps not been a time in recent years when the American
farmers have greater threats in regard to their fat and oil prices, and
the same is true of the domestic producers of oth', r fats and oils
than are contained in the available materials, both for edible and
inedible uses in the fats and oils field, now classified as stocks on hand.
The 3-year period of 1928 to 1931 showed stocks on hand, September
30, of 5 principal oils, averaging 632,000,000 pounds. In 1932,.
those have grown to 967,000,000 pounds, and in September 1933, it
had reached to 1,310,000,000 pounds.

Senator McADOo. What accounted for the difference?
Mr. GRAY. Part of it, increased importations; part of it the depres-

sion; and the lessening of consumption.
Senator McADoo. Part of it was represented by lard?
Mr. GitAY. Partly.
Senator MvADoo. What part of the increase wits represented by

lard let us say?
Mr. GRAY. I would not be able to give you the estimate, Senator.

Surely, there is some need to give the domestic market to the domestic
producers of marine, animal fats and oils, and the excise tax will be
of some help, but do not understand us as saying that the excise taxes
are going to give us a closed market here, in the American market, for
home products exclusively.

Senator CONNALLY. Those importations, however, would bring
some revenue in wouldn't they?

Mr. GRAY. I have brought out, in behalf of those whom we are
associated with, the fact, Senator Connally, that this is primarily a
revenue proposition. It is not an embargo proposition, and if it
db~s enhance the price of some of the commodities in which these fats
and oils find their markets in the manufactured forms it will be
exactly in line with the Agricultural Adjustment Act and the National
Industrial Recovery Act, both of which were passed at the last session
of Congress in 1933, for the purpose of raising agricultural labor and
industrial prices in the United States.

Senator BAILEY. Wouldn't it be more in line with the Agricultural
Adjustment Act to pass a law here forbidding these soap people to
use copra or coconut oil, altogether? Wouldn't that be consistent
with that act?

Mr. GHA. If this committee wants to take that action it would
be a responsibility that the committee could assume. We are not
recommending that action, although we would not resist the action.

Senator BAIL. You would not resist it?
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Senator CONNALLY. On the other hand, Mr. Gray, isn't it true
that the operations of the Agricultural Adjustment Act tend to pro°
duce the protection on these domestic fats, and yet leave the goor
wide open to bring in these foreign foods to take their place, without
the domestic producer getting any benefit by the reduction?

Mr. GRAY. The situation is exactly as you describe.
Senator CONNALLY. The Agricultural Act has several programs in

operation right now, to persuade the farmer, who seemingly does not
need much persuasion, to reduce his amount of production in various
farm commodities, and as he reduces his production in this home
market, on fats and oils, on tobacco, on cotton, on wheat, or what
not, if the home market is not given him by appropriate correlative
legislation, such as this excise tax which, if enacted, the reduction of
the American farmer is not going to get him prosperity, and it is
going to furnish opportunities in the homo market to the foreign
armer who does not reduce, and who ships his stuff in here, dutyfree, as in some cases and at very low rates of duty, in others.

Senator MVADoo. 'ihat would be true as to fats, only to the extent,
Mr. Gray, that the importations of coconut oil display other fats,
that would otherwise occupy the market.

Mr. GRAY. Any fat and oil.
Senator McADoo. Now, they each, as . understand it, have dis-

tinctive uses, and they do not fringe upon each other. I mean, a
large part of it. I say I understand that to be true. I do not. know
whether it is or not.

Mr. GRAY. There is such a field of interchangeability, gentlemen
of the committee, and Senator MeAdoo, among and between these
fats and oils, that the excess quantity of any one of them has a
depreciating effect on the price of all. That doeR not mean to say
that fat A in every instance is interchangeable with fat X, but it does
mean to say that somewhere in the scheme and in the range of these
fats and oils, there is such a degree of interchangeability that the
relationship of price runs through them all, and the price of the lowest
determines what otherwise would be the price of the highest, and we
want, as Senator Connally indicated, an American market, at ,n
American price, in confoinity with the adjustment act and the
National Industrial Recovery Act.

Senator BAILEY. And the American soap and American washing?
Mr. GRAY. Yes; we want American soap, and we want it made by

American laborers, by American capital, and we want it made by
American fats and oils.

Senator BAILEY. If that makes us dirty, we won't he any dirtier
than our fathers were.

Senator KING. Mr. Gray, do you differentiate between the Philip.
pine Islands, Hawaii, Puerto Rico, and foreign countries, or do you
put those countries in the category of foreign countries? They are
all under the fag.

Mr. GRAY. T . way section 603 of the revenue act is drawn, it
applies, Senator King, to any of these products, no matter where
their origin might be.

Senator KING. I understand that.
Mr. GRAY. Which might be the Philippine Islands or elsewhere,

and that meets with our approval, because'if we, in addition to the
Hawes-Cutting Act which seems about to be enacted again---

Senator KING. I hope not.
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Mr. GRuY. And contains large quotas, duty free, of the Philippine
products, to come in here, then, if im addition to that, we let them have
still larger access to our markets, under the failure to pass legislation
such as you are proposing, we are just more and more giving the home
market to what I might call in a general way, foreign interests,
although legally that cannot be quite decided in relation to the
Phdlippines, but we are giving the home market to competing and
noncontinental producers, so that the intent of Congress in the
Adjustment Act and in the National Industrial Recovery Act would
seem to be violated. Therefore, ans -ering your question, we want
these excise taxes applied to all fats and oils upon which they are named.

Senator KING. But the question to which I directed your attention,
was this: That a question was propounded a few moments ago, in
which the words "foreign countries were included or employed, and
I was wondering whether or not as a legal proposition, and as a moral
proposition, you laid it down that the Philippine Islands, under the
flag, are "a foreign country"?

Mr. GRAY. They classify as a dependent.
Senator KING. They are not a foreign country, when they are under

the fla are they?
Mr. %RAY. No, obviously so.
Senator KING. All right, proceed.
Mr. GRAY. And our proposition as you well know is to give them

independence.
Senator KING. Absolutely.
Mr. GRAY. So that they may get what their citizens tare clamoring

for.
Senator KING. And as the Democratic party has been declaring

for it, at every convention since 1920, and we have refused to carry
out our platform pledge.

Senator WALCOTT. Mr. Gray, what amount of money do you think
is involved in this whole question of importations of coconut oil on
the basis of a 5-cent tax? Have you estimated that? How much
revenue would we derive if we placed that 5-cent tax on it?

Mr. GRAY. Really, Senator Walcott, that is t guess.
Senator WALCOTT. A guess?
Mr. GRAY. And I would rather 'you would consult officials in. the

Bureau of Revenue Department, but we have estimated it as being
$50,000,000.

Senator WALCOTT. That we would be deprived of? In other
words what has been the revenue from these oils in the past, on the
other basis of 2 cents?

Mr. GRAY. Practically naught, because so much of the oil and fat
that we import is of the coconut variety, coming from the Philippines,.
duty free.

Senator WALCOTT. That answers my question.
Senator McADoo. Well, Mr. Gray, I was interested in your speak-

ing of the necessity of preserving the home market here. It is your
idea that the proposal to enter into trade agreements with other
countries by which they may be permitted to enter this market--is
it your idea such agreements are unwise?

Mr. GRAY. That depends, Senator McAdoo, altogether upon the
text of each agreement. I cannot answer the question. When an
agreement is written with Colombia, or with China, or with Germany..
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it will depend upon what wb trade, to let in, and what we trade, to
let out, as to how I would answer your question. Generically, I
would say, Senator McAdoo, that the farm groups approach the era
of reciprocity with fear and trembling.

Senator M cADoo. I am strong for preserving the home markets to
the fullest possible extent, but consistent with the national interest.

Senator BARKLEY. Are the groups that you represent satisfied that
this extension of credits, made to all the nations ii the world, and rais-
ing tariff walls so high that everybody will be self-depending and will
have no markets in the world, which is partly responsible for the "fall
down" in world trade now?

Mr. GnAY. No; that is going to the other extreme, isn't it, Senator?
Senator BARKLUMY. Well, that is about where we have reached now.
Mr. GRAY. We have had some fall of our own and there has also

been some fall of the foreign governments, as well.
Senator BARELUY. Well, I am perfectly willing for our country to

take its share of the responsibility.
Mr. GRAY. It was our fault.
Senator BARKLEY. Because we have already started the process.
Senator BAILEY. But you do not want them to start this reciprocity

at the expense of the farmers, do you?
Mr. GRAY. That is a fundamental prmiciple with us, Senator, that

in any trade agreements, or in the writing of excise taxes, or whatever
the proposition may be relative to retaining the home markets, or
losing them, that the American farm products, in the case that is
before the committee today, the marine products, as well, should have
the home market. In other words, answering your question in a
different way, in these reciprocal agreements we do not want raw
stuff, farm stuff coming in and industrial stuff going out, and that is
what has happened in every reciprocal agreement that has ever been
written, and we have written them ever since 1854.
Senator HASTINGS. In other words, you are like everybody else-

you do not want any of these reciprocal agreements to contain any-
thing except that which will aid the particular field in which you areinterested?

Mr. GRAY. That is a characteristic of tariffs, isn't it, Senator?
Senator HASTINGS. Yes, that is what I say.
Senator COSTIGAN. Mr. Gray, do you agree with the witnesses who

testified that there is no substitute in domestic oils for laurie acid,
contained in imported coconut oil?

Mr. GRAY. No.
Senator COTIGAN. What is your position on that subject?
Mr. GRAY. There is a substitute. If not in whole, in part.
Senator McADOO. What is it?
Mr. GRAY. Much farther than witnesses whom you have heard

today would indicate.
Senator McADOO. Well, what is the substitute, Mr. Gray?
Mr. GRAY. We have a witness, that I mentioned a while ago, a

technical man, who will describe that, if you will permit it.
Senator HASTINGS. Is that Dr. Manning?
Mr. GRAY. No.
Senator HASTINGS. Somebody told me that Dr. Manning would

testify that.

341



REVENUE ACT OF 1984

Mr. GRAi, Dr. Manning, as I understand, is a Government official.
WVe heve no authority to have Dr. Manning in our group.

Senator HASTINGS. He is Ping to be called in executive session.
Mr. GRAY, I have the understanding that Dr. Manning is going to

be available to the committee lri you gentlemen desire, whenever you
desire.

Senator GEORGE. I understand he will be with the committee in
executive session.

Senator GORE. Fifty-five percent of our cotton I believe, is ex-
ported, and about 40 percent of our tobacco, and about 45 percent df
our lard is exported. Now, those are all farm products. Now, if they
go out as exports, something must come in as imports. I was just
wondering.

Mr. GRAY. Trade needs a balance, Senator Gore, but it does not
need to balance in every individual instance.

Senator GORE. Certainly, that is true. Cotton is the largest single
export we have, as a rule, and your idea is to keep other farm products
from coming in and retaining the export market for farm products?

Mr. GRAY. More particularly, Senator Gore, do we desire to
expand the home market for farm products so we will not need either
to curtail our production so much as is now the case in the United
States, or to find a market abroad which we desire to gain or develop.

Senator GORE. Have you figured that cutting, down the production
of cotton might possibly encourage the production of cotton in other
countries?

Mr. GRAY. Again, Senator Gore, I nust apologize, because the
noise prevented my getting the first part of your question

Senator GORE. Have you figured that the cutting down of cotton
production here might invite other countries that can produce cotton
to embark on that business, so as to offset what we do?

Mr. GRAY. As it stands, it is already visible.
Senator GORE. Argentina is already doing it, isn't it?
Mr. GRAY. I understand so, and Egypt and Mexico also.
Senator GORE. Wouldn't it be more m harmony with our purposes

if we paid the Filipinos to cut down these coconut trees?
Mr. GRAY. Answering the Senator his question was somewhat

facetious, but it is a serious one too, Irom a purely mathematical or
fiscal point of view. I suppose, in the end, it would be a cheaper
thinF to do, as you suggest, and, in applying that to the home market,
it, might be cheaper for the Government to buy a lot of this land that
is now producing crops upon which the Government is paying benefit
payments, to get the farmers to reduce, than to continue to pay them
the benefit payments. In other words, stating that differently, the
Government would be out less money, Senator Gore, to buy the land
outright than to pay benefit payments on it a few years.

Senator GoRs. That would be cheaper for the taxpayers, but it
would not be so beneficial to the farmers.

Mr. GRAY. Probably not, but I am speaking from the point of
view of the Federal Treasury in making this statement.

I have finished with the formal statement. In connection with this
I should like to file the brief in formal style.

The CHAIRMAX. You may file the brief.
(The brief of Mr. Gray has been hereinbefore set forth in full.)
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Senator McADoo. Before'you leave, Mr. Gray, I would like to ask
just one question about this Philippine situation. Being a member of
the Committee on Insular Affairs and Teritories, I bave had a good
many letters recently about the Philippine exports into this country,
and some resolutions about the proposed excise tax on coconut oil,
and the hurtful effect it would have on Philippine trade with us.
Now, the question of reciprocal trade rises. Weship to the Philippines.
We shipped, in 1932, I think export to the extent of $48,800,000, I
think, Which is the record from the Bureau of Insular Affairs and
out of that, farm products were $18,500,000, products of our karms
that went to the Philippines. Now, is it or not wise to take into con-
sideration the fact that our farmers really get substantial benefit in
the way of trade from the Philippines, ana that therefore it would be
unwise to pursue a policy with respect to our chief import, outside
of sugar-that is coconut oil-from the Philippines; whether or not
it would be unwise to propose such a tax on that as to materially
reduce the exchanges between our farmers or our country and the
Philippine Islands.

Mr. GRAY. No.
Senator KING. Senator McAdoo, you are wrong. We believe in

"one-way traffic."
Senator McADOO. I beg your pardon. I am trying to find out

what his view is..
Senator CONNALLY. What were the imports from the Philippines?
Senator McADOO. I do not have that. I just happen to have the

exports.
Senator CONNALLY. You ought to have the imports.
Senator McADOO. The imports consist of sugar and copra, coming

in duty free.
Senator CONNALLY. We import a great deal more from the Philip-

pines than we export to them, don't we?.
Senator McADOO. I do not know. We import sugar and coconut

oil. I think these are .the two chief products that come from the
Philippines.

Senator KING. Mr. Gray, we ship to the Philippine Islands you
know, more than $18,000,000 worth of wheat and flour and lard and
agricultural products, to say nothing of the large variety of other com-
modities, so that their markets-which are compulsory, by the way,
because they have to do what we tell them to do--we ship to them
commodities of considerable %value and particularly farm commodities

Mr GRAY. But I consider it, Senator King and Senator MeAdoo,
as very unwise "horse-swapping" to ship to the Philippines as Senator
McAdoo has quoted the figures, $18,000,000 a year, and then getting
back several times that much in agricultural products which compete
in our own market We are m not favor of that kind of a horse.
swapping proposition

Senator CONNALLY. In 1931 we exported to the Philippines
$48,805,000, ana we imported $87,133,000. In 1932 we exported
$44,000,000.

Senate, McADOO. Just a moment. The' breakdown of that is
chiefly sugar and coconut oil, isn't it?

Senator CONNALLY. Well it competes with sugar farmers here,
some of whom you have in Califomia. The Philippines, $44,000,000
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in 1932. We exported $44,986,000, and we imported $80,877,000.
That is no balance of trade. That is all one way..

Senator GEORGE. Mr. Gray, who is your next witness?
Mr. GRAY. Mr Jasspon will be the next witness.
Senator GzoRGE. I do not know what definite time you are assign.

ing .to these witnesses. A considerable part of the time has been
consumed.

Mr. GRAY. Before I leave the stand, Mr. Chairman, may I say
that the National Cooperative Milk Producers Federation, which I
named a while ago, cannot be represented here today by Mr. Holman',
its Washington representative, he being out of town; but he has
authorized me to state that the general statement which I have en-
deavored to make is in accordance with the thoughts and policies of
the Milk Producers Federation.

Senator BARKLEY. Let me ask, what is the interest of the Milk
Producers Federation in keeping out coconut oil? In what way
does that coconut compete with 'butter and cheese?

Mr. GRAY. I am glad you asked that, Mr. Barkley. It is an
indirect interest that the dairy people have in these fats and oils,
because competition between these imported fats and oils, and dairy
products, is not as direct as it is between fish oils and cottonseed ol,
animal oils, on the domestic side, and the imported products on the
other side. Their interest is that if they can get a good profitable
market in America for all of these fats and oils, the man who produces
cotton, or the man who produces hogs, or the man who produces beef
or any other product from which oils and fats may be extracted, will
be happy and profitable in that business, and will stay in it and keepout of dai .

Senator BAKLEY. Of course, that is a long way around, but as the
dairy interests take this position, for instance, that if coconut oil is a
more desirable ingredient for certain kinds of soap, assuming that
neither butter nor cheese nor any other milk product goes into the
manufacture of soap, that they want to keep coconut oil out of this
country, going into soap, in order that, by a very indirect and rounda.
bout way some betterment might be brought about for butter and
cheese, which is their product? Is .that your idea?

Mr. GRAY. That is very largely their attitude, so far as soap is
concerned. Some of their oils and fats are used in other ways than in
soap.

Senator BARKLEY. In other words, they would rather have the
American people use an inferior quality of soap than to use a superior
quality that does not compete directly with either their butter or theircheese?

Mr. GRAY. We do not agree that if our plan should go into effect,
that the American people would need or be required to use an inferior
brand of soap.- .
Senator BARKLCLY. Well, I do not know. That is a matter of argu.

ment, but to what extent will this class keep this coconut oil out of
this country?

Mr. GRAY. That is an estimate, too.
Senator BARKLEY. Well, what is your estimate?
Mr. GRAY. I would imagine that in the course of the first year it

might reduce the importations between 15 and 25 percent, and the
longer the rate stayed on, Senator Barkley, the greater the tendency
would be to give the market to the home producer.
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STATEMENT OF W. It. 1ASSPON, MEMPIS, TENN.

Mr. JAssPoN. My name is W. H. Jsspon. I am a cottonseed
crusher, operating mills in Arkansas, Tennessee, and Georgia. I also
represent something over 100 independent cottonseed-crushing mills1
probably 78 percent of the farmers in the Arkansas and Mississippi
Delta. I am goilg to try, Mr. Chairman, not to give the committeeany 'soft soap", but a clean bill of facts.

Senator CONNALLY. Clean soap?
Mr. JAsSPON. Yes, sir; in just a very few minutes and I have a

brief that I would like to submit, and I only want at ris time to dis-
cuss certain phases that I have set out in the brief.

Senator GhoRe. You may subndt the briet. Hand it to the
stenographer, and it will go iAto the record.

Mr. JASSPoN. I represent the viewpoint of the cottonseed crusher
who processes cottonseed on what amounts to a toll basis and pro-
duces basic conimodities such as oil, ineal, hulls, and linters, the values
of which-and therefore the prices paid to the farmers-are set by the
world prices of the commodities with which they compete. I there-
fore speak in behalf of the cotton farmer primarily, but my statements
apply equally to the dairy, cattle, hog, soya bean, corn, and peanut
produ(er--to every branch of agriculture which produces oil and fat
material.

The opposition to t proposed excise tax comes principally from soap
and oleomargarine industries, both, highly profitable commodities
largely sold under trade brands and at more or less fixed selling prices.
Both industries were built up on the use of American materials and
not imported raw mnateriols.

I urge an all-inclusive exciso tax on the first domestic processing
of the following oils: Coconut, palm, palm-kernel, sesame, sunflower,
fish, and marine oils; to correct the inequalities caused by existing
taxes on certain oils and fats. The effect of this tax will be twofold-
it will provide a source of. revenue from certain low-cost tropical and
other oils, principally coconut oil, to the extent that they are tech-
nicallv and economically needed. It will enable many branches of
American agriculture to obtain a price level approaching the 1909-14
parity and permit the tremendous surplus stocks to begin to filter
into their normal channels of consumption.

I do not advocate a tax on such special imported oils as rape seed
tung, china wood, and castor oil which have certain specific industrial
uses and are not, strictly speaking, interchangeable with domestic
oils and fats; unless in the Judgment of your committee a tax on these
oils and fats also is desirable for revenue purposes only.

This condition which demands adjustment is due primarily to a
world oversupply of fats and oils. Outside of fish oils, fats and oils
are principally produced in the tropical countries of the world by
peon and native labor and in everincrousing quantities.

During the hearing before the Banking and Currency Committee
on the Gold Reserve Act of 1034, Professor Warren introduced a chart
showing thb change in the price level of varioui commodities between
February and December 1933. This chart shows that cottonseed
oil made the smallest percent advance (only 25 percent as com-
pared to a minimum of 51 percent in all other commodities).

Senator GORE. That is the price on various kinds of oil?
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Mr. JASSPON. Yes, sir, Senator Gore, that is the price of imports.
Senator BARKLE:Y. How does that compare with domestic produce.

tion?
Mr. JASSPON. Our domestic production has increased in the 20

years.
Senator BARKLEY. I know, but in figures, you say last year it was

a *billion.
Mr. JASSPON. One billion seven hundred and forty-one million.
Senator BARKLEY. How did that compare with last year's produc-

tion on all sorts of thesM oils and fats in this country?
Mr. JASSPON. Our production of all sorts of oils and fats was about

6 billion pounds in this country. I am not giving you other statis-
tics here, because we haven't time, and I do not want to bother you
with that but ny brief sets out here some very interesting statements.

In England, however, where conditions were more normal, all coi-
modities advanced during the same period with the exception of
cottonseed oil and tallow-two prime fats-which declined 29 per-
cent and 7 percent, respectively. The significance of this statement
lies in the fact that any attempt to advance our domestic prices with-
out some minimum stabilization simply opens the gate still wider to
flood us with a veritable tidal wave of oil.

Note our imi ports- 1,741 ,000,000 pounds in 1)33 'against 1,278,-
000,000 pounds in 1932 and only 473,000,000 pounds in 1913. In
that year (1913) we exported over 1,000,000,000 pounds of fats and
oils, while in 1933 our exports only amounted to 784,000,000 pounds,
mostly lard. During this period'we changed completely from a net
export basis of considerable proportions to a permnanent net import
hatsis, because we began piling ti) stocks. During this same period
a complete reversal in price relationships occurred. This supplied
the dollar incentive for these greater imports and changes in formulas,
in which domestic oils began to play a less important part. For
example, coconut and palm oils, prior to 1921, always Abld considerably
higher than most domestic oils for which they are substituted. Since
then the position is comnpletely reversed. While the price of palm oil
was constantly declining, imports of this one oil increased from
101,000,000 pounds in 1924 to 280,000 000 pounds in 1033, 11t the
direct expense of our own oils and fats. Coconut oil similarly increased
from 91,000,000 pounds in 1913 to 369,000,000 pounds in 1923, and
697 000,000 pounds in 1933.

ihe question is how are we going to handle this world-fat situation
without paralyzing the tremendous domestic commerce which has been
built up front our own sources of -supply. It has been stated that
since we are dealing with byproducts there is no major problem
involved. It is interesting to note that these statements originate
from those who are entirely selfish in their desire to buy materials at
the lowest price, regardless of the effect.

It is well known that through our progress in research and science
we have so integrated ,.-produets w'ith primary product Values that
one has become a part of the other. Not only have great industries
been built around these byproducts (resulting in tremendous com-
merce) but millions of farmers either have spending money or they
haven't, depending on the prices these byproducts bring. It is,
therefore, a sorry argument that because we are dealing with com-
modities which are not produced for their own value that they need
no friend at court.
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Now, the statement was made before the Ways and Means Coin.
mittee. Gentlemen, this is a very important thing, the farm view.
point, and in subsequent press releases the statement was made that
this tax will not help agriculture. Some of the opponents of the tax
have gone so far as to say they were opposing the tax because they
were the friends of agriculture. Let us examine the fact.

In the few months since this tax question has assumed formidable
proportions, what has been the result on the price levels? Cotton.
seed oil has advanced from 39 cents to 4% cents per pound-the equiv-
alent of $4 per ton of cottonseed or a total of 18 million dollars, that
could have been applied to last year's cottonseed crop.

Senator McADoo. Do you attribute that solely to the discussion'
of this tax?

Mr. JASSPON. I certainly do Senator.
Senator McADOO. You attribute it solely to that?
Mr. JASSPON. Yes, sir; I do, and I tiink I can prove it in a

minute.
Senator KING. Do you think the operations of the N.R.A. and the

Agricultural Adjustment Administration, and these other alpha-
betical organizations have been wholly ineffective?

Mr. JABSPON. As far as byproducts are concerned, Senator King;
yes. Now, corn oil has advanced from 3% cents to 4% cents. Packers'
tallow has advanced a half a cent a pound, and these low-grade
greases have advanced half a cent or more a pound, but a more
significant fact-.----

Senator WALCOTT. When you say "low-grade greases", you are
speaking only of animal greases?

Mr. JAesPON. Animal and garbage greases.
Senator WALCOTT. But not the mineral?
Mr. JASSPoN. Not mineral, no. Now, a more significant fact is

that during this same short period, the two major imported oils have
actually declined to their lowest levels. That is why I attribute,
Senator McAdoo, in arb, at least, this advance, due to this agita-
tion. We have seen buyers come in and want to buy oil, who have
heretofore stayed out of the market. Our soap friends have been
buying tallow and greases, which they did not buy, before. The
stuff was here, but they did not think'there was any necessity, 11nd
so they did not buy them. Coconut has declined to the lowest price
on record. It is selling around $2.25 to $2.30, on the Pacific coast,
right today. It never has solcras low in the history of man, and palm
oil, which is ahno,t equal to coconut oil in the effect it is having.on
our American agriculture, has been reduced, in this same short period
of time, from 3% cents to 2% cents per pound c.i.f., New York, which
is due entirely to the belief, in my Judgment, that this particular
Congress is going to recognize this 15-vear struggle of the American
producer to obtain real relief and it will result in a higher domestic
price level, as we have predicted for many years.

Senator BARKUY. Is that price the wholesale price that 3 ou speak
of, $2.25 to $2.30?

Mr. JAs'PON. Yes, sir; tank-car price.
Senator BARKLY. Tank cars?
Mr. JAssioN. Yes, sir.
Senator BARKLEY. How does that compare with the wholesale price

of cottonseed oil?
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Mr. JAssvoN. Cottonseed oil sold yesterday at 4% cents a pound.
Senator BARKLEY. Is that up or down?
Mr. JAssPoN. That is up, Mr. Barkley. It is up a cent and a

quarter since this agitation.
Now, I am most urgently seeking.with your committee and Con.

gress, that you make permanent this improvement by writing into
the revenue bill, section 602, with the necessary amendment to include
the other oils that I have named. It is quite evident from our knowl-
edge of the economic factors involved that the failure of Congress to
pass this legislation will immediately, result in a lowered price level
and renewed activity in the importation and use of increasing quanti.
ties of these foreign oils or of those foreign oils that may not e taxed.

Senator BARKLEY. Has there been any recent increase in the pro-
duction of cottonseed oil?

Mr. JASSPON. It has been about the same the last two years,
Senator; probably a little less the last year.

Senator HASTINGS. Sometime before you get through, I would
like to have the break-down of that I,74,OOOOOO.

Mr. JASSPoN. I can give it to you in a very short time. Now, in
1931, I want to say, now, on this soap problem, because some of the
statements that have been made here today are subject to a great
deal of discussion, according to Government figures, we produced
3,107,000,000 pounds of soap, and we only consumed in soap, accord-
ing to these same Government figures, 341,000,000 powids of coconut
o. That is approximately 11 percent. That is all of this coconut
oil that went into soap. Now, in the first place, soap consists of
about 60 percent of total fats and oils. It does not consist of 100
percent, Senator Connally, like we were discussing here some time
ago, and in no year has the coconut-oil percentage of theae total fats
and oils used in soap ever exceeded 24 percent; not 24 percent of the
total weight but 24 percent of the 60 percent. Now, that is the
Government figures for 1932. During the period of 1912 to 1914,
which we consider as normal, the percentage of coconut oil only.
amounted to 10 percent of this 60 percent. In those days, this oil
was very much higher in pilce than the oils it has since replaced.
The tax actually will amount to A groat deal less than the protective
duty now prevailing on imported soap, and yet it has been reported
to you members of this Congress that the soap industry is about to
remove to Canada, because there was no duty on soap, when every

'ene of you gentlemen and every soap man knows that there is a duty
of from 15 to 30 percent on all soap.

Senator BARKLEY. What is the duty on coconut oil, provided in this
bill?

Mr. JAsspoN. Five cents a pound.
Senator BARKLEY. In percentages?
Mr. JASSPoN. In percent?
Senator BARKLEY. Yes.
Mr. JAssPoN. Well, the way to figure the cost of soap vould be to

take 100 pounds of soap.
Senator BARKLEY. I am speaking about oil. Just leave the soap

out.
Mr. JASsPoN. Two hundred percent.
Senator BARKLEY. Do you think that any commodity that is in

common use can bear a 100 percent tariff duty and still como in?
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Mr. JASSPON. Senator, I ;an answer you this way, by saymig that
with the tax, coconut oil will still be cheaper in price than what it was
in 1926, even much cheaper than what it was in 1914. It will only
raise the price of this oil to about 7Y cents per pound, and permit our
domestic fats not to take the place entirely of coconut oil:-I do not
claim it will entirely take the place of coconut oil-in fact, I make a
statement of that sort in this brief, but in part, to begin to consume
this surplus that we have in this country, where it canbe used justly.
I do not want it prohibited, or to put an embargo upon these oils.
I think we need them in certain specific products. They ought to
come in, but these oils always sold for more money than our domestic
oils, under normal conditions. Today, after 10 years have passed,
the reverse has been true, and these oils are so cheap in price, the low-
est price oils, that there are, and that is the reason they are coming
into this country. Now, there is exactly the same justification for a
tax that will permit the possibility of higher prices on fats and on oils
and materials as there is for the curtailed crop program and the
processing taxes that are being assessed against consumers of many
primary agricultural products. All of this is being done with the
intent and the belief that it will enable agriculture to obtain a greater
return for its effort and labor.

Now this proposed tax will not embargo foreign oils. It will not
even advance the cost of these oils to their 1926 or their 1909-14 level.
It will permit an additional market which we rightfully had for many
years, and by every known rule of the game we should continue to
enjoy for our own people.

Now, we cannot be accused of a desire to injure the Philippine
Islands, where we get coconut oil, nor the tropical islands or countries
that are sending in this palm oil and using our industries as a dumping
ground. If we are being forced to curtail our production in this
country, this same principle is equally applicable to these other sources
of supply., in my Judgment. Why should this country place itself in
the position of a large vat, into which the whole world continues to
dump its excess production, which never should have existed in the
first place, when it adversely affects the well-being and buying power
of mllions of our own people?

Now, gentlemen, I am speaking for the cotton farmer primary.
My bread and butter comes out of his welfare, and I am interested m
that, and I feel that the farmer is worthy of his hire. He buys every-
thing that he needs in a highly protective market.

Senator Goia. What s the value of coconut oil imported last year?
About 8 million?

Mr. JAssPoN. The imports?
Senator GoRE. Yes.
Mr. JAssPoN. About 732,000,000 pounds, considerably in excess of

what it was the year before.
Senator GoiE. In value? I saw a statement of the value.
Mr. JASSPON. 'About 20 million dollars, I would say roughly, at

the most,
Senator WALCOTT. Between 17 and 18 million dollars.
Mr. JASSPON. In value. But, Senator Gore, the significance is

that a small part of this forei n oil keeps the pnce of 6,000,000 000
pounds of American fats and ols down, from 2 and 3 cents a pouna, in
my judgment. That is the thing. In other words, we cold give the
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Philippines this additional money, and make 10 times as much net
increase in buying power, considerably more than that, by the farm-
ers and by the people in this country, who could gain that much
additional, if they could get a higher price for their fats and oils.

Senator GORE. Is there any way to figure out how much this will
damage the people who ship the goods out of this country, to pay for
that imported oil?

Mr. JAsSpON. Senator Gore, I could only say this to you, that what
I propose would probably exclude not over four or five hundred
minion pounds of this fat a year. Most of that would come from
the place where it comes today, from Africa and tropical islands.

Senator GoRE. Of course, the. exports that we pay for that would
be kept at home.

Mr. JASSPON. Yes, sir. We would increase our buying power, in
my judgment, so much that we would be better off by far, but I don't
see how we can be hurt by stopping. In other words, the question is,
where are we going to stop this import? We have got to stop it some
place. If we would lot this condition go along, and do not attempt to
remedy it, it won't be but a little while until we won't have any fats
and oils business in this country, so far as the farmers are concerned.

Senator GORE. HAs this materially cut down our production of oils
and fats?

Mr. JAesPON. Senator Gore, in certain instances, it cannot cut our
production down, because none of our fats and oils are primary prod-
ucts in this country as a rule.

They are byproducts, but let m~ie show you, as you know, coming
from Oklahoma, the importance of cottonseed as a byproduct. Four
gears ago, it was the fourth largest cash source of income in the

South. We all know, who live in the South, that 75 percent of the
farmers' cotton is marketed when it comes to the gin, but the only
money that he has, in the way of cash money that he can go and
spend right away, is the money that his cottonseed brings him, and
when he is getting $7, and $8, and $10, and $20 a ton for his seed, it
hardly pays the ginning rates any longer. He hasn't a thing to spend.

Senator GORE. What is the price of cottonseed now?
Mr. JASSPON. The price of cottonseed now is $30 a ton; and, right

there I want to make another comment. Why is it $30 a ton?
The farmer is not getting it. When the farmer was selling, last fail,
he was getting about $12 or $15. Prices are always low in the fall,
wh9n the farmer has to sell, and they are always high in the spring,
when he buys.

Senator BAnKLEY. That is always true of everything. It goes up
when the farmer needs something, and it is down when he has anything
to sell.

Mr. JASsPON. That is one of the things that is economically wrong,
that we ought to try to improve.

Senator BARKLEY. How are we going to correct it?
Mr. JABSPON. This case?
Senator McADOO. Not in this case, particularly, but generally.

I am talking about the general proposition. The prices are low in
the fall, and they are up in the spring. How are we going to remedy
that situation? We are plowing up and paying rent on vacant ground,
and using processing taxes, and still it doesn't seem to bring any
benefit.
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Mr. JAssPON. Well, I would rather not discuss that, now. It is a
big problem. I would rather stick to my text.

Senator KirG. Let me suggest that the hour and a half allotted
to the proponents of this text is fast passing.

Mr. JASSPON. I won't take up any more time. I will file my brief.
Senator HASTINGS. I want that break-down.
Mr. JAssPON. I will break that down and give it to you in just a

few minutes.
Senator BAnKLEY. I want to ask this witness a question: Do you

recognize any obligation on the part of the United States with refer-
ence to the Philippine Islands, because of their peculiar situation?

Mr. JAsSPoN. Senator Barkley, I may say this, that of this total
amount of coconut oil which we bring into this country, a very large
percentage-I don't know how much-maybe Mr. Williams can
answer that question, but a very large percentage is made in this
country and comes out of copra, that doesn't come from the Philip-
pine Islands. It comes from all these other islands of the world--

ava and so on. Now, to assume, Senator Barkley, that some plan
coukd be worked out whereby the Philippine Islands could not only
furnish this country its coconut oil, but also the copra that we need,
so that the Philippines would not be hurt, and yet we could, by a
tax, get this protection, it is very interesting, and it is possible, because
I cannot see why we should import copra from Java. and Malay or
some other tropical island, when we have this Philippine question to
consider, and if the Plhppine question looms as large as it does, and
I recognize the moral obligation there, it seems to me that your
committee probably can in qome way consider how we can take this
copra that we ought to bring into diis country and this oil, which
almost all comes from the Phifippines, because the other oil is taxed,
but how we could bring in this Philippine copra and crush it here,
and maintain the Philippine situation, even on a better basis than
it is today; and I want to make one more statement, Mr. Chairman,
if I may, and I will stop.

Senator KiNo. You have about 20 minutes left for your side.
Mr. JASSPON. I will stop then. The statement was made before

the Ways and Means Committee-and in subsequent press releases-
that this tax will not help agriculture. Some of the opponents of the
tax have gone so far as to claim they were opposing the tax because
they were the friends of agriculture! Let us examine the facts.

In the few months since this tax question has assumed formidable
proportions what has been the result on the price levels? Cottonseed
oil has advanced from 3% cents to 4% cents per pound-the equivalent
of $4 per ton of cottonseed.

Corn oil has advanced from 3% cents to 4% cents per pound. Prime
packers tallow from 3% cents to 3% cents per pound. White grease
advanced from 3 cents to 3% cents per pound. Yellow grease ad-
vanced from 2% cents to 3% cents per pound.

However, a move significant fact is that during this same short
period the two major imported oils have actually declined to their
lowest levels: Coconut oil from 2% cents to .2 cents per pound.
Palm oil from 3y cents to 2% cents per pound.

This has been due entirely to the belief that this Congress will
recognize the 15-year struggle of the Ameriban producer to obtain
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real relief ind will result in a higher domestic price level, as we have
so emphatically predicted.

I therefore most urgently plead that your committee and Congress
make permanent this improvement by your approval of this provision
of the Revenue bill, section 602, with the necessary amendment to
include the other oils I have named. It is quite evident from our
knowledge of the economic factors involved that the failure of Con-

ess to pass this legislation will immediately result in a lowered price
level and renewed activity in the inportation and use of increasing
quantities of these foreign oils, or of those foreign oils that may not
be taxed.

This same opposition through the press criticized this Congress for
proposing to protect the "garbage pail." But this very soup industry
paid tribute to the garbage pail by causing an advance in the price of
these greases through their recent purchases to a point where this so-
called "scavenger industry" is willing to pay more money today for
these debased products than the cost of the finest of all soap oils--so
they claim-coconut. Our opponents also claim the tax which the
House bill enacted will double the price of soap. They have tried to
put every laundryman in the United States on record to this effect.
Pardon me for saying that this seems a little like too much soap suds
to hand out! Let us examine this statement: .

In 1931 there were 3,107,000,000 pounds of soap produced and only
341,000,000 pounds-or 11 percent-of coconut oil was used. In the
first place soap consists of about 60 percent total fats and oils, and in
no year has the coconut-oil percentage of these total fats and oils
exceeded 24 percent. This is the Government figure for 1932. Dur-
ing the period of 1912-24, which'we can consider as normal, the per-
centage of coconut oil only amounted to 10 percent of this 60 percent.
In those days this oil was very much higher in price than the oils it
has since replaced. The tax actually will amount to a great deal less
than the protective duty now prevailing on imported soap. Yet it
has been reported to Members of Congress that the soap industry will
remove to Canada because there is no duty on soap, when it is a well-
known fact the duty ranges from 15 to 30 percent ad valorem.

I shall refer to another widely circulated statement from the
opposition. This statement forms the basis of and relates to what
I think is a very harmful type of emotional appeal and quite unworthy
of any industry. Through paid publicists and other channels appeals
have gone to public institutions, hospitals, hotels, and public health
officials asking them to "telegraph collect statementts in opposition
to the tax from a health and social standpoint for use withl Members
of Congress. They claim that the proposed House bill tax of 5 cents
per pound on coconut oil will add $25,000,000 per annum to the
soap bill of the hospitals alone. I personally interviewed Mr. Bert
M. Cldwell, secretary of the American Hospital Assoeittion, who
stated he had been in touch with the soap people and admitted their
claim was fantastic. He conceded that the total soap purchases of
all the hospitals of the Nation only amounted to between three and
four million dollars annually. In this request to the hospitals to
wire him "collect" telegrams opposing the tax in order to aid in
"crystallizing public opinion" lie claimed an increase of 100 percent
in the cost of soap directly due to the tax, but added this will amount
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to "at least $1,000,000 per yelir." Both conclusions are inconsistent
anti unwarranted in fact.

In previous testimony opposition for oleomargarine sources spoke
about the inadaptability of cottonseed oil for that purpose-oleo.
margarine is being manufactured every day from cottonseed oil and
animal fats. Ask any oleomargarine manufacturer to show you his
formula record for the past 20 years and you will find how this industry
which, a I have stated, was developed to consumer domestic by.
product fats, changes its product almost in direct proportion to the
change in price relationship of various oils.

There is exactly the same justification for a tax that will permit the
possibility of higher prices on fat and oil materials as there is for the
curtailed" crop programs and the processing taxes that are beingassessed against consumers of many primary agricultural proditetsj
all with the intent and belief that it will enable agriculture to obtain
a greater return for its effort and labor.

This proposed tax will not embargo foreign oils. It will not even
advance the cost of thesp oils to their 1926 or 1909-14 level. It. will
permit an additional market which we rightfully had--and by every
nown rule of the "gam e" should continue to enjoy for our own people.

We cannot he accused of a desire to injure the l1hilippinles where we
get our coconut oil, nor the tropical islands and countries that are
shoving in this palm oil and using our industries as a dumping ground.
If we are being forced to curtail our production this same pinciple
is equally applicable to these sources of supply. Why should this
cointitr place itself in the position of a large v'atinto wlich the world
continues to dump excess productioll, which never should have existed,
when it ndi'ersely alrects the well being and buying power of millions
of our own producers?

The farmer is worthy of his hire. lie buys his needs not only in a
highly protected market but on a man-made living wage cost. Is lie
therefore not entitled to some protection against the types of hithor
which are willing to continue to produce oils at starvation prices?

An excise tax must be placed on all imports in order to do the job.
The record is clear on that point. The minute you tax one oil and
omit any other, interchangeability begins, if the price incentive exists.
I shall not venture my own opinion on this point-on which there las
been already so much expert misinformation--but instead I desire to
call your attention to official documents on the subject-A Depart.
ment of Commerce, Bureau of Fisheries, Bulletin No. 7, entitled
"Markets for Marine and Animal Oils in the United States"; to part
II of the United States Tariff Commission Study on Certain Vega.
table Oils-Economic Study of the Trade in and the Prices and
Interchangeability of Oils and Fats, 1926. 1 want to further cite
you to report no. 41, second series, of the United States Tariff Com.
mission, dated 1932, entitled "Certain Vegetable Oils, Whale Oil,
and Copra", as complete refutations of the charge that lias beeu made
that oils and fats are not interchangeable. Also the statistical survey
which the Bureau of Agricultural Economics has just published shows
how these shifts in consumption have occurred. I am filling with the
committee quoted excerpts from these documents which do prove that
all oili and fats are interchangeable. Even where they are not directly
interchangeable A may be in part substituted for C, for example, thus
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releasing C for substitution for F and so on. The dynamic importance
of this statement lies in the fact that as long as we do not place all
imported oils on the same basis there will be interchangeability and
substitution limited only by the price relationship. Substitution is
constantly occurring, depending. entirely on the price relationship of
one oil and fat to another. It is true that certain oils are best suited
for certain purposes and as I have stated above this tax will not
eliminate such oils. But I challenge any qualified expert to deny that
cottonseed oil and other like domestic fats are not technologically
practical for soap. We want these foreign oils to come in and be used
where and when they are needed, but we want them to pay their
"board", so that our own people may be placed in a position where they
do can likewise.

This tin age-old question. It was recognized in the last campaign.
Upon i.., iry front certain farm organizations as to the position of the
presidential candidates on the question of adequate protection, our
President telegraphed on November 4, 1932, to the National Coopera-
tive Milk Producers Federation as follows:

Let me make It clear that I havo consistently stood for a policy of tariff pro-
tection that will insure the domestic market for our American farmer.

Mr. Hoover, in his St.. Paul speech in November 1932, stated:
Your oils and fats are suffering entirely unnecessarily from foreign imports of

of these commodities. The American market should bo and must be reserved
for the American farmer at all times whether in emergency or normal times.

The record is full of all sorts of suggestions on the part of these soap
people that they are perfectly willing to see a tax placed on oils use
edibly so long as they may be Allowed to import their requirements
free. Thus they convict themselves of a willingness to sacrifice their"edible brethren" so long as they may continue to occupy a pre-
ferred position in the commercial world. Why should this particular
industry be granted a subsidy in this way? I want them to answer
how this would help the price of tallow and grease or any other ined-
ible domestic fat. Furthermore all edible oils can be us,.I for soap-
making purposes and many oils primarily used in soap manufacture
can be and are used edibly. It was recognized specifically during the
last campaign. Both canaidateA stated unequivocally their adherence
to a policy that would insure the domestic market for the American
farmer. This refers particularly to the very oils on which we now ask
a tax, namely: coconut, palm, palm kernel, sesame, sunflower, fish
-and marine oils.

Why are these people so anxious to offer this compromise? Because
they know that just as the low end of a bale of cotton tends to estab-
lish the value of the whole bale, so will the cheap oils if they remain
cheap, for any purpose whatsoever, tend to hold down lhe price level
of all oils.

If the soap and oleomargarine people will only accept the broader
social viewpoint of the greatest good for the greatest number, if they
will realize that they have been in an unusually favored industry
position and be content with fair profits, they will give impetus to a
clean new deal and play their part in aiding millions of people who
will buy more of their products if and when they can afford to do so.
More equitable distribution among our own people and human rights
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are more important to our economic welfare than extra profits on the
balance sheets of a few corporations.

Senator HAsTMOS. Senator Barkley, it seems that we are putting a
tariff on that which comes from the Philippines, indirectly doing
that which we cannot do directly. Isn't that the thing that you have
in mind?

Senator BARKLEY. That is part of it; yes.
Mr. JAssPosr. This would get around that.

STATEMENT OF F. B. MOLLIN, SECRETARY OF THE AMERICAN
NATIONAL LIVESTOCK ASSOCIATION, DINVER, COLO.

Mr. MOLLIN. My name is F. E. Mollin, secretary of the American
National Livestock Association, with headquarters at Denver, Colo.

Senator GEORGE. It is impossible for the committee to keep the
time of these witnesses.

Mr. MOLLIN. I won't take very long.
Senator GEOROE. I can merely remind you of what time you have

left available.
Mr. MOLLIN. Our mcmlbership is composed of the Range Cattle

Producers, and we have associations all over the Western States, to a
total of 100 State, regional, and local associations, besides individual
membership. The beef cattle industry is one of the most important
industries in niany of those Western States. The total annual slaugh.
ter of cattle alone, exclusive of the farin slaughter, amounts to about
12 million head annually. According to a book which has just been
issued by Mr. Stein of the -Bureau of Agricultural Economics, the
total annual production of fats from the beef cattle industry amounts
to about 700 to 800 million pounds. About one third of that amount
is edible fat, and under present conditions much of the edible fat goes
into the soap tank. Prime packers tallow, with the supply in excess
of the demand, is today worth about 3Y cents a pound, which is little
more than the grease price. A while ago one of the witnesses stated
that they were buying all of the fats that they could get, all the tallow,
but I have in this same table, gotten out by Mr. Stein, material which
shows that the supply of inedible tallow in 1933, the stocks on hand,
were 250 million pounds, which has gone up from a total of 07 million
pounds in 1929, and they have gone up steadily, year by year.

The benefit from a tax of this kind would go to the beef-cattle
producers. We are always told whenever we come down here that
somebody else is going to get the benefit. Generally they say the
packers get it, but we as producers are necessarily interested in what
the products of the cattle-bring. The fat is the second in importance
of the byproducts of the animal. When byproducts are vauable a
dressed carcass of beef is sold at even less money than is paid for the
live animal. The difference or minus margin between the cost of
the animal and thQ sale of the carcass, plus selling and distribution
costs, lus packers profit, comes out of the byproducts. When the
byproductq are cheaper, the producers receive loss for the animals
and the consumers pay more for the beef. Beef producers are affected
not only by direct competition with the fats involved but indirectly
and seriously by the effect of imports on the hog and taIlow industries.
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Hoge will ordinarily sell close to $2 a hundred, above cattle. With
the low price to which lard has been forced, they have stayed close
to cattle prices the last 2 years, and they have actually been below
the cattle price part of the time. The piling up of large stocks of
fat, such as lard and butter have a bad effect on the trade in general.
Beef-cattle producers will therefore benefit more than the increase in
the price of the byproduct. A bill is now in conference between the
two houses, making cattle a basic commodity, hence subject to aprocessing tax. It would seem futile to try to artificially advance
prices in this country, if no attention is given to the increasing serious-
ness of imports of commodities which compete with domestic com-
modities, either directly or 'by substitution. The cost of ranch
operations is materially increased by the adoption of N.R.A. codes.
All supplies and equipment have advanced. Feed costs were ad-
vanced as the price of corn and cotton seed were fixed. Livestock
prices aeoreased as labor costs to the packer were advanced, and as
retailers costs were advanced under their codes. This makes it
imperative that every effort be made to protect these basic industries.

The relief available now under the Agricultural Adjustment Act is
entirely inadequate to meet this situation which has been steadily
growing worse for years. It does not make sense to.tax ourselves to
reduce production, and do nothing to restrict the imports on these
other commodities. And I would-like to just call your attention to
another figure in this chart by Mr. Stein.

I think you will have this, probably placed in the record later,
but it shows that the production of inedible tallow in the year 1912
was 300,000,000 pounds, and in 1933, it was 637,000,000 which is
more than double.

Senator GORE. State the years again, I did not get them.
Mr. MOLLIN. In 1912 the production of inedible tallow was

300,000,000 pounds, and in 1933 it was 637,000,000 pounds, but the
increase in federally inspected slaughter between those 2 years was
only from 7,253,000 head in 1912 to 8,655,000 head in 1933, so there-
fore there was an increase in the federally inspected slaughter in the
21-year period of about 20 percent, and an increase in the supply of
inedible tallow produced in ths country of more than 100 percent.

Senator BARKLEY. That is due to the fact that we have learned
how to save the fats from slaughter that we did not know in 1912?

Mr. MOLLIN. Well, it is also due to the fact that we are producing
less of the edible fats, because there is less demand, as' tho coconut
oil comes in and displaces. In the mrgarine trade in particular we
use about 100,000,000 pounds of beef fats. Last year, 15,000,000
pounds-

Senator GORE. State that again.
Mr. MOLLIN. At the maximum, we put into the margarine trade

slightly over 100,000,000 pounds of beef fats. Last year, it was
about 15,000,000 pounds.

Senator GORE. In oleomargarine?
Mr. MOLLN. Yes.
Senator GORE. Does a good deal of this come from the garbage can?
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Mr. MOLLIN. I do not thmik so, but I could not say.
Senator BARXLEY. The production in 1933 was 42,000,000 pounds

in excess of 1932.
Mr. MOLLIN. Yes; there was a little increase.
Senator BARKLEY. And in margarine butter 42,000,000 pounds in

excess of 1932, so that there hasn't been any falling off in the produc-
tion of these edible dairy products.

Mr. MOLLIN. No; there has been an increase in the production.
Senator BARKLEY. Yes.
Mr. MOLLIN. If you will go back a few years, you will find a sharp

increase in the production of dairy products, and a small increase, it
any, in the production of margarine. It vanes up and down, but the
increase in margarine, in my opinion, has not kept pace with the
increase in butter.

Senator CONNALLY. Your point is that they have substituted these
imported oils for tallow?

Mr. MOLLIN. Yes. , We are almost out of the margarine trade now,
except in places where we have-

Senator WALCOTT. But if you keep out a certain percentage of
coconut oil, and palm oil, by the high tariff, won't you automatically
increase the imports in other fats like tallow?

Mr. MOLLIN. I wouldn't think so, when we have surplus in this
country. It seems to me the first thing we would do would be to
advance the price level, and use the fats that are storing up in this
country.

Senator WALCOTT. You think that won't increase the imports at all?
Mr. MOLLIN. Well, of coarse, it mijgbt, to a slight extent.
Senator WALCOTT. You think it might, to a large extent?
Mr. MOLLIN. But we have at least-if we can raise the price level

in this country, which is what we are after, we think we will all be
better off, the entire agricultural industry.

Senator WALCOTT. If you do it, you will surely have to raise the
tariff, won't you, against -the tallow, otherwise this would be a dump.ig ground?. .

Mr. MOLLIN. I do not see how we can remedy the agricultural
situation in general, if we do not try and protect the producers of fats
and oils.

Senator WALCOTT. Well, I am not arguing against you. I ant
simply trying to make it clear that you are very much in favor of a
high tariff on all foreign prodticts of this sort, on products that com-
pete with farm products.

Mr. MOLLIN. Yes, sir.
Senator KiNG. You are going to impair the agricultural condition,

are you not, if you ship more cotton and other commodities, of which
we have a surplus to other countries?

Mr. MOLLIN. I do not know a thing about cotton.
Senator BARKELY. Well, we have to take that into consideration,

don't we?
Mr. MOLLIN. Yes, I know we have to take that into consideration.

I know wehave a big surplus, not of cotton oil. I mean in the export
of cotton.
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STATEMENT OF DR. H. J. GRAMLCH, UM E ITY OF NEBRASKA,
REPRESSING LIVESTOCK PRODUCERS

Dr. GAmucH. My name is H. J. Gramlich, from the University
of Nebraska, representing the livestock producers. I have a manu-
script here which I would like to have read io the proceedings.

(The manuscript referred to is as follows:)

Tim COcONUT-OIL PiOLBM A4D AMERICAN AMRIvULTURE

Gentlemen, it Is indeed a pleasure to appear for a few moments on your
program. I consider it a high honor to have been invited to address this
serious-minded body of men representing the most vital cogwheel in thhi, agri-
cultural welfare of the United States.

The animals you produce are selling at prices inuch blow the cost of produc-
tion. You and the industry which you represent stand with backs to the wall.
You are seeking enlightenment as to what can be done to help the plight In
which you find yourselves engulfed. The placing of a loan value of 45 cents
per bushel on corn, the major feed used In the fattening of livestock and of
which the three States represented in this meeting produce annually one third
of the Nation's entire crop, has brought this problem to a crisis somewlnt
more quickly than it might otherwise have come. With no thought of criticlz.
ing the fixing of the loan value of corn, but rather agreeing that under present
conditions 45 cents Is about the right basic price for corn and tMat were other
agricultural commodities selling In proportion, we would have a fair degree of
prosperity throughout this wonderful inland empire and our farmers would
again become buyers of Industry's products, I appear before you and will in the
few minutes assigned to me confine my remarks to one particular factor which
I feel has a very close bearing upon the problem in hand and to which I think
we should give concentrated thought.

COCONUT-OIL IMPORTA1IONS DETMIMENTAL TO UNITED STATES AORIOULTURE

I -efer to the Importation of coconut oil into this country. The growth of
this industry Is stupendous. Unless you have had an opportunity to see and
study the statistics you can scarcely comprehend the tremendous expansion
which has taken place during recent years in the importation of this commodity.
When Z say to you that it is literally undermining the interests of every agri-
culturist in the land, I mean every word I utter. A few years ago we thought
this was a problem for the dairyman to wrestle with. When he tore his hair
over the oleomargarine situation we sat contentedly by and felt that it was
merely a display of Jealousy on his part over the use of some of our byproduct
fats In butter substitutes. While lie might have been a little narrow In some
of his fights a few years back, I havG reached the conclusion that the folks
representing the hog and beef-cattle industry can be justly critic ed for having
been asleep. At that time we bad a foreign market for our surplus lard. We,
s.eemingly, had ample places to put our tallow. Insofar as the animal fats
were concerned, we were not worrying.

Today we waken from our long sleep and find that we have quite a decided
headache. Our foreign outlet for animal fats has been cut off and we start to
investigate where our home market has gone. One of the first intruders is
found to be the coconut. The growth of the coconut-oil industry in the Philip-
pine Islands has been stupendous during the past 25 years, the acreage planted
to coconut trees having been trebled since 1910. All coconut-oil importations
during recent years have been from the Philippine Islands and the majority of
the copra which has entered the United States has likewise originated from
that source.

OOPA AND COCONUT OIr, rEEDOM FROM DUTY

As you look at the statistics presented in the attached table pertaining to
the importation of coconut products, you will find that they are listed under
two heads, namely, copra and coconut oil. In order that you may be clear
on this, permit me to say that copra is the dried meat of the coconut. This
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contains, on an average, 68 percent coconut oil, the oil being removed after
the copra reaches the United States. For purposes of clarity In my remarks,
I am going to give you total coconut oil imported, using the oil Imported as such
added to the oil content of the copra. May I say that there Is no duty on
copra. Coconut oil comes in from the Philippine Islands duty free and from
other than United States possessions carries a duty of 2 cents per pound.
According to my sources of information, during recent years all of the coconut,
oil imported as such has come from the Philippines; consequently, entered
the United States duty free; and most of the copra has come from there. In
other words, our Government collects relatively. litde revenue from the coconut
oil imported into the United States.

IMPORTS SHOW ASTONIKImNO INCRt.A53

During the 4-year period 1909-13, the average Importation of coconut oil into
the United States was 70,000,001) pounds per year. During the next 5 years,
239,000,000; the next 5 years, 425,000,000; the next, 514,000,000; and during
the hast 5 years, 1928-33, the average has been 679,000,000 pounds, or an
Increase of 8.9 times in the short span of a quarter of a century. To make
matters worse, the figures obtained since the new fiscal year began on July 1,
are alarming. In 1982, during the months of July, August, and September,
coconut oil was imported to the extent of 152,000,000 pounds. During the same
8 months this year, 280,000,000 pounds of coconut oil have been imported.
Should this same increase hold throughout the remaining 9 months of the
fiscal year, the importations for the 12-month period would be 1,08,000,000
pounds, or by far the largest on record.

COCONUT OIL DISPAICJXO ANIMAL. VATS IN MAIMARINK 11ANvrACTUIIE

You may wonder whether coconut oil Is a competitor of beef, tallow, and lard.
To clarify my point on this, let me take you back a few years. In 1914 the
average of the oleomargarine produced contained 74-percent animal fat and
26 percent vegetable, or, in round figures, 3 parts aninil and 1 part vegetable
fat. In 1931 the oleomargarine contained, on an avernsu'. 19 parts animal and
81 parts vegetable, practically sppiaking, 1 part animal tu .1 parts vegetable.

What about the vegetable.oil content of margarine in 1914 and 1981? In
1014 margarine contained three tenths of 1 percent coconut oil, In 1981 coco-
nut oil, on an average, embodied 60.8 percent of the content of margarine.
Cottonseed oil In 1914 wade up 20 percent of the content of margarine; in 1931
but 9 pereamt. Thus we see it tremendous expansion in the use of coconut oil
in the margarine industry anti a very drastic reduction in the use of animal
oil Ad out own United States produced cottonseed oil.

WCO(.UT OIL, EVEN VNTM LARD COMPOUNDS

For i number of years manufacturers of lard compounds have been striving
to overcome certain deficiencies of coconut oil in order that they might use it in
their business. I understand that, as a result of new improvements in process.
log, coconut oil can be used stWcessfully In lard compounds and there Is a
potential, If not an actual, usage of 160,000,000 pounds per year In this field.

Importations of coconut oil (as such and in the form of copra) into the
United Stateg for the 5-month period July 1 to December 1, 1968, amounted to,
in round figures, 450),000,000 pounds in contrast to 244,000,000 pounds imported
during the same period in 1932. This represents an increase of 84 percent, and
If this Increase Is carried out throughout the remainder of the fiscal year the
total importation of coconut oil Into the United States will be 1,083.284,000
pounds.

UNITPhD s5?ATKS F'ATA AND Oil.8 VIDiSi'1S tXWONUT (il, IN SOAP SMAKINO

eelless to say, (oeoout oll serves one of its major functions in the technical
field, whefe it Is used In soap mnnufatturing. Voctenut oil Is without question
a Sllendild constituent for certain types of soaps needed at the present time.
However, Inedible animal greases and home-produced vegetable oils surely
would be used to i much greater extent it sop manufacturing if coconut oil
were less accessible.
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(oCoNVT OIL IMPORTATION IN TXR3&I OF ANIMAL PAT

I do not want to worry you with too many figures, all(d therefore am going
to use a few illustrations which may help to Impress on your minds the
significance of these coconut-oll Importatlons during recent months and their
effect on our industry-nomuely, that of the home-produced anhal fats. The
marketss of the United States todity are flooded with prime long-fed yearling
steers weighig 1.000 pounds. Each of these steers produces, conservatively,
100 pounds of rendered fat. This Includes killing fats. kidney fats, retailers'
trnminings, etc. The ctxconut oil which has come into tis country during
the 3.inonth period July. August. September 1988 amounts to the fat pro.
duced by three million 1.000-p.und prime steers, or, putting It on a per-
month basis. 1.000,000 steers per month. Normally there are about 1) million
etittle and 4% nililion calves slaughtered under Federal Inspection per year in
the United States. Iii terms of 200-pound hogs, producing 80 pounds of rendered
lard per head, we see thut the 'onouut oil Importel Into this country during
the 3$tlmont I period mentioned Is equivalent to the lard produced by 0 million
hogs, or at the rate of 3 million hogs per month. The normal annual hog
slaughter In the United States as federally inspected plants approximates 45
million head, or slightly under 4 million per month. Consequently the coconut
oil Imported during recent months has amounted to three fourths as much as
the normal monthly lard production.

AMERICAN FARIIER CANNOT COMPETE WITI1 PHILIPPINE LABOR

I am calling your aittenticn to this 1irolilpm, not only with the thought that.
the tremendous developmctnut which has be':t made delndl(ls serious thought
but that the future holds seemingly almost unlimited possibilities for its ex-
lpansion. In 1931 there were 6.5,000,000 coconut trees In bearing in the Philip-
pine Islands, and there was an additional 85,000.000 planted and ready to come
ito bearing soon. In other words, only two thirds of the trees were In bear-

Ing. A coconut tree comes Into bearing when about 5 years old. It reaches full
production when 10 years of age, and, like the human, lives to a ripe old age,
the span of life ranging front 60 to IM0 years. Just think of the amount of
coconut oil which can be dumped into the United States in the short span of a
few years. We must bear in mind that the tropical conditions existent in the
areas where coconuts are produced are conducive to tremendous production of
vegetative growth and oils-intense heat, rainfall ranging from 50 to 200 Inches,
and a sandy soil adapted to the purpose. Add to these things an abundance of
cheap labor and an occasional monkey to shake the coconuts off the trees, and
you have u picture with which the American farmer cannot compete and
maintain the standard of living which we feel ie so highly deserves for himself
and his family as citizens of the United States of America.

cUOMN REDUCTION AND FU'lSI H OPPORTUNITIES MR CVONUT OIL

A few weeks ago I lied a ( oiversatiln with a mail vitally interested In tie
cotton business of the South. He made the statement that the proposed reduc-
tion lit cotton acreage next year would result in a decrease In cottonseed-oil
production equivalent to the lurd produced by 10,000,000 head of 200-pound
4os. Bear in ind that with each bale of (ottoln there tire produced 150
pounds of cuttouiseed oil. This gentleman went oil to. state that in case the
reduction helped the hog poroducers of the ('oril Belt lie felt confident the.
southern farmers would le pleased. but that if it developed that a few more
thousand bootloads of (.)con1t oil enire in duty free from the Philippine Islandp
to take the place of the cetttonsted ol taken out of produt'tion. lie doubted
whether the Nation as a whole would materhilly benefit.

ALL AGRICULTURE IIUST STICK TOGETHER

Gentlemen. I am wondering whether we have not :etli so engrossed in
solving our own probleiis that we might be sti1d to have looked so much at
the tree that we failed to see the forest. I believe this problem is ole of
vital importance to every phase of agriculture. I think we should agree upon
a united program and stick together. This Is vital to you beef and hog men;
it Is vital to the dairymen who aire witnessing a drastic reduction lit the



TAX ON CERTAIN OILS 361
lrive of butterfat which they fire selling at a figure far below the cost of
lirtmiuctlon. It affects the cotton farmer; it affects the corn farmer. because
corn oil cani have a material value if given a chance. Furthermore. the corn
farmers might grow soybeans for oil were there an incentive for Mo doing.
This problem affects each and every one of us.

A 8SDIOUS PROBLEM

We are gathered together with a constructive thought In mind. We'(- do tot
mean to be destructive. We have no thought of partisan offlitations. Th1i.s
covo'nut-oll problem is a cancer which has been eating into the vitid o'rgns of
the American farrier for a quarter of a century. Let's pull togirher noil
see if sonie constructive action cannot be taken to head off this octtilmus which
seems to be intent upon strangling the very lifeblood from us. L,-t's study
this problem and help work out a solution for it.

Imporltloatn of copra al cofotut oil Into the unlft'd ,Stetts. If 1,1.41
(In thousands of pounds)

2 3 i 4
Coconut Averare

Year il Coconut Total oil by
Copraoil Im- (2C4. 3.(1 ported ( p a I.

as such plus 3)

109-10 ................................ 21, 18,423 48,346 61,76 (')
1910-11 .............................................. 37,17 3 82 1,118 74,942 ..........
1911-12 .............................................. 0,012 44,045 1463' 41 .........
1912-13 . ................................ 46870 26.748 50 M 74%282 7 .45
1913-14 ....................................... 55, 3611 74,36I 1040.......
1914-18 .................................. 06486 6%786 6 3138 12,921..........
1916-16 .............................................. 118,618 74,2 6008 140,734.......
1916-17 ............................................ 286,80 161,784 79,223 241,007.......
1917-10 ......................................... .807,876 819773 M9,10 68,96 28,8

1119.....................................8116,749 198, 92 844,728 543,650.......
1919-20 ..................................... 288229 162,64 271,540 434,224 .......
90M21 ....................................... 218134 134,274 138 30.168.......

1921-2 ............................................... 1, 18,85 2 8M 416,21.........
1922 .............................................. M"218,38 2 73 42,889 42&'489

....................................... 84,20 217,20 280 8,529..........
1928 ..................................37101 284,35 20121 48, ........
12-26.......................... % ................ 278 ,78 480,7.......
197.......................................80713 1 496 776 606,272.........
127-28. ............................... 518,178 826,49 2 09 8,7 13,98
M9-29..............................................6 121 4886 37,8 81174.......
1990 .............................................. M 1539 600 7189 ...,

1903 ................................. ... 6007 38O88 3 5492 6....:
191-32 .............................................. 48 No 088 038 ..........1982- ............................................. 4821 811,787 26 572,47 67.82

4.year average.
18.month period July, August, Septembtr 1932 compared to 1933:

July .usust 8

1932.,,.................. .... 471 66.ON 182,510
19M3.................... ............... 271.73 106:8421 279.764

Copra Is dried coconut meat which contains 08-Percent coconut oil. There is no
duty on ropra. Coconut oil comes in free from the Philippine Islands. There Is a2-ceni duty on It when Imported from other countries. All coconut oil and most
of the eupra imported into the United States during recent years ba- coni.' ftoul Tbs
Philippine Islands.

0.
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M oam & oUT ?N3 IMomw FAT AND OIL P&osLu

[By H. J. Oramlleb, University of Nebraskal

GNNTFEMEN: At the time I addressed you on December 12, 1 little realized
that my remarks would be in part Inst,umental in arousing a general interest.
I have since received a number of inquiries for information pertaining to
certain phases of the imported fats and oils subject which were not covered
in the address. Accordingly, I have elected to spend my time with you today
in giving information which will to a large degree be supplemental to that
covered in the first address. To some extent this will consist of a series of
answers to questions which have been propounded by various members of ypur
association who have become interested in the problem.

We are still confronted with a low market for American-produced fats and
oil;; Most of these commodities are selling higher than they wore in Decem-
ber; however, thoy are far below the cost of production and certainly out of
line with what producers have a right to expect.

COCONUT OIL AS A OOMN1RTO IN THN EDIBLE ]FIELD

According to available statistics, approximately one-third of tle coconut oil
brought into the United States is used for edible purposes and two thirds for
Inedible. Thitt which is used for edible purposes is to quite a large extent used
in margarine production, As brought out in my first address to y( j, the
margarine of 1014 was composed largely of animal fats. Oleo oil produced
from the fat of beef cattle constituted approximately 510 percent, by weight,
of the oleomargarine produced at that time, while leaf lard from hogs tip.
proximated 25 percent. The vegetable oils used in the oleomiargarine of 1014
included 20 percent cottonseed oil and only three tenths of 1 percent coconut
oil. Contrasted to this, the average oleo produced in 1081 contained 60.8 per-
cent coconut oil, 9 percent cotton-seed oil, and less than 20 percent animal
fats. From the above figures It is easy to see that coconut oil has to a very
large extent taken the place of American-produced animal and vegetable fats
in oleomargarine. The demand for edible oleo oil is so light that animal pros.
eassors have all but discontinued making it during the past few months. tho
light demand and resultant low price having discouraged the extra expense
Involved in manufacturing this commodity. As a result, more inedible tallow
is produced and when this product knocks at the door of the soap manufacturer
it finds coconut oil again blocking its reception. -

OOOUIRUT OIL AS A OOMPZ'flTOR IN THE INE1WLN FIELD

I have been asked a number of times whether coconut oil competes with
American-produced fats and oils in the Inedible or industrial field. It most
certainly does compete with our fats and oils in the manufacture of soap.
Statistics for 1982 show that 1,375,410,000 pounds of fats and oils were used
in the Unite. States in the manufacture of soap. There is an annual produc-
tion In the United States of approximately 800,000,000 pounds of inedible tallow
and grease. This constitutes to a large degree products produced from cattle
and hogs. Normally, the great ma4t'rity of it is used in the soap kettle. Prior
*o the Importation of coconut oil on uiuch a large settle considerable cottouseed
oil was used in conjunction with the animal tallews and greases in the manu-
facture of American soap. Certain other United States-produced vegetable
fats and oils were used to lesser extent.

DEMAND FOR INEDIBLE TALLOW AND GREASE VERY LIGHT

Since addressing you on December 12 I have taken occasion to look into the
demand which prevails for the inedible fat products produced front your fat
cattle and fat hos. I have been amazed to find that during the past few years
there has been a very indifferent market for these commodities. Prices have
been exceedingly low, so low, in fact. tbat In many cases the waste fat has
not been gathered and rendered, as there was no chance of handling this to
advantage. Surely, imported coconut oil has come into the picture as a com-
petitor of these so-called "by-products "1, which we produce.

I understand the soap manufacturers state that coconut oil is necessary In
the production of certain types of soap. They furthermore state that some
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coconut oil materially improves the character of most soaps. Granting that
these statements are true, might it not be possible for the importations of
coconut oil to be limited to such amounts as would enable a fair market to
exist for out inedible animal and vegetable fats and oils and the seapers still
continue to make acceptable products? According to quotations in the Na-
tional Provisioner under dote of February 10, 1984, prime packers' tallow was
selling In Chicago at 8% cents per pound. This product is produced in fed-
erally inspected packing plants from the internal fat of cattle. Fat steers
yield this up to 5A4 percent of their live weight. You men are largely finishers
of cattle; consequently, when you sell a 1,000.pound finished steer you are
supplying the 14otential source of 85 pounds of rendered prime packers' tallow.

Bear in mind that in addition to thils Inedible tallow, the steer produces much
more fat. The carcass of a finished steer frequently contains as much as 35
percent visible fat. A great deal of this is trimmed off as suet and becomes'
Inedible tallow or grease. Most suet (kidney and cod Included) is 80 percent
pure fat. Standard methods of cutting would produce 10 percent of carcass
weight In the form of suet. This would make approximately 48 pounds of
rendered inedible tallow or grease.

Bones contain 10 percent grease. Ten percent of the carcass goes Into the
bone box. Thus, there would be 9.6 pounds of rendered grease from this
source. The reclaimed grease from public eating houses and other sources
added to the above would conservatively bring the total to 100 pounds of
rendered product per 1,000-pound finished steer. The value of this byproduct
materially Influences the price of the steer. If it goes up, the cattle market
reflects the advance. Competition which this home-produced commodity has met
from Imported oil undoubtedly ias been to a large extent responsible for the
ruinously low market existing for it.

From the same National Provisioner (Feb. 10, 1984), I find that yellow grease
is listed at 2% cents per pound. This is tile product produced in greatest
quantity by renderers of inedible animal fats. It is composed of the fat
salvaged from the offal of small and large packing plants, the shop waste of
retail butchers, the kitchen grease from restaurants and hotels, the salvage
from fallen animals, and numerous other sources. Remember, a considerable
portion of this grease is produced at small salvaging plants scattered over the

ited States.
RUNDEXINO INDUSTRY RAWD HR

I noticed an article recently calling attention to the fact that approximately
40 percent of the rendering plants in the United States have ceased operations.
Without doubt this cessation Qf activities has been due to the price of rendered
grease being so low that they could not afford to collect and process it. On
a basis of the price prevailing on February 1, renderers were able to pay
14 cent per pound for shop waste. In the large cities of the United States
there is a tremendous amount of this shop waste.

We unconsciously produce it when we finish our livestock for market. The
trade demands quality meat. This means a liberal admixture of fat with lean.
The mechanism of the animal body is so constituted that when the steer Inter-
sperses fat with lean he likewise lgits a rather thick covering of fat under the
skin which, in the dressed carcass, appears as an outer covering over the
lean. He likewise puts considerable in the cod and a large amount about the
kidney. When the retailer takes the beef carcass and attempts to sell It to
his customers, he finds that there is a distinct prejudice against external and
mechanically separable fat. Propaganda spread throughout the Nation call-
ing for slender waists Is too strong to permit the feminine iuembers of society
to acquire a fondness for fat. The trade wants the bright-colored beef of the
finished steer. It wants the juicy admixture of fat and lean; however, it
objects to paying for that which must go with it. Consequently, trimming is
impwrative. and the bjjjket under the retailer's counter fills several times per
day with trimmings.

0. ?WtJD AGAoNT SHOP PAT

White at Memphis, Tenn., a few weeks ago, I had occasion to note some fairly
heavy Nebraska-fed heifer carcasses. There was considerable external fat en
the loins. The wholesaler was forced to trim most of this off In order to
sell the product. He took 12 pounds of fat off of a 40-pound loin. This undoubt-
edly went into the Inedible channels and wound up in the form of a grease which
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must depend upon the soap market entirely for Its utilization. A retailer in
the same city purchased two 00pound carcasses of beef which had been shipped
from Chicago International. He put the trimmings from these (arcasses in a
separate container, and when the last of the beef was sold phoned to the party
from whom he purchased the beef that he had 125 pounds of suet and that the
rendered had bid him % cent per pound for this. This is a glaring illus.
tration of how the byproducts of our finished cattle suffer. We know from sad
experience that the producer pays the bill in cases of this kind.

ANIMALS ABE COIPLICATD MACHINES

As I have said, on February 1 renderiers were paying 3A cent per pound
for shop waste, a commodity which we produce in the Corn Belt in supplying
the American table with the kind of meat it demands. If we were mttnu-
facturers in the true sense, we would change our models and In some manner
overcome the diMculty; however, the animal body Is a much more complicated

roposition than any piece of machinery. The steer of today, in so far as his
ititernal function is concerned, is like the ox that floated in Noah's famous
boat. It is Impossible for the American farmer to obviate the production of
separable fat when ie finishes his animals to a degree which will enable them
to be shipped long distances and the meat to be stored sufficient lengths of time
to supply the table with the class of product for which it clamors. Further-
wore, nature stores considerable fat about the internal organs of all animals
and even when they are In only stock condition there is a considerable accumu-
lotion ot fat which can be salvaged when the animals are processed. In other
words, this Inedible fat we produce would not be entirely eliminated were we
to completely discontinue the fattening of steers.

CONSUMER DEMANDS QUALITY MECAT--THIS NECE0SlTATEK )'INIURKB .NIMALB

Furthermore, would the American consumer want the cattleman to desist
from fattening his steers? Were he to do this, what would become of the corn?
Do you realize that in the State of Nebraska a long-time average shows that
71 percent of our agricultural income is from the sale of livestock and livestock
products?

OORIN AND LINvTOOK ISN BAML

Ninety percent of tile Nation's corn is fed to livestock. What would we do
with the corn without livestock? Its sole value would probably be that which
it would derive as a competitor of coal in the stoves and furnaces of the Nation,
and this would be mighty low. You feeders In this great State of Iowa, which
stands without a peer as a corn producer, utilize almost all of your crop In
finishing your domestic animals for the market. Those of you who are from
Missouri know that somewhat the same condition prevails there. In other
words, the Corn Belt of the United States has been developed on a basis of
the production of a large crop of corn $or consumption on the farms by the
dowestle animals which are an important part of each unit.

Is OoCONUT OIL 3E5PON8eL1Naz FOR LOW 1r1O3 O FAT

We are fighting with our backs to the wall. For a series of years we have
ten our markets gradually going down to a point where every animal we
handled lost money. I have mentioned that one-fourth cent per pound wots
paid during February of this year for waste fat of inedible character. I find
that at price of 8%V cents per pound was being paid through this section for
similar iritducts in February 1028. I find that at that time prime packers'
tallow and yellow grease were selling at approximately 9 cents per pound In
Chicago; likewise, that coconut oil was selling at 9 cents per pound in Chicago.
It otler wo ds, in the 6-year-span coconut oil, tallow, and grease have dropped
from a 0-cent level in Chicago to a 3-cent level. Isn't it possible that the
tremendous influx of coconut oil which has prevailed during this period has
been responsible for not only lowering the price of this commodity, but likewise
forcilg the price of tallow and grease to such a low level that many engaged
It llandlig these commodities have virtually been forced out of business anid
0! e credit of several dollars per head which we formerly received from tho
sale of these byproducts produced from our cattle has been lowered to
practlcally nil.
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WOULD AN 3r1035 TAX 0AUSM soAP To DOUW 1N 1P8I1?

I noticed in a recent article where someone connected with the soap trade
made the statement that should a 5cent-per-pound excise tax be placed on
coconut oil, as provided for in the Shallenberger amendment to the United
States revenue bill, the price of soap would be increased 100 percent. This
aroused my interest and 1, accordingly, looked into the wholesale price of a
certain standard brand of high-quality laundry soap in January of 1928 and
January of 1984. By doing a little calculuting I found that this product had
dropped 81 percent in the 6-year period. Furthermore, I found other brands
had dropped materially less. I fall to see how the author of the article men-
tioned above could Justify his statement that soap would have to go up 100
percent should coconut oil be raised from 8 to 8 cents per pound, when during
the period 192 - the soap went down only 81 percent and coconut oil
dropped from 9 to 8 cents.

ARe OTHER IMPORTED OILS SLRIO'S MPWTITOPAV

I have ben asked it number of times whether other imported oils were not
at least partly responsible for the troubles which American animal and vege-
table fat producers are exiierlencing. I would answer this in the affirmative.
The only reason I talked to you entirely about coconut oil on December 12 was
that it seemed to be the most vulnerable offender. As brought out In the dis.
cussion at that time, importations during the fall months of 1988 were run-
ning way ahead of those of a similar period in 1982, and I stated that should
this increase hold through until July, the Importations for the fiscal year
would exceed 1,000,000,000 pounds.

AM ICAN FASMIER DESERVES PR&OLVtION

I think there Is no question but what the Amerlcan farmer deserves some
protection from the other oils. Chlef aniong these would be palin oil, whale
oil, fish oil, palm-kernel oil, and sunflower-seed oil. The heistt has bevin able
to perfect methods whereby oils can to a large degree be interchanged. As
a result of certain standardization processes undesirable odors, flavors, and
colors can be eliminated; consequently it would seen is though wt, htad reached
the time when, as protection to the producers of animal and vegetable fats
and oils In the United States, some limits were placed on the iliportaltions of
all these commodities.

TE DILEMMA O1 THM AMERIOAN VEticOAIILK-OIL PI u'DI'ER

There Is a tremendous amount of cottonseed oil on hand to lay. Further-
more, it considerable part of the 1933 cottonseed crop its not yet ben crushed.
The southern farmer is the Corn Belt's bet pork customer. Why not limit the
Importation of fats and oils to such extent as to permit the surplus cottonsetel
oil to find a ready outlet and thus help keep our southern friends ini the
market for pork?

Boy bean. peanut, and corn growers could aid materially in supplying oil
were they given a little encouragement to do so.

THE DESIRED UALAN i

fly some adjusting surely a satisfactory balance can be reached without
bringIng dk aster to any Industry and at the same tite aid naterlal~y In
stabilizing the market for our home-produced fats and oils. which constitute
such an important part of American agricultural )ro(duction.

Dir. GA.Licu,- Gentlenien, we have produced under tropical con-
(itions many products which are produced with a iniimunm of
labor under" Temperate Zone conditions, such as we have in this
Nation. We have many products which are produced with a great
deal of labor. We have crops which are of necessity. crops which
require a great deal of work, consequently there is a co.t attached to
the production of these crops, which is "quite a factor. We have a
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relatively high standard of living under our conditions and we find,
under conditions existing in the tropics, a comparatively low stand.
ard of living, and it seems to be the problem which confronts us is,
to quite a large extent, are we going to protect a standard of living
of our American farmers? We cannot compete with these tropical
products, produced where the temperature is practically 800 through-
out a year, and a rainfall of over 100 to 200 inches, and these crops
grow with practically no effort. Under the Temperate Zone con-
ditions, where we have a cooler climate, more labor is required.to
produce crops. Our pople are handicapped. I have right before
me a quotation, which I would like to read, gentlemen. It appeared
as an editorial in the Chicago Journal of Commerce, February 8:

It the United States is right in excluding Asiatic peoples on account of
competition with their labor, then why not place an embargo on imports pro.
duced by Aslastic labor, which disastrously competes with domestic agricul-
ture products and labor?

Quoting just one more sentence:
Pidm oil, admitted free of duty, is virtually produced by slave labor, and

coconut oil by laborers in the tropics receiving 6 to 10 cents per hour.
Now under our conditions here in this country, we produce crops-

corn, alfalfa, and crops of that kind-and feed 1or livestock. We last
year produced close to 8,000,000,000 bushels of corn, and about 90
percent of that is fed to livestock.

Will you please .et those samples of meat here I
Now, from the livestock we make the fat. A treat deal of that

fat is inedible, in spite of the fact that the condition has been de-
scribed. There, gntlemen, is a kidney, taken out of a 1,200-pound
steer, weighing a little over 700 pounds dead. That is a kidney fat.
That weighs 15 pounds. We have that in each side of the critter,
26 pounds. During the summer that practically all goes inedible.
A good deal of it through the winter goes inedible. -And some of
it goes into chili con came, and things of that kind. Show the cod
fat off of the fat steer, and then we want to show you the T-bone
steak. There is a cod fat, weighing 5 pounds on either side of the
critter, a total of 10. All right, now, show them the T-bone steak,
please. Here is a steak off of the same carcass, gentlemen, providing
someone hasn't stolen it. Right therb.

Senator CoxXALLY. Pull it'out of the hat.
Dr. GRAMLIC. That steak was there a minute ago. Find it.

That is it.

Gentlemen, there is a T-bone steak off of the same steer. Hold
it utp flatways so they can all see it. Can you all see? See the fat
on the outside and the fat on the inside. All the kidney fat ha!
been taken off. A certain statement has been put out that the
butcher is paid for all the fat, that he weighs it to you, and then
trims it off. All the kidney fat has been taken off. A great deal
of the outside fat is to be trimmed off. Now, I am making the state-
nont. gentlemen-Mr. Mollin has told us about the cattle we pro.
duce, over a billion pounds of tallow and grease in this country last
year. and the market is very. very low for that product, and we feel
thatthese importations of coconut oil are one of the things that
ure helping to hold down our prices, and I am passing around to
you a sheet showing the importations of coconut oil during the 7



TAX ON OUTAIN OIL8

months, July 1 to February' 1, this year, and a year ago and they
show a 63-percent increase. Will you please pass those I bne of the
clerks has them there. Pass them around. In other words, in the
last 7 months, coconut oil has been coming into this country at the
rate of approximately 8,000,000 pounds per day, 3,000,000 pounds
per day, 50 tank cars per day, selling at disastrously low prices, and
benefiting principally our beef-cattle people and our hog people and
our livestock farmers in the Corn Belt.

We felt that that is a very very serious competition. Il 1932 we
-came within 500,000,000 pounds of producing enough fat and oil
to take care of our needs, and if we can cut down some of this amount
oil, and some of the palm oil, and a few other oils that are coming
in, I think, gentlemen, we can get a decent market for the producer
and the farmer.

Now, there have been a number of things said that I would like to
take just one moment to answer. It has been said out in our State,
of hospitals*-they have had telegrams to the efect, among other
things, that soap would be doubled in rice. We operate a hospital.
I am connected with the University of Nebraska, and we operate a
hospital. I went up there and inquired what the idea is. I found
that most of the soap which they use is a linseed-oil soap. There is
a soap chemist here, who can verify or answer any questions along
that line. Linseed oil does not enter into this picture in any way,
for this use in hospitals. How can the cost of hospital soap b6
double?

Here is another one: Laundries in our State have been kind enough
to send me wires or copies'of wires that they have, and they have
asked my advice, and I have' told them, "Gentlemen, anything that
helps the frmer helps every one of us." Whether we are doctors or
lawyers, that holds true. That is the attitude I have taken. I had
at tak with the leading laundrynian in the city of Kansas City Mo.
and he tells me that he uses soap that cost him 1 percent of his totai
operating cost. The leading man in Omaha told me the same thing.
In his laundry, he says that he uses a pound of soap per family
laundry of 20 pounds. Now, when we can bring back some prosper-
ity to the Middle West and to the agriculture of the United States,
won't more people go to the laundry, even if they do charge a little
more?

I found, gentlemen, that back in February 1928, before the de-
pression, that tallow sold for 9 cents a pound in Chicago and I
found that on the same day, this year, 0 years later, it was selling at
approximately 3 cents a pound, or a drop of 67 percent.

Why should it be necessary for the price of soap to be doubled ?
Now, you talk about the imports from the Philippines. I do not

have figures on that, but how many citizens and Uzdt i! States em-
l)loyees do we have over there? 1eWhat percent of our exports of
condensed milk, and products like that, that go to the Philippines
are consumed by people working for American citizens, the Army
and Navy; and all that Fort of ihing? I do'not know,'but I have
an idea the experts do n% t include all those figures.

Now, I have run over my time, and I must not take more time. I
feel vetr keenly that this 'is a problem that every agricultural asso-
ciation n the tatc of lNebraska is interested in, likewise in the State
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of Missodri and other States joining us there, and they feel that this
would help very, very materially. -1 thank You.

Mr. GRAY. The next witness will be Dr. Meerbott.
The CHAIRMAN. There is only about 6 minutes left.
Dr. GuAMUOX. Mr. Chairman, may I make this one short state-

ment as the next witness is coming up hereI
* The statement is made about coconut oil. In Consumers' Research
of October 1981 1 read:

Coconut-oil op, above 25 percent, should be avoided except for salt -and
marine soaps, since any greater concentration may be Irritating to the skin.

Mr. Chairman, may I ask to have read into the record President
Roosevelt's telegram regardifig protection to the American farmer
in his campaign?

The CHAmitAN. It has already been read into the record, hasn't it?
Dr. GRAMLICII. In connection with it here I ask the permission of

having that read in.
Senator MuwoAtz. We had sound money and economy during his

campaign.
, Dr. qLRAMuCu. This pertains to this particular subject, Mr. Chair-
man, and with your permission, I should like to have that read into
the record.

The CHAIMAN. Well, it will be incorporated in the record.
Dr. GRAMLICi. The telegram was referred to in the Congressional

Recorded, preceded by the following statement:
When the last presidential campaign was on, the American National Live.

stock Associations and other farm organizations wired the Democrat and Re-
publican candidates for President, Mr. Roosevelt and Mr. Hoover, asking for
a statement as to their position on the question of adequate protection of
American oils and fats, and the raw materials from which they are extracted,
in order to saive the home market for the American farmer. In rely, Mr.
Roosevelt wired:

"Let me make it clear that I have consistently stood for a policy of tarit
protection that will insure the domestic market for our American farmer."

STATENMT OF PEROY D. MEERIOTT, OHEMIST AND SOAP
MANUFACTURER

Mr. Mwworr. I fear, gentlemen, that this afternoon the advan-
tage of coconut oil in soap has been grossly misstated. It is an
absolute fact, it is nothing to laugh at, that coconut-oil soap is
irritating."Senator REED. I am told that nearly 100 percent of shaving cream
is coconut oil.

Mr. Mwuno-rr. All right. We will explain that. That has free
stearic acid added to it to neutralize it. There is no free alkali
there.

Coconut-oil soap, or at least coconut oil in other words, requires
at least 18 percent caustic to saponify it. Tallow takes 14.4 percent
of caustic to saponify it. Back in 1912 nobody attempted to use
more than 10 percent of coconut oil. It was the maximum, and
there wasn't a piece of soap on the market-I am speaking of toilet-
that contained more than 10 percent, many of them only 5.

Now, when coconut oil became cheaper, cheaper than tallow, it
was used as a substitute.
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Now, we have taken a series of soaps and made analysis of them.
A poap made 8 years ago by a concern whose product is called
Georgian had a saponification value of 208.7. We made a mixture
of 75 percent tallow and 25 percent of coconut oil and its saponifica-
tion value was 218.5. We made another one of 90 percent tallow
and 10 percent coconut oil, and we found a saponification value of
206.8.

In other words, the basic charge is very close to 208.7, establish.
ing the fact that there was only 10 percent of Coconut oil use in that
soap at that time. A soap 2 years old, coming within the period
where the importation of coconut oil had increased, showed saponi-
fication value-this was made by the same concern--of 211.8, or
20 to 25 percent of the coconut oil. Then we came along with
another sample, 1 year old, 212.9, and one I month old, 211.8.

Now, we secured some expensive imported soaps, one was by
Roger & Gallet, made in France, a soap that cost $1.81 per dozen,
which had a saponification value of 209.2, 10 percent of coconut oil.
Yardley, $1.26 per dozen, 208.8, 10 percent coconut oil.

Now, the argument is that you cannot make a good soap unless
you have more coconut oil. That is refuted right here. We all
recognize Yardley and Roger & Gallet as being equal to our soap,
although I would like to say that we make the best soap in the
world.

Senator Gom. Did you make a test with cheaper soap
Mr. MEERBr. Yes. I had taken two cheap soaps. One is Cainay.

Camay has a saponification value of 215.6. I do not know how
old that sample is. It. way contain more today, but that specific
sample shows about 25 percent of coconut oil. Then No. 4711, made
by Mellin & Graff, rather surprised to say so, because it is a German
concern, but it is a cheap soap. Well at 88 cents a dozen, that had
a saponification value of 21I.2. which indicates a high content of
coconut oil. Now, made in this country-back in 1912, as I said.
there was no more than 10 percent of coconut oil used. Now. as
you increase the coconut oil in a toilet soap, it wastes awa fat.
Of course, it lathers freer. but after all is said and done, lather
does not wash. Some laundrymen think they must have a pile of
suds in order to wash. Take the suds and try to wash something,
and see if it will wash. The object of soap in washing is that it
should act as a solvent t9 break down the surface tension of the
water, so that the water can enter the interstices of either of the
fibre or interstices under the dirt which adheres to the skin, so as
to float the dirt away. and it is really a floating acting, partially
emulsifying, too.

Now, when you take cnconut oil. which has a high saponiflc value.
it is going to ionize and liberate alcohol more freely than tallow
does. If you will take a tallow soap, and wash your hands with
10 percent tallow soap. you will find it will be more pleasant to
the skin than one of 16 to 25 percent. I know some people who
ure very sensitive to coconut oil. There was a concern I was with,
James )Pond & Sons. some years ago. Mr. Pond's daughter could
ne'er wash with anything but a straight tallow soap. The moment
she touched other soap .she would irritate.' Some of us have a little
5tr),1,'It, skin and can resist it better.
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Senator 'BARKLF.iY. Do you know the contents of Woodbury's
Facial SoapI

Mr. M*Pworr. I do not today but I did know it. Woodbury's
Facial Soap was made by John T. Stanley, when I was associated
with him, and hlad 5 percent of coconut oil at that time.

Senator WALCO'r. Do you know about Squibb's Shaving Cream?
Mr. MEEROTr. No; I (o not know the analysis of that, but it is

a high-grado shaving cream.
Senator WALVo , You don't know.the percentage of that?
Mr. Mniin. No I am sorry; I do not remember.
Senator WALCOIn. bon't you think the percentage of coconut oilruns higrh ?"Mr. 9fEjRnoTr. Yes; the percentage of coconut oil in shaving

cream does run high, but it is neutral-in fact, your modern shav-
ing soap-one of them is nothing more than a cold cream. I can't
think of its name right now.

Senator BARKLEY. Moll
Mr. MFmworr. MollN, and another competitor.
Senator BARILEY. You get a very poor shave out of it.
Mr. MEERBOTT. You are right.
Senator GEotoz. The hour and a half allotted to the proponents

has about expired.
Senator HASTINUR. Mr. Chairman, I suggest we give this man

additional time. He is a technical expert. I suggest. we give him
5 minutes more.

Senator McAN)(,. I suggest you give him ) minutes more.
Senator OEoitox. His time has run over right now, but if it is

agreeable to the other wemibers of the committee, he may proceed.
Mr. MEwnioTr. Thank you. Now, it is my opinion that this whole

situation has come to the pohit where the soap manufacturer has
always sought the cheaper material, naturally, and when coconut
oil has receded in price to the degree it has today, it is the cheaper
product to use. NMw, there is a statement made that you should
wash silk with a coconut-oil soap. I have been in probably most
of the big silk mills in the country-in Paterson and Shawmuck;
Sunbury, Pa. Attempt to get i4 silk man to use coconut-oil soap,
and he will throw you out, because he will have marks on his silk,
and after he dyes h will have a hue all over it, and he wants an
olive-oil soap. The laundryman wants a tallow soap, which will
not break down when the heat is applied to his wheel; the suds
won't disappear. The cotton man wants either a cottonseed soap
or a tallow soap. The woolen man wants either porous soap or a
soap made from an oil which is a distillation from tallow, or he
wants tallow soap

Senator GonE. What group is it that uses that?
Mr. MERnorr. I do not know any textile group that uses coconut-

oil soap.
Senator GoRE:. It would not be the ordinary laundry?
Mr. MEERno-r. Used by tile housewife, used for hoIIselold u1se, aind

especially eosietic... 'h lie ist of the textile industries will not per-
mit the use of a coconut-oil soap, and if you were to apply it to silk,
as I said before, the result would be absohitelv disastrous. They
could not get level dyeing. I tiink that is nil I can state.
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Senator Wucorr. Mr. Chairman, we have heard nothing from the
fish oil company, and I believe there is one man here who is very
anxious to be heard for a few minutes. It is a large group in New
England.

The CAIRBIAN. Mr. Hayes.
Senator PIueux. In that connection, Mr. Chairman, a gentleman

has just spoken to me here who represents the candy industry. No-
body has been hoard yet from them. He desires to make a very brief
statement.

Senator GEORGE. The time is parceled out by the proponents.
Senator RED. There is still some 25 minutes left for the opponents

of the measure.
Senator GEotop.. About 12 minutes, but it is being lengthened out

to about 20 now.
It is understood, of course, that an witness here may file with the

stehographer any brief or any tabulation of figures that he wishes
to enter into the record, and it will go into the record.

STATEMENT OF THOMAS H. HAYES, CONSOLIDATED FISHERIES C0.

Mr. HAYES. I represent what is called the "Consolidated Fisheries
Co.", the manufacturers of menhaden fish oil, and that is extracted
from the menhaden fish. It is caught along the Atlantic seaboard.
When I say "we ", that is the company witi which I am connected.
We own six plants. We fish front Maine to Florida waters. We
have some thirty-odd steamers. 'There are other plants besides ours,
and these oils are produced in practically every coastal State of the
United States; it takes in Ajaine, Massachusetts, Connecticut, New
York, New Jersey, Delaware. Virginia, North and South Carolina,
Georgia, Florida, Alabama. Louisiana, Texas, California, Oregon,
Waslington, and 'Alaska. The total production annually is about
100,000,000 pounds. That gentlemen, with 60 plants, with 50 per-
cent of the plants not operating, due to this importation of foreign
oils--and wh n I speak of foreign oils, I want to include palm and
palin kernels, and all other competing \ois. We ourselves have an
investment of somewhere in the neiglborhood of $10,000,000. In 4
years we have been unable to operate anything with the exception
of the last season. We operated 1 plant out of 6. We operated 6
steamers out of thirty.odd-34 or 35. Ordinarily my company em-
ploys somewhere in the neighborhood of 3,500 men. We employed
last year perhaps 500.

We operated but 2 inonths. Otti loss then will show $150,000.
There was no way we could operate more, and that is characteristic
of the business. Now, there has been some remark made here about
the oil business. In 1929 there were 223,000,000 pounds of this oil
consumed in the United States. The soap industry used 130,000,000
pounds; lard substitutes. 14,000,0(X) pounds; paint and varnjsh,
1,000,000; linoleumn and oil cloth, 10,000,000; and other miscellaneous
industrie 1,000 000 That shows or proves, Ibelieve, that these oils
are interchangeable with these other oils.

In 1926 the price of these oils was about 47 to 48 cents a gallon.
These importations of foreign oil have driven the price of fish oil
down to a price, if you are able to sell it, of 11/p cents per pound,
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or in othei words 10 cents a gallon, hardly the tax on gasoline in some
of these States. We find the cost to produce menhaden fish oil is 46.
cents per gallon. When I say "we ", that is, independent of the in-

d1ustry. That is our cost and others. That is made up from dif-
ferent people.

Senator WALWOr. You are getting now about 10 cents.
Mr. HAYES. We are getting 10 cents a gallon. There is 71/2 pounds

to a gallon.
The question has been asked hiere,.is this tax prohibitive? If you

will take that tax, 7/ times, you will see that we have about a 40.
cents-a-gallon price, or a 47-cents-a-gallon price. that we had in 1920,
and that price, we must get to cover the cost of production. In Che.a-
peake Bay area, where this fishing is carried on quite extensively-
that is in the State of Virginia-they have had 17 plants there. Tiat
has dwindled to nine, over this period of 4 or 5 years, while this has
been going on. When I say "this" I mean these importations of
oil. These factories, from necessity. are located in isolated places.
'Thie odor is objectionable. They cater and employ very peculiar per.
sons. They emplov a person that has no other means of livelihood.
They raise large families. They do not need any luxuries. The
school is usually 4 or 5 miles away. There are no other industries
about. It is essential that those people should be given employment.We have heard a lot here today about silk stockings and electric
washing machines. These people have no stockings and no electric
washing machines. That is the condition of the people that work
in my industry.

Senator BAIJNY. Are you under the N.R.A.
Mr. HAYES. We are under something. We cannot operate. We

are just still.
Senator BARKLEY. What is the average wage
Mr. HAYE8. Last year we paid fishermen $20 a month and their

board. We boarded them. That is what we paid. and even then
we lost, as I say, on one fifth of our operation. or one sixth of om
operation. $150,000.

Senator BAPKL Y. What is the rate of wages, or what was the rate
of wages in 1929?

Mr. HAYt:S. About *60 it mnonth,.I was operating. It was sixty.
That was the wage. That is the crew. NOw, the officers' wages, the
captains and, pilots and mates-

Seator iARKLEY. We re talking albotit tl ordinary man.
M1-1r. HAYES. The ordinary mall waIs $60. We. of 'course, call be

(.,,isidered the tail ewd of this kite. htt it is a very important indus-
try. Th ire are one hundred and sotme fifty inilli4n dollars invested
ill it of the 1Pacifle coast. with the rehahilitation of it, so that we
,ohil operate agaill. It would put 1,)Ot) vess *ls to work, now idle.
and al proxiinateIF 50.(X) men-that is, seamen-but they are now
idle and iomg nothing. just on account of these conditions.,

Senator BALEY. I am prepared to corroborate your statenient
froin my knowledge of the conditions, ol the North' Atlantic coast.
Ihe industry is destroyed in the State. and is suffering prostration.

Mr. HAy's. rIhe Hayes plants Ii North Carolina, Senator, and
Wilmigton. We have two plants on the Cape, Fear River, and we
haven't operated either one of them in 5 years.
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Senator BAILY. There are plants all up and down the coast, and
there is the greatest abundance of these Manhaden, but do you think
we have in sight a _sufficient remedy?

Mr. HAYES. With this type?
Senator BAILEY YeS.
Mr.' HAYEs. Yes; I do.
Senator BAUY. You think that will be sufficient to restore that

industry I
Mr. RAYaS. It will get us back to the 1920 level. That would be

veiy constructive. a11d would permit. us to again do something.
Senator WALCOIT. Did you make a profit in 1926
Mr. HAYES. We did mate not an exorbitant one, but we did make

t fair profit. Yes; I think we made probably 0 or 7 percent; some.
thing like that.

Senator BARKLEy. What diI you get for the oil thenI
Mr. HAYEs. Forty-seven and one half vents. just the Iame price

now that that tax would bring it.
Senator BAItIuK.Y. Forty-seven anti one half cents a gallon?
Mr. HAYES. Yes, sir.
Senator BAitKiL.Y. This tax is only 5 cents it gallon.
3.1r. HAYES. A lound. That is 7/, pounds.senator BA ILEY. W'hht nations are your chief competitors in

:.hipping in fish oils ?
Mr. HAYES. Well, fish oils don't hurt us so much as theSe coconut

and palm oils and paln kernel. Those are the crux of the whole
thing. They are the ones that floor us.

Senator BARKLEY. Into what commodity does the coconut oil go
that has driven your fish oil oit I

Mr. HAYES. Well, you see, Senator, these oils mostly are inter-
changeable. For instance, you have heard cottonseed oil discussed
here today. Cottonseed oil, a great deal of it. went abroad. That
market has, as has been shown iere, been lost, in a great part.

Senator BARKLEY. Do you know Why it has been lost?
Mr. HAYES. Foreign countries, I presume, are raising their own

seed.
Senator BAKLM:Y. Their own tariffs?
Mr. HAYES. No; I do not think that. Seeds, they raise their own

seed, and so forth and so on.
Senator BARKLEY. Do you know whether it is due to the raising

of the seed or the raising of the tariffI
Mr. HAYES. No; I understand it is the raising of the seed, but I

have nothing on that. I heard some discussion awhile ago about
this trade. I would like to read an article that was in the New York
Herald, one day in February.

Senator GioRoE. Mr. Hayes. will you let mie suggest that 'oU just
put that article in the record, because we have extended the time,
about as far as we.yan, in order' to get through with the other side at
all.

(Newsppper artiee, i.ubmitted by Mr. Hayes. is as follows:)
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JAIPAN GAMING FznINO THAD AS UNITED STATES Iosa-NoPPONIE SAL=S Up
50 PEnCNT, A~umioAN DowN 12 PERCENT IN YMA1, SuavIY INDOIATES-nGRhT
Sxrr uN Tfxua--CcoN Puouc'rs' MAvxLW PAsSING To NNW CONTROL

(By the Associated Press)

M~AmA, P.I., February 1.-Sales of Japanese goods in the Philippines In-
creased about 50 percent last year as compared with 1933, while American sales
declined 12 percent, preliminary estimates by E. D. Heater, American Trade
Commissioner, reveal.

The principal Japanese gain was in the sale of cotton textiles, and the view
that this market is definitely lost to the. United States unless a new tariff is
imposed was expressed by officials. In 7 months of 1988 Japan's share of the
textile trade, normally amounting to only $10,000,000 a year, increased from
8 to 56 percent.

Because of the free-trade relations between the United States and the Philip-
pines, Japan's total trade with the islands remained only a little more than a
tenth of that of the United States, however.

TOTAL TRDE INCREASES

The total Philippine trade for 1988 was approximately $176,000,000, slightly
larger than the year before. Shipments to the United States amounted to
$t0,500,000, as compared with $88,000,000 the year before, but imports were
only $48,50,000, its compared with $51,100,000. Total trade with .Japan was
1 12,000,000, Imports Increasing from $6,150,000 to $9,000,000 and exports ftN)nm
01500 to $8,000,000.
The Philippines' favorable trade balance for the year "Vas approximately

$80,00000, the third largest on record and nearly twice the $16,000,000 of 1032.
The United States duty-free market was the economic savior of the Islands
again, as the favorable balance with the United States alone was $45,000,000.

SUoAR LEADING EXPORT

Sugar accounted for about 70 percent of the value of Philippine exports, as
compared with 63 percent the year before, all going to the United States. The
American share of the textile market was 85 percent last May and Japan's
only 8 percent, but in November Japanese sales of cotton goods had grown to
56 percent and the American had shrunk to 32 percent.

The end of the Chinese boycott of Japan in May was believed to be the chief
reason, but higher American costs under the N.R.A. formed another factor.
The boycott was effective in the Philippines because retail tralo is largely In
the hands of Chinese merchants.

The insular legislature rejected proposals for an Increase in the tariff on
textiles in 1932.

Senator BAILEY. Mr. Chairman, if this speaker is through, I would
like Mr. Blalock, the president of the National Cotton Co-ops, who is
present from North Carolina, to have an opportunity to be heard
with respect to cottonseed oil, I
'Senator GoRoE. It is, of course, the pleasure of the committee.

We are simply here to carry out the previous arrangement. Mr.
Hayes, you can put anything in the record that you desire to.

Mr. HAyEs. Yes; we probably will file a brief. I would just like
to add a few words, Senator George, with your permission.

Senator GEoRGE. Yes, sir.
Mr. HAYES. Our industry has been probably harder hit than any

other industry by reason of these oils being interchangeable.
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STATEM.1 NT OF CONSOLIDATE F1n6 I:ES Co. FILED WII THE imAis FINANCE
CoMMinr'Ei RF.LATIVE TO 'TAX ON CERTAIN OILS"

(By Thomas H. Hayes)

We are engaged in the taking and the reduction of Iiellhaden fish on the
Athntic coast.

Products manufactured by our Industry are menhaden fish meal (utilized to
stock and poultry feeding), menhaden acidulated fish scrap (very desirable
source of available ammonia in fertilizers), and rienhaden fish oil which is
consumed in the manufacture of soaps, rubber, paints, linoleum, leather, oil.
cloth, etc.

Due to interchangeability, no sale of menhaden fish oil can be made except
in direct competition with imported, palm, palm kernel, coconut, whale, fish,
And other foreign-produced oils. The wholeoile prices of these imported oils
is always the governing factor in the price that we are able to get for our oil.

The prices at which these cheaply produetd foreign )ils are offered has
depressed the price of domestic-produced fish oils from an average of 45
cents to 0 cents p-r gallon during the period 192-80 to a level of from be-
tween 1) cents and 15 cents per gallon since that period.

It Is the policy of the govOrnments of niost countries to not only encourage,
protect, ald assist their fishing industry but in many Instances to subsi.
dize them. A concrete example is the case of the Oriental Development Co.,
Promoted by the Japanese Government and whose bonds have beeti floated
in the United States and traded in extensively on the New York Stock Ex-
change. The Oriental Development Co. have provided it fund of approxt-
mately $20,000,000 for the development of the fisheries of Japan. A most
important part of Japan's fisheries is the herring industry which produces
fish oils, fish meals, and fish scraps. These products are sent hevre itn large
and increasing quantities to compete with domestic products,

It is a matter of common knowledge that we have nn overabundance of room
for the expansion of our own domestic fiselrles. We have from Eastport,
Maine, to the Mexican border over 100,000 square miles of fishing area with
another 100,000 square miles off our Pacific and Alaskan coasts, where the
supply of those other prolific Ashes, the sardine and herring, is assured. A
striking illustration of the possibilities of extending our fisheries, provided
proper protection to insure our domestic market is afforded, is seen in the
fact that during tho, early (levelolpnbent of these fisheries on the Pacific coast,
1016 to be exact, there were but 25,000 gallons of fish oils produced on the
Pacific coast, but In the 19290-80 season this increased to the total of 8,359,77
gallons.

Menhaden abound in the waters of the Atlantic coast and the Gulf of Mexico.
Reducing plants are located at strategic points and of necessity in isolated
locations. The flshermin as well as the factory worker are generally the heads
of large families who depend upon fishing entirely for their livelihood and
usually they do not prosper at any other occupation. They usually own their
own home and In the past have been splf-sustaining desirable citizens. During
these recent years, when because of this competition the producer was obliged
to reduce wages duo to the d0crensed revenue obtained from the sale of his
fish oil, there has been a marked tndeney on the part of the fisherman to
migrate to the larger centers of population where usually ie found considerable
difficulty in securing employment.

Rome idea of the drastic reductions in ti, wages paid these fishermen, due to
this ruinous competition offered by these imported oils, may be gathered from
the following facts: From 1925 to 1030 the average wage paid the fisherman was
$65 per month end hoard. Since that period the monthly wage paid the same
fisherman for the same work was $18 per month and board. Each menhaden
steamer employs froin 35 to 40 men, and the average monthly pay roll per
steamer was between $3,500 and $4,000 for the period 192530, compared with
between $1,000 and $1,100 since that period. The factory worker has also been
reduced from $60 per month during the first period to $20 per month during
the latter period. This In spite of the fact that the average catch of fish per
season was far in excess during the period 1031-88 to the catch of 1925-80. In
fact, the catch since 1980 has been the largest peo steamer in the history of the
industry, which extends back well over 100 years.
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It nust beadtttd tht it fi.Alierna citnliot g oin earning $18 per nonthi and
support a family, and neither cin the producer payi, iore unless tile imports of
these cheaply produced foreign oils and fiats tie restricted ont he obtains it
fair price for his product, which will enable him to agait piy a living wage.
The only other solution is for the fisherman to give up his work, move his ftillyto other locations, and endeavor to find more remunerative employment. If hefalls to find other employment of a gainful nature it naturally follows that our
Government must support him either by dole or some other method.during the World War the lack of domestic fats anud oils caused such aredu(ed supply (if glyc rin for Gernmany that It has been sold that this was at
most serious factor In the termination of the watr. Is It good policy for us todepend for our supply of fats tind oils froim whlch glycerin Is derived frdnt
a source that can be shut off almost Instantly as asserted by some highly
regarded military authorities? Would it not be better lollcy to encourage
and protect the domestic produetlot of oils and fats anow aid be sure of outr
supply in case of emergency?

Moreover, during the late wair our Government called upon the menhaden
industry for her steamers andl found them in good mindition Bud ready toserve. There were many ienhaden steamers taken over by this Government,
and among them were a few now owned by ourselves, ntmely. I'LstCr Waiter
Admsn, Long Islan4. .llairet, Mary! It. Garner. Ranifer, Alaska. Eule, F.
Price. anld Peter ('. Struoett.

Other of our steamers served the Canadian Government, namely, II'lll1am I.
:Muirray, Antaganectl. Rotlin, R. Maon, Hebcrt N. Hfltarda, Marth J. Marrson.
Leander Wilcox, and Rowland 1Vilcoa'.

These vessels are approximately 150 feet long by 24-foot beams. 11nd wereused as patrol boats and mine sweepers. Many owned by other operators illso
served.

At this time our Government also called on our Industry for trained witer-
men. ment who knew the coast and many menhaden fishing officers served well.

With the ruinous prices we have been forced to acept to conltete with theseimported products coupled with the charge Increases In the cost of ship repairsunder recent Government rules, we will be unable much longer to keep oursteamers in, the repair they should be kept to be of service to any ole.
The cost of out nets, twine, cordage, fuel, oars. fooal, etc., have all ictreaaied

but the selling price ,,f our products still decline.
That the imposition of this proposed tax and the aniendnetnt to Include the

other oil imported fats and oils will not hurt anyone is quilte evident whenone considers thit with the proposed tax Included the selling price of theseforeign oils and fats will not be hi excess of the 1024 levels. This fact is
substantiated by Bureau of Statistics figures.

Trade balances between the United States ant the countries from which
we import oils and fats itre as follows:

Our exports Our Imports

Philippines ............................................................... 4R, 80 $7,133,000t .................................................... 1,874,000 ,00,0
euo.. . ... ....... ............................ 1,4,000 84,20,000Bey Mal y ........................................... 4,60,000 ,000edan Congo........................................................... 4, 24,0 83 073,I'Ft oh West Africa ..................................................... .. 8 0 2,7 , 000

Phlppns .. ............................... .. ............. 1M 0.7, 0
............ 8............................8. ,,000 8,216. 00

,oilp .................................................. 4497,
r ~ll ... ...... ..... 737M000 8.118,000

n e"V"i *6y i 1s........... ............ * ............ 70::::110::000:2:.82n7,000Philipiner ...................... 1 3 A , 000000., , 000 3,187,000Dutch East Indies ...................................................... 6,118,oo 29,827,000
1933

Philippines..........................................................4.81,000 ,03,0N I GerYa ..... ................................................ 1, 8,000 8, 0,00.th as C d........................................................ 69,000 3,071,000Mor tAlsh ys ................................................... 8, 013,000Belgi an Congo .................................................. Z89 0 59,44000
87800 l1,1400FPrench West Africa ............................................... 1,60 0 8t,000 oo



TAX ON CEHITAIN OILS 377
i view of the iajbom- figUres It Is rather dliflhtlil to e.one'ive how 1 ,th impo.l-

thim of this propomsd tox eollhl Iaffi-vt tier bhaiice of trade unfavorably in the
great majority (f these co.uenat rh,.

We, therefore. urge lhii passage if this lx to be levied ulpon1 both (|itnltturl d
aid litural foreign lrod(,e(l fits iad oills its being ne s asllry to thi prestrVa-
t:ln of this branch of tIe, Anerh.an fisheris which ham lways afforaled gaiiful
emilo.imnt to the Alaerivim fishlerseil who iow so Iadly needs employment
fit it fair Waigp.

Itemslectftllly sUbinl ted.
(*ONNOL|PATIMl) FI1411ERIiI. ("O..

It. c. HAYEM, PremidAit.

STATEMENT OF V. B. BLALOCK, DIRECTOR AND REPRESENTING
THE AMERICAN COTTON COOPERATIVE ASSOCIATION OF NEW
ORLANS, LA.

S.11'1tor (1oRGE. Mi'. Blloe.k. it i6 not the wish of the 'om.littee
tit restrict anybody or to prevent any testilmony. but we stallrted out
with a fixed program. 1A ( will ask 'vo to I.tt into the record anly-
tthing that yott desire. and make a statement. as brief as possible.
( ver what voil had il mind.

Mr. BII,,AlK. All right. Mr. ('hairmtan. I just sim)ly wllt to
niiake this statement. thoit the price of (ottonseed. which is the third
largest. (,fsh ('rO)l )li,'ill ill the South. has gole Ill) sil'e the agita.
tion for this tariff stated. lrotm about $15 it toi,. to about $:,2.;0 per
toll. and we are nolw getting for our seed about $46.75 lr tol. which

iits IIs )acIk to it )n'e-wllr IarIitv li(e oi oe Of our I)ro(hcts. As
ins been promise ius by the I)rer-eit administration, we people ill

the South. if we ('(.1h lf1V1.1. sol mir cottoinseedl. ais l)I'i(lI('.. 13-
millio-bahl crop) ]lst year. for the price thilt we( can llow get. would
have received morne tliall $100JIMOO.A(0 more for our1' cottolsoed than
we received for it as we mlarket(,d it last year. Filnthernore. I wimt.
to say that. if we (.1il1 get this excise tax On foreign oils., if that
is the calle for thi. ellhallvicllelit in pricl. 1111d we cani1 continiue to
ge't that price. we people lowit South will aigaill N' aIde to Send ou r
•-hirts to the laundry. We will be able to) )Iy some tires froll I)e-
troit. We will be able to biy some leatht' goods from Boston.
Mass. And. incidentally. I think that we will bt, able to lpay that
I (Pilt extra per e tie on stitI IS.

Senator ComNAJ,.y. Mr. Ihrem'nkmn is here r'e.resnthlig the
National Grange.

STATEMENT BY FREDERIC BRENOKAN, WASHINGTON REP-
RESENTATIVE, THE NATIONAL GRANGE

Mr. hiN.:xCICM.'. Mr. ('hatirilasn atnd gentlemenl. 'ilhis whole Sub-
Je'ct of fat and oils can he IIai(e very (ontpliateld, alnd it Vin also ie
made very simple, as we look at it.. It nmst lbe manifest to almost
any fair-minded person that we are not going to get anywhere with
our' campaign to reduce domestic acreage il production if we are
going to allow competing innl)orts to come inI f ree and unrestricted.Senator ]3AILE.Y. Oil that )roposition, you take the view that tile
agri(:ultural-reduetion program tprotects higis tariff on agricultural
products ; is that your view I

Mr. BarIIt A.. Well, atS We 1o1 lt it-
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Senator- BAIUY. Isn't that a simple statement of it? Isn't that
what you are asking for?

Ir. "ItENCKIA N.• eS.
Senator BAILEY. All right.
Mr. B ERnmcKMAN. What we want is that all imports shall be

restricted in at least the saine degree that we are restricted in our
domestic acreage in production.

Now, there has been talk here about what this will do to the price
of soap. Here are just a few interesting facts. Coconut oil is the
principal imported soap .oil. It was binging, in 1900, 10.6 cents
per pound. The 1983 price was 4.2 cents per pound, a decrease of
6.4 cents pe' pound, 0 percent. However, laundry soap was whole-
saling in 192; at 4.85 cets per bar. In 1932, the wholesale price on
the same kind of soap. on the same market, was 4.23. cents per bar,
it decline of 0.72 of a cent.

Senator REEt:. What was thit, market. Mr. Brenckman?
Mr. Bnt.cilMM. Well, that was the wholesale market.
Senator REW. The price tliat has beenl given us by the soap

makers is very different from that.
Mr. BmKCKMAN. I am speaking now on the 1933 prices.
Senator RtEED). According to them. the price has goie down since

January 1, 1933, f rom 3.70 per box to '2.30 ler box. ,
Mr. I tiXCKM A%• I was speaking of it biar. ,At any rate, while

the price for their raw inaterial went down 60 percent, the price of
the fnished product went down only 14.8 percent.

Senator RE~iI. That is not the figure they give. They show a de-
cline of 48.8 percent in laundry soap from 1926 to 1933. so.o lr prob-
lem is to find out what the facis are.

Mr. BRENCKMAN. I thiik that these facts are reliable. Some of
these figures have been taken from the United States Bureau of
Labor Statistics. I just want to say in a word, Mr. Chairman, that
Congress is now passing legislation, appropriating hundreds of mil-
lions of dollars for' the relief of the dl-airy industry. and the beef-
cattle industry, and we are in favor of it. ' Those industries need it,
but it would be a great pity, while we have the chance, not to do
something to deal with the situation that brought about this distress
in those industries, and that is what this proposed excise tax is
intended for.

Now, this is what I want to (lose with. speaking to higher prices.
The farmer today is worse off, according to the commodity index,
than he was when out agricultural-industrial legislation was passed.

Senator RED. I think you are right.
Mr. BlREiCIMAN. The iaerage l)lice level of the agricultural coin-

modities, on May 15 When this legislation was passed, was 62, taking
the pre-war period as 100. Thcustrial commodities then were at
101, leaving a spread of 89 points, to the disadvantage of agricul-
ture. The last price index I saw on February 21 shows that the
average price level of agricultural commodities now is 75, or a
pre-war average price by farmers for things they buy, 118 pre-war,
a spread of 48 percent to the disadvantage of agriculture, which is 4
points more than it was on May 15.
Senator BAILEY. But was there a time when the spread was 57

points I
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Mr. BRENCKMAN. Yes. I
Senator BAILEY. So we are better off in that respect?
Mr. BRENCKMAN. And that spread is entirely too great to be

workable, and I want to say now that there is no such thing as
restoring prosperity to this country until we restore the purchasing
power of agriculture, and give agriculture that parity that Congress
intended and that agriculture should have when it passed the agri-
cultural-industrial act. This is going to be a help, so we are for it.
I thank you.

Senator REED. Mr. Brencknian, I know the Pennsylvania farmers
tell me they are considerably worse olf than they were a year ago,
ind they say if we do not quit relieving them we will ruin them
entirely.

Mr. BENCKMAN. Well, you are not going to ruin them by this
legislation, because dairy farmers of Penns31vania want this legis-
lation, to protect their industry.
Senator CONNALLY. Mr. Chairman, I should like to have an oppor-

tunity given here to another mau of the producers of edible food
association.

Senator REED. We have been sitting here since 10 o'clock this
morning. I, for one, would like to quit.
Senator CONNALLY. If you are going to quit, let this other man

go on for 2 minutes on that side. '

STATEMENT OF GEORGE LINK, JR., NEW YORK, N.Y., REPRE-
• SENTING THE AMERICAN PRODUCERS OF DOMESTIC INEDIBLE

FATS

Mr. LINu. I represent the rendering industry in the United States,
and our condition in that industry is rapidly approaching the same
condition that exists in the fish industry. It 1929 we had 300 plants
engaged in the rendering business. Now. the rendering business is
a very important business. It is the byproduct end of the fat indus-
try of the United States. That is a most important industry. If
Germany had been able to secure more fats, the outcome of the World
War might have been different. It is a different industry. It is an
industry that should be preserved. Since 1929 one third of the
plants of the .United States. in the rendering industry, have had to
close their doors by reason of the importation of these foreign oils.
We are today compelled tolpay our labor 3.5 and 40 cents per hour.
That labor nust comi pete with labor getting 6 to 18 vents a day. Our
labor must have food. clothing, heat. and a place to live. The labor
with which it competes requires nothing but at loin cloth. The prices
which we have been getting for the rendering products are between
a cent and a half and 3 cents per pound, based on quality. Tlhat
price is dependent entirely upon the price of these foreign iiijuorted
oils. You cannot get away front it.

The soap interests come h,ere and they have repeatedly stated that
flou Condition is due to poor inerchaidising. Well, you cannot nier-
chandiso anything with this trenendotis qtIlntity of coconut oil Id-
ways banging over the Amrican imarket..

Now. Congress itself has. reco,,ized the nekld of lprote(.tion as far
as ,ocomt oil and these other oils are concerned, because there them-
selves have placed a 2-,ent tax oil it. bit 1 1fortilatviy it dil not

379



REVENUE ACT OP 1934

ovTr tle Ilhili))ille situation. So that practically [Il the cocolfit
oil We g(t is Phi-Iippine coconut oil. Now, I cannot for the life of
me iII t'irstil why we subsidize this thing and subsidize that thing,
ill order to get m'e )ro(lucers to .,!ill their products into this
country aid displace and kill the vaciiti wlich we are trying to
,'rite' "lietre. so that tlhese industries call be I)ut on their feet. Now.
there is niit a renderer in the United States that is not today losing
1110oey. Some of these concerns are losing at the rate of $6,000 per
moth, hoping against hope that that industry which is a very nece.-
Sary 014 iniprtant industry will be lreservd. Now, I have heatil
,.,o)lit statements made here, for instance, today, one man talked about
the road-building industry. Now. the product that he sells probably
sells between 8 and 10 cents pet gallon and yet, probably, in his
8 or 10 cents per gallon price the aniotit of coconut oil he uses i.
p~robabl till lt finitestinal amount so that based on the amount of
.,,,ill,il)11 titIt lit'lss ill his ro'li(. Iv' would be saving a lot of

i1101o 3'V if lit' hk(Tt oll llsilig tilr l ltil'el. (1r. if It' vollh nlot Ilse till,
i'iitiri'ky. hb still probably gets more for his coconut oil at 21/2 cents
pItls thn' tax tltul he would f'or road tar as he now presents it.

Senamtoi' METVALF. Wi|t 1) 'o reii ler lt Vour place?
Mr. LI.NK. We 'dt lldr (tl lists ii'li htt\' li'l'il shown to you heure,

idt t hen we' ids i'(li4 ler 'Xte.s Iof tie wi.- fits 'ro)il the butcher.
'Ve also I'olidelr tle \-wa.te rat's fli n ,leall 1I101111IS. I llmean it is lilt
indliNor yhit llts beel ill v'xist'te iltl,' gllt'i li1)oll. It is it necessary
industry' al I it s houli be preserved. aImlI if we coitinule ats we fre
111w gollig oI, it will I)v (lestroyet.Senator CoN.A,mx. Where are you r llalits located? Where is
the industry located?

MI. LiNK. All over tie United States, every city, because youilli readily 1 illl(rstaniI. yoll first have Vir restaurant waste, your'
butler waste, tine garbage waste, alld the waste that accumulates il
every large city. You cannot trallsl)ort that tar, first, because of its
('On(litio(l ; sec('on(I, because of its cost. It, is cietiper to import coco-
miiit oil. 1 ilietlin. frOii a freight standpoint, it is cheaper from the
Philippiles to Clic ago, thllll it is to send our product from ew York
to Ciwago: st). you call set, \Ivvwe. la I'eit battle all along the line.
Now, if you want to throw all those men out of employment, and
render wvirtliless the capital invest .'oit of over $50.000,000, continue
to erillit hilts 'o('ollilt oil ianid th s e otiler conl)etitive oils to Comlie
in, il) the )reselit basis. without allly rItt'ction to this particular
il,(Iistry.

Tie (' .AINIA. I iMaike ill all)olog,. I hlad to go to lhe White
Ilollse. I inl le'4ta itI tile .2 hours ilitv' Il'll 'ollillnei byv tile lI'()-
liiei1( (111 this lileasui., an l that., 4ll% an h1411r a 1 8 liililtse lilts.bI't'i i,uiuini.l. l)yV thirst' wVhoit) ar o.Iuse d to) it. Now, havte e \s finished {

tlio.ms' %%i are ill fa r()' of it e
st'iiiitoi' (IGllE. Yes.
'l'l' CiIMICIMAN. EH',ryIody has been lie'irl? Let its proceed to

tliost' who lre iga list. it.
Sena11t1or RV:EI). I slurgest we adjour.ll
The CAI ANM. Wiat tiiiie is it?
,et'lltilr REEl). A (hlt1 'ter past 5.
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The CHAIRMAN. We will hehr for 48 minutes in the morning those
who are against this measure. Will the committee meet in the morn-
ing at 9:801

Senator RED. No.
The CHAIRMAN. All right. Then we will meet at 10 o'clock.

AIF'Ei RECESS

The ('II.CM-\N. W here is Mr. (ordon. I'here tre 48 minutes
Ieft for those w0ho are opposed to this 5-cent tax on oil. We have
vhosed the lproponents" side of the vase unles the opposition should
take more than the 48 minutes. iii which event additional time will
he allowed to th, l)roponlelts. We hlope that the witilesses will gov-
(el'll theiisel'es nc,,rdingly. bev'aiuse we litiv' i considerable number
of other matters here to go into. We have already given l1ch llt in)re
tiin to this question than we had expected to. The subject of the
t(ix on oils is specill' set for this afterniMoi. When we get. through
with that, we will try to. hear .one of tile otler witnesses, so they
can get away. We are just is anxious for thein to get away its
they are to get away.

V\(' will DOW hear sMenutitir Ellfpidio Quilitiio. represenlting the
]Phillippine producers of (o(,Oltits.

You have been allotted 2 tionutes. I want to say in this connection
that I have tohl Mr. Quezon that the committee is going to hear him
for about 15 minutes, when we go into executive session.

STATEMENT OF SENATOR ELPIDIO QUIRINO OK BEHALF OF
PHILIPPINE PRODUCERS OF COCONUTS

Senator Qt;itixo. Mr. ('hairiman and gentlemen of the committee:
There is a delegation front the Philipline Islantds, sent by the Philip.
pine Legislat ire. to I,lake r'1-estlt tions before Cotngress in) con-
nection with pending legishtion in this legislative body. am a
mleler of that delegation. I do not believe I can llpresent the
whole Philippine case on this Side within '2 minutes. but I will try
to express it ini a few words, and I do not believe I could take more
than 2 or 3 minutes of your tile to discuss only one point which
has been brought out ill these he airing.

Front the testimony of witnesses who itve ihvooated the adiel)tion
of section 602 of the revenfle law. ot the revenIe hill of 1914, it is
evident that their object is to exclude Philippine coconut oil and,
indirectly, Piilippine copra. fromn the American market. because of
the mistaken belief that these Philippine pr,,licts o.lI jlett with
American products fits and oils, in this country, Mr. Chairman.

The CHAIRMAN. .May I ask, were any of the representatives of
tie Philippine Islands heard yesterday? I was away for a brief
time.

Senator BARKLEY. Xo.
Senator QIRIeNo. Xo.
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The CH.IRM.,. It. seems that it is fair that these gentlemen
should be heard for a large part of the remaining 48 minutes. This
committee started oAt to give an hour on each side. and the Phili -
pine Government is perhaps more interested in this than anybody
else. I think it is fair that a large part of the remaining 48 minutes
be given to them. If the 48 minutes is exceeded in the presentation
of the ease of the opponents, time will be allowed to the other side
accordingly.

Senator Quirnxo. I am not going to take more of the time than
I need, for the benefit of the other gentlemen who want to speak
against this section of the revenue bill, Mr. Chairman.I started out to say that in the Philippine Islands we observe that
during our long political relationships with the United States, many
American goods entering freely into our country directly compete
with Philippine goods. Some of these are dairy products, meats,
and even vegetables, but we have always considered that these prod-
ucts imported front the United States were not foreign products,
but were products to be protected equally by the Philippine Govern-
ment-to the saime extent that we would lrotect Philippine goods-
and, Mr. Chairman, we never attempted to impose any burden upon
any of these products entering the Philippine Islands from the
United States simply to avoid or to prevent their competition with
Philippine goods. On the contrary, out of gratitude or loyalty,
perhaps, to the United States Government and people, the Philip-
pine overninent has been approving legislation tending to protect
not only Philippine goods but American goods that enter our
country.

I am going to cite several instances in which the Philippine Gov-
ernment has done this. In 1932, we approved three tariff bills. The
first was a generalization of the tariff law of the Philippine Islands
for the purpose of protecting both American and Filipino goods and
not only for revenue purposes. On the same occasion, the same
legislature, in 1932, we approved a parity law, compelling importing
countries to pay the tariff on their importations in gold equivalent,
and in order not to give them undue advantage, which they were
enjoying because of ,he depreciation of their currency, whiich is
silver.

In the same session of the legislature, Mr. Chairman, we also up-
proved the antidumping law. I tlink we went altead in the Philip-
pjne Islands, of tile United States Congress, on this question, in
orler to prevent or check the importation of cheap goods from
neighboring countries, so as to protect American goods, especially,
o- well as Filipino goods in our own country. There was a specific
instance. not nore than 0 years ago, where the Filipino legislature
-it its owii initiative, or indirectly atthe behest of the Federal Gov-
erninent, revised its tariff on tobacco, increasing the rate of duty on
Sunmatra Wral)er tobacco, in order to emiialize the rate impose(
by the A.mericall tariff for the protection of American manufacturers
of ciW1rs, ind against the protest of some of the Filipino manufac-
ture,.s who eniplov Smni mitra wrapp ers also in their industry.

Mr. Chit irmniu. to exclude. now. the% lhilipl)ine coconut oil, and.
indirectly. tei Philippine copmra. under tli .ireumstances. when tile
Pl ilipp~in1i (Govelnme.mt 11d pI'ople have beenll making efforts to
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protect American goods during all of these political and commercial
relationships between these two countries would, we believe, beunust to this people whom you have considered as wards.

The CHAIUtMAN. When the Filipino independence bill was passed,
did we fix a limitation on coconut oil or copraI

Senator QUIIIINO. Yes, sir.
The CHAIRMAN. What was that?
Senator QUImNO. You have fixed a limitation of 200,000 tons

every year during the 10-year transition period, and you also
imposed, besides that, an extra taxation of 5 percent of the American
duty, beginning with the sixth year of the transition period.

The CHAIRMAN. What is the exportation now to the UnitedStates
of coconut oil?

Senator Qunix'o. Of coconut oil ? I will give you the exact data.
Senator REE . And copraI
The CHAIRMAN. That was the limitation. And copra?
Senator QUJItzIo. The actual ozport~tion .The CITAIn AN• YOB., "t' , ,,' /,:. .
Senator QuiiUo.' We - r ",, ..
The CuAIMAN, .0ow mu. is now 6Oming Inthe . United States?
Senator QuIRnjOJ v I Wdltgiv#y4u the exat amount,
The CnAr (AR * f niatter( fact if you can, 4tt furnish that

to the record, binse9 the rec0 .s ld show.how muoh is now com-
ing in. so we esn Understaitd how this limitation Will affit it in the
future ' ., .

Senator q#Mi.wa ko tpoAion of-copra?
Senator K'hMa'I say, ey jeet that bill that we passed,

so there is nol"•w.
The Ci A. Well, I understand, tlwugho there -is -. liklihood

of their accepting' the law., ' - -. e , , . .
Senator Cfro. We have. hon e of revising ao- the economic

provisions. which weioi pt~ydictal to our interests.
Senator Kni I yo*-oept it, you won't get oiy revision.

Proceed. ,
Senator Quiitzo. We will be hoping against hope, flen.
'The CIACMAN" I did not catch thit -colloquy. It may have been

that you gentlemen were whispering to each oltier.
Senator Qurnixo. Senator King said that it would be very hard to

secure a revision of the economic provisiotns.
Senator Kixo. If they accept.. If they put the chain around their

necks, the y are going to keep it there.
SeaI tor Qut ixo. And I said we hoped that this provision would

be revised or improved, to otir benefit. If there is no hope. of secur-
ing improvement, and I said then it would be " hoping against hope."

The ChAtn , N. As one Memlber of the Senate, I hope that you
will approve what we have done.

Senator KIxo. 26 another Member of the Senate, I hope that you
do not, and that you vote for a Filipino bill giving you your liberty,
right away..

Senator Quiiuxo. Thank you very much.
I wits goig to give you the exact fKgures ,on our i portation of

1932 to tie United Statvs on coconut oi . Tis is P14.071,039. One
46032-34--25
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peso is 50.cents, and this represents 95 percent of our total export
in 1932 of coconut oil.

Tie CHAIRMAr. Can you transfer that into pounds?
Senator QuijINo. That is, more or less, $,800,000.
The CIHAIRMAN. You need not give any more time to that. It

will be filed in the record. We willhave that.
.- entor QUIRINo. I am glad to be excused from giving these data.
Mr. Chairman, the present free-trade relations between the two

countries have been imposed by the United States Congress upon
us in. 1909. Both our Representatiies in Congress as well as the
Filipino people back home opposed the establishment of these free.
trade relations then, but we were powerless, and it was imposed upon
us; and because of these free-trade relations between the two coun-
tries, the coconut-oil industry, the copra, and all other industries in
the Philippine Islands have been greatly encouraged and developed
tremendously, to the extent of increasing also, commensurately, our
purchasing power.

To illustrate the big increase in our trade with the United States,
I wish to make it of record that from 1909 to 1980 our imports front
the United States have increased 1,113 percent and our exports to
this country have also increased 015 percent. 'he commerce of the
Philippine Islands, external trade of the Philippine Islands, because
of the free-trade relations, has been practically absorbed, almost all
by the United States. Before the occupation of the Philip pine
Islands by the United States Government the participation of the
United States Government in our trade was only about 20 percent.
It jumped now to 87 percent, leaving the 13 percent of our export
trade to the rest of the world, so we are now at the mercy of the
United States commercially. Our only hope is the fulfllnent of the
moral obligation, spontaneously assumed by the United States, to
develop our country, that we may be prepared. not only for a self-
governing existence but also to be a happy, prosperous people.

Mr. Chairman, to exclude any of our industries from the United
States territory or market, while American goods enter into our
country freely without any duty, without any limitation, and pre-
cisely an industry which affects more than one fourth of the total
population of the Philippine Islands, whose livelihood depends
almost exclusively u pon t ie coconut oil industry, is almost a cruelty
to this people, and I wint to say to this committee that it will be
disastrous to at least 21 provinces of our country.

Senator GoREp. How many provinces arc there altogether?
Senator QuiRiNo. Forty-nine, Mr. Senator.
Senator GoRE. Could you give us the number of the people in those

provinces?
Senator QUJmRo. More than 5,000,000.
Senator GOHE. No, but I mean in those provinces having coconut

trees.
Senator Quniiao. Yes, sir; more than 5,000000.
Senator REED. Senator Quirino. could you tell us whether we pro.

duce any coconut oil or copra, in the United States?
Senator QUIRINO. I think you do, but very, very little.
Senator REED. And there is a little produceil in HawaiiI
Senator QUiRo. Yes, sir.
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Senator REFD. And a little'in Puerto Rico?
Senator QUJIRINO. Yes, sir. And because practically, I think, 80

p percent of your coconut oil that comes from other countries comes
froin the Philippine Islands, the effect of the imposition of a 5-cent
tax upon our coconut oil will be to exclude our oil from the American
market; and indirectly, because copra comes here, it will be crushed
and turned into oil, also affecting our copra industry.

There is apprehension that the coconut industry i'n the Philippine
Islands is so flourishing that it will perhaps flood the American mar.
ket with Philippine coconut oil, to the serious detriment of American
fats and oils used in this country. I would like to bring to your
attention the fact that from 1921we have been decreasing our im-
ports into this country, not only because of the depression-

Senator GORE. You mean the aggregate imports?
Senator Quiituo. Imports in this country; yes.
Senator GonE. Aggregate imports of all sorts.
Senator QuivitNo. Coconut and copra.
Senator GORE. Well, that is what I was getting at.
Senator BAnKFrY. It was stated yesterday that for 1933 there was

a considerable increase over 1982.
Senator QUIRINO. A little increase, Senator; but there has been a

steady decrease in our imports to this country from 1928, which is
considered the biggest amount of importation here for the last A
years.

Senator GonE. What was it then?
Senator QuiniNo. From 1928?
S-,nator GORE. How much'was it in 1928?
Senator QuimNo. I was just going to give you the figures, Senator.
Senator GonE. Pardon me.
The C[AIRMAN. In 1938, the exports to the United States were

$44,000,000 plus; the exports to the Philippines from the United
States that year were $93,000,000 plus.

Senator 4uitiRNo. In 1928, our imports of copra to this country
were 45,084,000 pesos, or about $24,500,000. In 1920 they went down
to 31,000,000 pesos; to 26,000,000 pesos in 1930; and to 18,000,000
pesos il 1.931.

Senator GonRE. Please convert that, each time. It doesn't mean
anyth ing to the committee.

Aenator Qtrijrzo. In 193o) 10,000,000 pesos, or a little over $5,000,-
000. From practically $25,000,000 in 1928, it went down as much as
$5,000.000 in 1932. 'that is, in eopra. In coconut oil, in. 1928, we
exported to this country $23,000( i) of coconut oil, and this amount
went gradually but steadily down to 15,000,000 pesos, or $7,500,000.

Senator BARILEY. Was that decline due to the reduction in the
actual quantity brought in, or to the price?

Senator QuilirNo. Both, Senator, because we have been exporting
here, in decreasing .volumes, and also in the less amount, represented
by these figures.

Senator GoRE. The volume has gone down as well as the value?
Senator QuiTnio. Yes, sir.
Seniitor REED. Now, Senator Quirino, I havp the figures here from

the Tariff Commission, which show the imports in 1928, from the
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Philippines, 145,000 tons of coconut oil, and 158,000 tons of copra,
in terms of oil.

Senator GoRE. Was that thousands the last time, Senator QuirinoI
Senator Rumw. One hundred and fifty-eight thousand tons of

cop ra, in terms of oil.
Senator GonE. Yes. You did not say "thousand."
Senator REED. That means, also the importation of oil, in one

form or another, in 1928, of 803,004 tons-.08,000 tons.
Did all that copra come from the Philippines
Senator Quntno. No, sir.
Senator REED. I haven't the separate figure for the balance.
In 1933 our total importations of coconut oil and copra, from all

sources, were higher than they were in 1928. They aggregated 732,.
000,000 pounds, which is 866 000 tons.

Senator QuWIN€o. That is die total imports in the United States.
Senator RED. That is the total imports to the United States.
Senator QVuiRno. Yes, sir.
Senator Rzw. So we did increase our importations between those

years?
Senator QuinRiro. You decreased from the Philippine Islands.
Senator RED. But decreased from the Philippines I
Senator QUmIRo. Yes, sir. I did not want, M. Chairman, to

utilize all the time.
The CI AJ AN. You have used 19 minutes of the time.
Senator Qumiz€o. Nineteen?
Senator GORE. Let me ask one question: How many pounds of

coconut oil do you get out of 100 pounds of copra?
Senator Quinioe. Pretty nearly 60. I do not pretend to enter

into the technical side or phase of this question with regard to the
effect of section 602 upon the importation of coconut ol or copra,
which. according to our own experts, will be tantamount to exclusion
of these articles from the United States market. My only object in
emphnsizing my point was to bring out the fact that while the United
States has the absolute right to enter freely into our market without
any restriction, to bring in any goods into the Philippine Islands,
the Filipino people lue got their duty in protecting these goods at
the same time that they have allowed them to enter freely. Accord-
ing to the present titde arral gements with this country, Mr. Chair.
man. Filipino goods do not a 1 come freely into this country. They
only conte free when they do not contain more than 20 percent of
foreign goods, while American goods, when even they contain 60 or
70 or 80 percent of foreign goods, enter freely into our own country
without any restriction.

Senator 'McAnoo. What are the 4 or 5 principal articles of our
exports to the Philippines?

Senator QUIJUNo. I beg your pardonI
Senator MoADoo. Name the 4 or 5 or several of the principal

exports from this country to the Philippines.
Senator QuntiNo. You have your cotton, your steel and iron, your

mineral oils, and automobiles, wheat flour, and many others.
The CAIRMAN. Have you concluded, SenatorqI
Senator Quinirro. Out of courtesy to our companions on the other

side, Mr. Chairman, I am going to concede the floor to the others.
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Tie C IRMAN. Secretary of Agriculture and Commerce of the
Philippine Islands, Mr. V. Singson Encarnacion. Mr. Secretary,
how much time do you want?

Secretary ENCARNACION. Oh1, I think 2 or 3 minutes, Mr. Chair-
man.

STATEMENT OF HON. V. SINGSON ENOARNACION, SECRETARY OF
AGRICULTURE AND COMMERCE AND ACTING SECRETARY 01
FINANCE OF THE PHILIPPINE ISLANDS

Secretary ENOARNACION. Mr. Chairman and gentlemen: My name
is V. Singson Encarnacion. I have the honor of being the present
Secretary of Agriculture and Commerce of the Philippine Govern-
mont.

I desire to be permitted to oppose the excise tax of 5 cents a
potnd on coconut oil in section 602 of the pending revenue bill.

The proposed tax rate is roughly double the price of the com-
modity. With it, the price would be trebled. Common experience
shows that the consumer will not absorb so steep a price increase.

The inevitable result would be the shutting off of coconut oil from
the United States and the consequent shutting down of the coconut-
oil mills in the Philippines.

Such a debacle would not produce revenue for the Federal Treas-
ury while it would appreciably reduce the already diminished income
of'the Philippine Government.

May I say that the destruction of our coconut-oil industry would
take away the livelihood of more than a quarter of the entire popu-
lation of the Philippine Islands, and the suddenness of the infliction
would. I am afraid, be subservice of public order and good govern-
ment in the Philippines.

Another inevitable result of the proposed tax will be the practical
abrogation or derogation of the present free trade relation between
the Tnited States and the Philippines. If so heavy a taxation is
imposed on our coconut oil, later, equal or similar taxation may be
iml)osed on our hem p and other products which will also lie barred,
consequently, from the American market.

Gentlemen' our present mutually beneficial commerce is worth
preserving. The Philippine imports from the United States during
the worst depre8sion year of 1932 amounted to $52.000.000. It should
not be overlooked that from the above amount, cotton goods. $10,573,-
798; meat and dairy products, $2,347.747; which make a total of
$12,921.545. While coconut oil export to the Tnited States amounted
to $7.335,829.50.

I wish to call to the attention of the American cottonseed pro.
(bicers and dairy farmers that the coconut-oil in(hldtry is a Very
substantial element in our purchasing power.

It has been stated that copra and coconut oil are manufactured
by "coolies" receiving 0 cents a day wage. In the first place, we
do not haee coolies in the Philippines. In the.. seco(ld, the wages
paid .by the Philippine coconut oil industry range from 75 cents
to $1.50 a day, which represent the highest .wage rate that is paid
in any country in the Orient. Besides these facts. if the labor cost
in the Philippine coconut oil industry is as low its it is represented
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to be then the coconut oil industry in continental United States,
which uses Philippine copra, would not be able to compete with
our industry, and that is not the fact, for the industry here can
more than hold its own in the field of competition.

Representatives of the Philippine coconut oil industry, I under.
stand, have already proved to t e committee that coconut oil with
its peculiar chemical properties occupies a noncompetitive position
in its industrial utilization.

I now close, Mr. Chairman, refusing to believe that the United
States Government will deliberately crush through confiscatory tax.
ation a major industry that is already in travail.

Senator Gon.. Referring to the figure contained in your brief,
Secretary Encarnacion of $7.000,000. is that cotton and dairy prod.
ucts, of cotton and pork? I (lid not understand.

Secretary EXCARNACIONX. I beg your pardon?
Senator GoR.. What were the two items?
Secretary ENARNACION. Meat and dairy products. As I heard

yesterday, the most impressive appeal against coconut oil, I think,
came from the farmers of this country, but I would like to call their
attention to the fact that we are importing from this country, in meat
and (la ry products only, $2,347,000, and we are exporting only for
edible oil. about $1,600,090. I say "only "$1,600,000 because our total
exports to the United States of coconut oil amounted only to $7,385,-
000, and of the total amount of oil that we exported to the United
States only 22 percent is -for edible purposes.

The CnA1R31zAN. Thank you very much.
Senator GoRE. One question: Have you taken any census showing

how many bearing coconut trees there are in your country?
Secretary E-CARNACIo0.. Mr. Senator, we have several million

coconut trees, but. do you know, not all the trees are bearing fruit
ever'," year, by reason of some earthquake, sometimes by reason of
the typhoo1, so it is very difficult to say how much we will produce
in any given year.

Senator GoRE. Anyway, is there any average that would have any
significance as to the number of nuts produced on these trees?

Secretary EXCARNACIox. I bIg you your pardon?
Senator'GoRE. Is there any average production of coconuts, per

tree, that would be of significance?
Secretary EX-OARNACION. I should say that there is a difference in

-the bearing in different Provinces. In some Provinces they can get
from 15 to 30.

Senator GORE. I mean the number of nuts produced on a tree.
Ifyou could state an average, it would be worth while.

Secretary ENOcARnACION. I should say about 25.
Senator'GORE. In selling the coconut properties, the land. you

sell them by the tree, do you not?
Secretary EXCAUtNACION. Yes, sir. Yesterday, it. wos stated that

we are flooding, with coconut oil, this country; that we are increasing
our production of coconut oil. That cannot happen. Mr. Senator,
because you cannot produce. the next year, any amount of coconuts
that you wish. To produce a coconut. you must wait 10 years. You
plant to coconut, and you must wait from 7 to 10 to 12 years, before
you get any fruit.
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Senator GORE. The output 'varies a good deal from year to year?
Secretary ENCARNACION. You cannot gage dhem.
Senator METCALF. Does the number of coconuts on a tree vary

from year to year?
Secretary PiNOARNAMOX. Oh, Ves.
Senator GorE. The total crop hi the country varies from year to

year, substantially I
Secretary ENCARNACION. Yes. It is substantially different, from

one year to another, bearing according to the rainfall, and according
to the temperature, more or less, an the typhoon. You can never
tell, Mr. Senator.

Senator GODE. That is all.
The CHAMMAN. Have you finished your statement?
Secretary ENGARNACION. Thank you.
The CHAIRMAN. The Hon. Mr. Guevara, Resident Commissioner

of the Philippine Islands.
Mr. GUEVARA. Mr. Chairman, I should like 8 minutes, if you

please.
The CHAIRMAN. All right. Proceed for 3 minutes.
Senator RED. Mr. Chairman, I would like to put an observation

in the record. These gentlemen from the Philippines have come a
long way to give us their views, and I do not want them to go back,
feeling that we have not given them a fair hearing, Mr. Chairman;
while, on the other hand, some of our witnesses are from this coun-
try, and they have come from California. There is one gentleman
waiting to testify, and we must not shut him off too closely, be-
cause they have gone to gieat pains to come here and give their
views.

The CHAUMAIX. I do not think anybody can accuse this commit-
tee of shutting off the witnesses on this oil proposition. They have
had about four hours and a half, and I am trying to be generous
with these gentlemen; and I have told Mr. Quezon that we would
hear him for 15 minutes in executive session. It was because he
was a Member. occupying the position he does. We are going to
hear him. as we are going to hear Government representatives, but
we have to finish the matter some time. If any of the Filipinos
think they haven't had ample fime, let us know, but we must divide
this time equally, because the people on the other side have a right
also to be heard.

STATEMUT OF HON. PEDRO GUEVARA, RESIDENT COMMIS-
SIONER OF THE PHILIPPINE ISLANDS

Mr. GUEVARA. Mr. Chairman, I would like to address the commit-
tee just for a few minutes, because as the constitutional representa-
tive of the Filipino people in Congress. I do not believe that the
representatives of. the coconut-oil industry in this country could
discuss the question that I am now going to discuss before this
committees

I am now appearing before this committee on behalf of the Le.is-
lature of the Philipplmne Islands to oppose t|e enactment of section
602 of the pending revenue bill on the following grounds:
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First. 'Because such section is in opposition to the Philippine policy
formulated by the President of the United States in his message to
the Congress of the United States on March 2, 1934;

Second. Because said section may destroy the second major indus-
try of the Philippine Islands and practically throw into misery and
starvation about 4,000 000 Fijipinos, who owe allegiance to the Gov-
ernment of the United States; and

Third. Because the enactment of that provision will cause social,
political, and economic disturbance and disorder in the Philippine
Islands, by reason of which the Government of the United States
will be called upon, in the long run, to spend millions and millions
of dollars to preserve public order and to protect the lives and prop-
erty in the Philippine Islands, for under international laws the Gov-
ernment of the United States is obligated to protect the lives and
property of foreigners in the Philippine Islands.

Mr. Chairman, it is beyond imagination, what will happen in the
Philippine Islands if you suddenly close the market of the United
States to our coconut oil. Three or four million people will be
thrown into misery and starvation. They will be jobless and they
will be dedicated to plunder those villages and perhaps all their fel-
low countrymen and foreigners who are doing business in the Philip-
pine Islands. The Province of Tayabas having a population of
about 885,000 people, and the Province of Laguna, with a population
of about 850,000 people, whose livelihood all depends.on the coconut-
oil industry, wilI be completely thrown into misery and starvation.
These two provinces will have to close up their provincial and munic-
ipal governments. They will have to dismiss their municipal police,
cause they cannot afford to maintain their local government, and
about 700,000 people, under these conditions, will be going around to
other provinces, plundering the towns and villages, destroying prop-
erties, robbing foreigners and the insular government will be in.
capable of maintaining public order or protecting lives and property,
especially of foreigners. The Government of the United States will
be compelled to send armies, or to use its army in the Philippine
Islands, to maintain public order, and to protect the lives and prop-
erties of foreigners. 1. •

The Government of the United. States cannot adopt the policy
which was followed in Cuba, because the American flag still flies over
the Philippine Islands. The Government of the United States is
still responsible for the protection of lives and property of foreigners
of different countries, and this Government will be compelled to spend
millions and millions of dollars to protect the property and lives of
foreigners in the Philippine Islands.

That is the situation, Mr. Chairman. The Government cannot do
what has been done in Cuba, because Cuba is a foreign country,
while the Philippines is not.

Under international laws, the Government of the United States
is responsible primarily to maintain law and order and to protect
the lives and property of foreigners, if the insular government is
not capable of maintaining that order, and to protect the lives and
property of foreigners, and if you shut the doors of your market
to our coconut oils suddenly, without giving us time to adjust our-
selves, you will be compelled under the international laws to use

390



TAX ON CERTAIN OILS

your army and to spend mon~y for the upkeep of the army, in order
tha. you may be able to protect the lives and property of the people.

The CHAIRMAN. Thank you.
Senator GoRE. What is the quota as provided in the Independence

bill on this?
Mr. Guzvmu. Two hundred thousand tons.
Senator GoRE. Two hundred thousand what?
Mr. GUEVARA. Tons.
Senator GoRE. Tons?
Mr. GuEvARA. Yes, sir.
Senator GonE. Was that satisfactory?
Mr. GuzvAu. Yes; 250,000 tons would be better.
The message of the President, dated March 2, 1934, referred to

above, is as follows:
May I emphasize that while we desire to grant complete independence at

the earliest proper moment, to effect this result without allowing sufficient
time for necessary political and economic adjustments would be a definite
injustice to the people of the Philippine Islands themselves still short of a
denial of independence itself. To change at this time, the economic provisions
of the previous law, would reflect discredit on ourselves.

Senator BARKLEY. Let me ask you this: You have been emphasizing
the fact that if importation of oil into this country is shut on.
suddenly that the United States will have to spend a lot of money
to protect the people of the Philippine Islands. The Philippine
people are fairly law-abiding, as I ave been led to believe. What
will be the cause of this difficulty?

Mr. GUEVARA. Well- because the people will be jobless.
Senator BARKLEY. Will it grow out of resentment on their part?
Mr. GUEVARA. No, sir.
Senator BARKLEY. Or their inability to live?
Mr. GUEVARA. Certainly, because they will have no livelihood.

They will have no source of living and hunger recognizes no law.
The CHAIRMAN. Suppose that we were to take this 5 cents a

pound, and give it to the Philippine Government for a while; how
would that suit them?

Mr. GUEVARA. Oh, immediately ? That will be the most tragic thing
for the coconut planters, just the same, if not to the Philippine Gov-
ernment, Senator. I am telling you the truth.

Senator Goiw. What is that f I did not get it.
The CHAIRMAN. I asked, if we would impose this tax of 5 cents a

pound, and instead of putting it into the Treasury of the United
States, we gave it to the Philippine Government, how would that
suit them. But that doesn't matter. I withdraw the question so
we wont's get into an argument.

Mr. GUEVARA. No, Mr. Chairman. It is a known fact that the
Democratic Party is committed to grant the people of the Philippine
Islands independence.

The CHAIRMAN. I don't think anybody has suggested that. I do
not know )yhy that came into my mind.

Mr. GuEvARA. But I want to direct the committee to the message
of the President, who is the spokesman now of the Democratic
Party. The leader of the Democratic Party; who has been advocat-
ing independence for the Philippine Islands, did not dare to recom-
mend the granting immediately of Philippine independence, because
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he knows very well that the granting of immediate independence
to the Philippines will mean the defeat of the Filipino independence
if it is not given reasonable time to adjust its economic conditions.

Senator GoBE. What is the principal diet of your people in the
provinces where they produce so much oil?

Mr. GUEVARA. Rice, fish, sugar, vegetables, and meat.
Senator LONEoAN. You say that there are 4,000,000 people de-

pending on the coconut-oil industry?
Mr. GUEVARA. Yes, sir. .
Senator LONERGAN. How are they divided?
Mr. GU VARA. I will give you the provinces.
Senator LONERGAx. How many or them are owners, out of the

4,000,000?
Mr. GUEVARA. About 98 percent are owners.
Senator LONERGAN. They are owners?
Mr. GUEVARA. Yes, sir; coconut planters.
Senator LONERGAN. And how many do they employ?
Mr. GUEVARA. About 4,000,000.
Senator LONERGAN. Just 2 percent out of the 4,000,000?
Mr. GUEVARA. No, no.
Senator LONRGAN. How many are employed?.
Mr. GUEVARA. About 10 or 15 percent.
Senator LONERGAN. About 10 or 15 percent?
Mr. GUEVARA. Yes, sir.
Senator LONEROAN. And the remainder are members of the family,

when you say 4,000,000 are dependent?
Mr. GUEVARA. Yes, sir.
Senator LONERaAN. The children?
Mr. GUEVARA. The children; yes, sir.
The CHAIRMAN. Thank you very much, Mr. Commissioner.
Mr. GUEVARA. Now, Mr. Chairman, I shall want permission to

print in the record of the hearing of the committee a resolution of
the Coconut Planters Association of the Philippine Islands, also a
calegram I have received this morning from the president of my
home town, Mr. Valenzuela.

The CHAIRMAN. That privilege will be given to you. Just hand
them to the stenographer.

The committee has received the following letter from Mrs. Ilde-
fonsa C. Osias, written for her husband, Resident Commissioner
Camilo Osias, who is absent from the city. I ask that it be printed
in the record.

HousE or REPRESENTATIVES,
Washingftos, D.C., Marclh 16, 1934.The FIsNNC COMMmE,

United State* Senate, WashIngton, D.C.
GENTLEMEN: In the absence of Mr. Canilo O.ias, Junior Resident Commis-

sioner from the Philippines, I have been present luring your committee hear-
ings on the revenue bill of 1934, section 602, tax on certain oils: I listened
with a great deal of interest to all interested parties who testified for and
against the proposed measure. These witnesses represent divergent interests
in the United States and included three Filipinos, who ably presented the ruin-
ous effect of this measure to the coconut industry of the Philippines.

It is indeed very gratifying to note the generosity of the chairman in allot-
ting ample time to our representatives and also the interest shown by the
members of the committee in listening to their pleadings on behalf of our
people.
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It is not my intention to burden the committee by adding more facts to
sustain our objection to section 602 of the revenue bill of 1934, as it affects
the people of the Philippine Islands, but with your kind indulgence, may I
make a brief observation.

First. It must be conceded that all the representatives of the soap industry
who testified voiced a strong opposition to the Imposition of 5 cents tax to a
pound on the ground that it would impose a burden on all soap users.

Second. That this proposed tax will drive out of business those engaged in
the legitimate soap and other allied industries.

Third. Aside from the above considerations, may I please plead with the com-
mittee that such a tax imposed on Philippine coconut oil will greatly affect the
economic welfare of the Filipino people. It will retard rather than hasten
their economic recovery In this period of the depression.

On behalf of the Filipino people, I plead to you, as Mr. Osias has pleaded
before the agricultural commissioners' convention held in Washington, D.C.,
under the auspices of the Southern Tariff Association on June 17, 1929, when he
said:

"My plea is for the observance of the Golden Rule in American-Filipino
relations. We in the Philippines wish to see you Christian people in the West
ever happy, prosperous, and free. Do you wish us Christian people in the
East any less? I prefer not to believe it. Then you cannot be enemies but
friends of the people of the Philippines. Economically and politically, citizens
of America, as ye would that others do unto you, I pray, do ye not unto the
Filipinos likewise."

Very respectfully yours, IWEWONSA 0. OSUS.
(The papers referred to are as follows:)

(Radiogram received Mae. 8, 19341

SECRETARY OF WAR, COX., MARCH 8, No. 102.
Washingtou, D.C.:

(Par. 2.) The following resolutions were approved by the Philippine Coconut
Planters Conference, and upon their request am forwarding to you with request
that copy of the resolution pertaining to President Quezon and his int.7sion and
the Resident Commissioners be "transmitted to them. The balance is self-
explanatory and, I know, sincere:

"Resolved by the Philippine coconut Plantcrs Conference, To express to
President Quezon and the members of his mission, and to the Resident Coin-
missioners, its satisfaction for their efforts exerted since the beginning to pre-
vent the approval of the excise tax on Philippine copra and oil;

"Resolved further, To express the hope that they would continue their effort
on behalf of the coconut industry until final success is attained.

"Resolved by, the Phitippine Cocout Planters, To express thtrougii His Ex-
cellency Gov. Gen. Frank Murphy to Secretary of War Dern its deep gratitude
for his personal appearance before the Senate committee in Washington to
oppose on behalf of the Filipino people the excise tax on copra and oil. The
coconut industry represents the economic efforts of 4,000,000 Filipinos continued
for generations. It is in the hands of small landholders, wtose economic ruin
would destroy their only mean#, livelihood, and seriously affect their purchase.
ing power and their capacity to pay the taxes. The ruin of the coconut industry
might also affect the stability of the government.

"Resoled further, To request the Secretary of War to express to the Presi.
dent of the United States the earned and sincere hope that lie will endeavor
to maintain the spirit of open cooperation between America and the Philippines
by fostering a mutually beneficial trade, which is the lasting foundation of
cordial amity between the two peoples.

Unanimously approved In Manila on the 5th day of Mardi 1934."
MURPHY.

[Radiogram received Mar. 5. 19.34]

Commissioner Pitnao GuvvAnA.Washington, D.C.:
Santa Cruz Coconut Planters protest approval oil excise tax in convention

held today. Please convey message to President Roosevelt, Senate President,
and Speaker United States Congress.

BONiFAcIO VALENZUIz.LA BALANTACEO VALVES.
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EXCERPT AROM Tit MINUTES or THEi OnDiNAsY MEETING op Tie MUNICIPAL
COUNCIL or NAGOCARLAN. LAGUNA, I1uiw AT THic SESSION HALL OF TIlE COUNCIL
9N JANUARY 81, 1984

Present: Mr. Jose T. Coronado, acting municipal president; Mr. Juan Urriza,
councilor; Mr. Luclo Espiritu. councilor; Mr. Pablo Arceta, councilor; Mr.
Nemesio Esmilla, councilor; Mr. Rosallo Dorado, councilor; and Mr. Caslano
Corales, councilor.

Absent: Mr. Candido Cariga, municipal president; Dr. Vicente Chipongian,
counselor; Dr. Zosimo Cortezano, councilor.

RESOLUTION NO. 29
,y unanimous voile, it.

Rcolved, That the following resolution be adopted:
Whereas the Committee on Way.s and Means of the House of Representatives

of tile United States yesterday approved a bill imposing excise tax of 10
centaves for every pound on all coconut an( sesame oil inaInuffl(tured or in.
ported Into the United States;

Whereas said bill, if enacted Into law. will catise the ruin of ((w(onut Industry
n these islands, already weakened caused by the low prices of coconut products

and the leaf-miner infestations on coconut plantations;
Re.olim therefore. rhat the Philippine legislative mission, headed by the

Honorable Manuel L. Quezon, president of the Philippine Senate, anl Resident
Commissioners Hon. Pedro Guevara and Hon. Camilo Os:as be, and hereby
are, respectfully requested to oppose the passage of the Said bill when it
tomes on the floor of the House of Representatives of the U0i1ted States:

RsoIhed f'irther. That the secretary send copies of this resolution to tile
Honorable Manuel L. Quezon, chairman Philippine legislative mission, Hon.
Pedro Guewrrra. a md Hotn. Camlh, Oslas, Resident Commissioners. all of these
In Washington. D.C.

T'nanimously approved.
I hereby certify to the correctness of the above resolution.

RuriNG MoNTeoLA, Municipal eoretag/.
The CHAIRMAN. Mr. W. F. Williamson.
Mr. WILLIAMSON. Mr. Chairman and gentlemen of the committw,

I do not know how much time I am supposed to take.
The CHIMAN. There is 7 minutes left.
Mr. WTLLIAMSON. It is utterly impossible to do much.

STATEMENT OF W. F. WILLIAMSON, PRESIDENT OF THE EL
DORADO OIL WO1K$, SAN FRANCISCO, CALIF.

Mr. WILLIAMSON. I am W. F. Williamson, president of the El
Dorado Oil Works, a company operating a coconut plant and oil
plant in San Francisco. We have not been interested at any time
in the manufacture of soap. or in the manufacture of edibles from
coconut oils, but we have been,' throughout a period of 40 years,
the crusher of coconut oil from copra, and I expect we have a history
that is coincident with the history of the use of coconut oil in the
United States, and, to a very large extent, that goes hand-in-hand
with soap making.

The CHAIRMAN. How many plants are there that crush coconuts
in this country? I

Mr. WILLIAMSO'. There is in this country 1-we will start in
the Eastern States-there is 1 in Hoboken, N.J Franklin, Baker &
Co..; there is 1 at Baltimore; there is 1 in the NKississippi Valley at
Ivorydale; there is another 1 at Portland, Oreg.; there are 3 at San
Francisco, on the bay; and there are 2 operating in Los Angeles,
with one or more that sometimes operate.
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Now, there have been statements made with regard to the increase

in the manufacture of coconut oil and its effects upon other industries,
and I wish you would bear with me just a few minutes, if I tell you
something of our history, because I believe that it bears upon those
points.

In 1894 we were manufacturing linseed oil, hoping to sell it for
soap purposes. At that time the state of the Knited States was in a
flux, people were abandoning red woolen underwear. women were
giving away woolen garments and cotton stockings, and we were
talking more about leisure and about sports, and we were changing
the types of our garments, and, singularly, but nevertheless truly,
that is what inspired a desire for the change in the character of soap.

At that time, no coconut oil was made in the United States and
no soaps were made from coconut oil. Whatever was used in the
way of manufacture of the harder, white soaps, were oils imported
from Europe, mostly coconut oil.

The CHAIRMAN. What year was that, Mr. Williamson?
Mr. WILLIAMSON. 1894; and the soaps that were used, of that type,

as distinguished from the old yellow soap, and that was used in the
rain water, caught in the rain barrel, were imported from France,
and paid a duty here. Now, it was because of that change and that
flux and that apparent demand, that we abandoned our industry of
linseed crushing, and went into coconut crushing. As I say. cotton-
seed oil had been tried and had failed in the soap kettle. Then, as
proof of the fact that that was properly so, we know that now they
are using 99 percent of cottonseed oil in edibles, and coconut oil has
supplanted it, because of its own ingredients and its own virtues.

Now, when we started out in this industry, there were no steam-
ship lines operating out of San Francisco. There was no cable.
There was no radio. There was no telephone, and our only source of
communication with the South Sea Islands and the other portions of
the Pacific, commonly called Australasia, and so on, where the coco-
nut was grown. was by means of the schooners that operated irreg-
ularly out of San Francisco-then, at least, the important harbor
of the Pacific, and those men that took those skippers of a class that
are no longer to be seen on the high seas took shipments of manu-
facturel articles. They took linen; they took cottons; they took
woolens; they took canned goods; they took canned meats; they took
flour; they took lumber; they took various things that were made in
this country, and they sailed into those darkened seas to do trading,
and they found, in time, that the only thing that they could sell
their goods for was that which those people raised, and ultimately
that proved largely copra. That was the beginning of the copra trade.

Now, with the advance of years, transportation has improved,
quantities have increased, but just today, as well as it was 40 years
ago, we are still compelled to buy copra a year ahead, to meet our
demands for the soap makers-a year ahead. We still are compelled
to use the ocean as a warehouse, and we still have all the uncertain-
ties that -Attended the trade then.

Now, that is the way that we are situated today. We have built
up a large business. We have millions invested. We employ a great
many laborers. We, with those who are similarly situated on the
Pacific coast, produce $3,000,000, in round figures, in revenue to the
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steamship lines, which depend more particularly on our cargo as a
back haul against the goods that they haul out and sell for Athis
country than upon anything else.

The railroads operating out of San Francisco, and other points on
the Pacific Ocean, are dependent very largely upon the freight that
we give them. For example, I know many months we pay them
$75,000 or $80,000 in freight money, but it aggregates, those amount
to more than $4,000,000 a year. They, in turn, are dependent upon
this trade.

Now, that leaves out of consideration all the employees of their
business, of the terminals, and of our own. We have looked at this
question very earnestly and very seriously, because it has confronted
us several times in the last 10 years, and we do not believe, and we
say so with a great deal of seriously to this committee, we do not
believe that we can continue to do business if this tax goes into effect.
I can see no outcome but that.

Senator CONNALLY. Let me ask you right there-
Mr. WiLrAMsoN. Yes, sir.
Senator CONNALLY. If these soap people say that they have to

have coconut oil to make certain kinds of soap and that they will
still buy it, that won't put you out of business, will it?

Mr. WILLIAMSON. Senator Connally, I do not know whether they
say they will have to have it or not. I noticed that one of the
gentleman said so, in a very equivocal way yesterday, but I want
to say to you this, that since this matter was up in the Congress
we have not been able to sell anything at any price unless we could
deliver it today, before some action was taken.

The CHAIRMAN. Mr. Williamson, are there many copra crushers
in the Philippine Islands?

Mr. WILLIAMSON. Yes, sir; there are. Incident to the World War
a great number of plants started there. But there are less operated
now than was the case during the period of 1914 to 1919.

There is something about copra and coconut oil that I believe you
should take into consideration. We are today, happily, living in
a state of peace, but we do not know when we may be called in to
defend democracy, and perhaps'to save ourselves. Now, it developed
in the World War that the one thing that was sought by all nations
and all our allies was the glycerin content of coconut oil. It is
roughly about 15 percent of the coconut oil itself. It is absolutely
,essential in the manufacture of munitions. Now, the first thing
that England and France did at the time of that war was to lay an
embargo upon the shipment of coconut oil, and ultimately we as a
Nation, took over largely that business int4 our own hands; ana that
is one of the reasons why the imports and the activity in that business
grew so rapidly, from that period on.

Now, I think I have told you our story. I think I have expressed
our grievances, and I think that we are really the "forgotten man"
in this proposition. We are the one institution, or type of institu-
tion, that has been spending our money developing a business and
building a commerce and maintaining it for the good of the whole
Nation, and I do not believe that this committee, whether to produce
revenue or otherwise, would deliberately take' action here that would
ruin that business and ruin our business and ruin that industry.

396
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Now, I would like to say; if I could, one more word about this
question, that I feel is, perhaps, out of my province, but, nevertheless,
worthy, I think, of some consideration, and it is this: I do not wish
to be misunderstood-I thought of this matter seriously during the 5
weeks that I have been here, and I realize that this committee is
confronted by a great problem, and I believe that you gentlemen all
feel the seriousness of it-I think everybody must admit that there
is a surplus of a great many things in this country, not only of those
which the farmer raises but of all other industries as well. That
surplus may, in part, be due to increases in production or overproduc-
tion. It is in part due to the fact that the people haven't the money
with which to buy. It is in part-and very, very largely-due to the
fact that we have limited our exports. Now.I do not believe that
the gentlemen who are contending for this tax are right in their
assumption that a tax will do ever . The experience that we
have behind us, if we wisl is that a tax, while it may
debar-and that is th e who are sponsoring
this tax-while it i raise the price of
other substances., *. with a duty of
7 cents plus at 21/ . ',e have wheat,
4.2 ' plus, sell a outstanding
examples in yea ',Ithe Hawley-

Senator ' i
Se state way, and

pass the
Senate, e to changeit, haveyV'

Mr.~ I -. I ha*. r I Id what they
can do. *

The C ffere qints for pea-n uts w as ......................

Mr. Wi LA to be no t ut both wheat
and peanuts in ' soybean-because

I am oing o 11bushel. On soy-
beans, within 2 yea-i'~ that we were seeking
foreign markets, and ans in Rotterdam for 40
cents, to the farmers and that is all he got in Illinois.

Now, I do not believe, in the light of that and innumerable ex-
amples that might be brought to your attention, that taxation is the
only remedy.

Senator GORE. But you cannot restore faith in them.
Mr. WILLIAMSON. I think that you have got to reach this on other

and broader lines. Oils and fats and grease are not simply local.
They are not national. They are international, and, to those who
make a study of the question, as the Tariff Commission of this coun-
try has, will all ie convinced, as I am, that it is almost the element
of trade balance in the foreign commerce of this Nation, and you
have gqt*to take it from broader angles. .I "believe that this com-
mittee is not constituted, with all the eminent men that there are
upon it, and all the talent that you will give to it-I do not believe
that you can solve this question and solve it rightly.
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MSMOBANDUM IN BEHALF OF THIE ELDRADO OIL WORKS BY W. F. WILLIAMSON,
VICE PR 4I1NT

To the Honorable Chairman and Membrs of the Committee on Finance of the
United States Senate:
In accordance with your permission, I am submitting herewith our views on

certain phases of the proposed coconut-oil excise tax which the shortness of the
time allowed me for my oral statement did not permit me to cover.

When our company-the Eldorado Oil Works--begai the manufacture of
coconut oil in 1894 margarine was being manufactured in the United States, as
it is today. There was then the competition between the margarine made of
animal fats and the margarine made in part of vegetable or nut oils. In fact,
the strife between butter and these substituteN had taken such shape that in
1888 the Congress had .legislated in that behalf.

Coconut oil did not, therefore, inspire the manufacture of margarine or sub-
stitutes for butter, and the discontinuance by embargo or otherwise of the use
of coconut oil would not prevent the manufacture of margarine.

The case is almost Identical with the relationship between the rubber and
leather ind istries. Leather was used for shoes, belting, hats, and outer
garments, and wool and cotton were used in the manufacture of clothing, before
the Introduction of rubber. Rubber, on the other hand, supplied elements of
protection and utility not possessed by any other materials; consequently there
has developed the tremendous use of rubber with cotton in the manufacture of
overshoes, tires, raincoats, and similar articles. Also, in conjunction with other
substances, in the manufacture of belting and articles of that type.

It would be just about as reasonable to impose a tax that would debar
the use of rubber in the United States as to impose this proposed tax that will
debar the use of coconut oil. The obvious absurdity and injustice of this
attempt is very clear. Certainly, the Congress should not resort to a tax that
would be destructive of an existing industry, without the clearest necessity,
and some advantage to be gained in revenue. The following pages will
demonstrate that neither of these conditions exists:

The avowed purpose of those who seek the tax is the exclusion of this oil
from the United States. If this should be accomplished, and we believe that
such would be the result, no revenue would be covered into the Treasury
of the United States, and, therefore, viewed from that point, the tax is
without merit.

By whatever name called, this tax is really a tariff oil coconut oil and
copra. We know from experience that a tax may debar imports without
raising the price of the article sought to be protected. For example, 2 years
ago the duty on peanuts was ' cents a pound, but domestic peanuts were
selling between 2 and 3 cents a pound. Likewise, in the case of wheat which
sold below 25 cents with a tariff protection of 42 cents. And, again, Iin the
case of soybeans, within a year after a duty of $1.20 a bushel was fixed
in the 1930 tariff act, soybean production liar so far Increased that it became
necessary to export them in large quantities, and they were sold In Rotterdam
at less than one half of the duty. This in turn established a market price
to the Illinois farmer equivalent to one third of the tariff duty.

What is really sought by the sponsors of this tax is a raise in the prices
of all domestic oils and fats, which are admittedly low due to surplus produc-
tion and the abnormal curtailment of exports. It should be clear to anyone
who studies the facts as disclosed by the reports of the-Tariff Commission, the
Bureau of the Census, and the Department of Commerce, that the tax In
question will not only fall to raise the prices of domestic oils and fats but
that it will have the opposite effect.

Over a period of years the United States has sold In Europe at a higher price
than they could be utilized at home, edible fats Including lard, lard compounds,
oleo oil, and edibletallow, of which we have had a surplus. On the other hand,
we have imported coconut oil and copra, containing sahl oil, and certain other
vegetable oils, at a low price to supply our requirements for soap making and
other industrial uses. This was because we have suffered, as we still suffer,
from a shortage of those Inedible oils.

During recent years we have consumed approximately one h~llf of the world
supply of coconut oil. The remainder has gone to Europe. If, then, we rhall
exclude coconut oil from the United States, it also must see* a market in
Europe. The natural effect will be a lowering of the price level of all oils
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and fats in Europe. EuropeanAs would be willing to use for edible purposes
the oils that we have utilized for industrial purposes when price differences are
favorable. Therefore, to a certain extent, the increased quantity of coconut
oil going to Europe would be utilized there for edible purposes, and to that
extent, or perhaps entirely, would destroy the market in Europe for those
edible oils and fats, above mentioned, which normally have been purchased
from the United States.

Let us next consider what the effect of this would be in the United States.
Such quantities of lard and edible fats as we may sell to Europe under those
circumstances must be sold in competition with the depressed price of fats
resulting from the increased importation of coconut oil. That quantity of
edible oils and fats which we have normally sold in Europe, but which we
would not then be able to sell, will be forced back upon the Ameriean market
to increase the already existing surplus. Since the surplus arises from the
fact that we cannot consume them as edible fats, they must be used In the
only other fields; that Is, in soap manufacture, or, to a limited degree, in other
industries. Inasmuch as these domestic fats cannot supply the chemical prop-
ertles, pertaining to coconut oil, they cannot serve these other industries. There-
fore, practically the whole of this surplus must be utilized in the soap kettle.
In this use it will compete with, and can bring no better price than, the ren-
dered fats and other inedible substances so used.

The inedible fats are derived principally from rendering and other refuse
sources. If they should advance beyond a half cent a pound, the existing
tariff rate on tallow, the doors would be opened to tile competition of foreign
tallow and other fats. Tils would further depress the price of American
inedible fats.

Some sponsors of this tax claim that it will benefit the cotton grower. Cot-
tonseed oil is used 9) percent in edibles, but represents only twenty three
one hundredths of I percent of the oils and fats used in soap manufacture. On
the other hand, coconut oil Is used approximately 70 percent In soap manufaco
ture, but constitutes only 3 percent of the total oils and fats used in the
edible field. The only place where coconut oil and cottonseed oil could com.
pet, is in the manufacture of margarine. In the vegetable variety of mar-
garine cottonseed oil is practically used not at all, whereas coconut oil
constitutes a major ingredient.' Cottonseed oil is used in the milking of the
animal-fat variety of margarine and according to the accepted formula con.
statutes less than one third of the fat content. Therefore if coconut oil were.
ex(,luded entirely, cottonseed oil could replace only one third of the coconut
oil used in that field. This quantity is equivalent to two tenths of I per cent
of the amount of cottonseed oil available for consumption in 1933. In Canada,
where coconut oil is not used in edibles and tile manufacture of margarine is
prohibited, the price of butter is uniformly lower than in the United States.

Cottonseed oil and coconut oil do not compete in soap manufacture. This
is indicated by the figures stated above and also by the price range. During
tile year 1932 the average price of coconut oil was 3.57 cents per pound, as
compared with 3.07 cents per pound for cottonseed oil. Yet the use of cotton-
seed oil in soap making was not increased. The fact is that cottonseed oil
contains none of the lauric acids (harfcteristlc of coconut oil and essential
in the manufacture of soap and in other industries wherein coconut oil Is
principally used. A soap maker buys coconut oil because It contains laurie
acid and does not buy cottonseed oil because it contains none of that acid and
could only be used in soap making after hydrogenation and to produce an
Inferior article.

If we assume that coconut oil will be entirely excluded from the United
States. and that all inedible oils an(d fats normally available and adaptable
for Industrial uses, have been so applied, there would still be a shortage In
the required amount of such Inedible oils and fats. All those oils and fats are
on final analysis merely byproducts. It is elementary that you cannot produce
byproducts without at the same time producing the primary products. What
the shortage would be is a matter of conjecture. The correct answer could only
be learnett by a practical application of the tax. However. assuming for the
purposes of this letter, that the shortage was 580 million pounds, or the total
consumption of coconut oil In the United States during the year 1933, and that
this shortage was to be made up from cottonseed 11, it would require 3,868,000
bales of cotton of 500 pounds each. The 1932 production of cotton In tMe United
States was 12,727,000 bales. Therefore, it would be necessary to increase the

40932-34----26
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cotton production for that year by 80 percent in order to supply the shortage
resulting from the exclusion of coconut oil. This would of necessity further
depress the market price of cotton, injure cotton producers, and work directly
against the plowing-under program of the President, in which many millions
have already been expended.

Again, to supply that deficiency in inedible fats with animal fats or tallow,
would require the annual slaughter of over 19 million steers, weighing 1,000
pounds each. This is on the basis of recovery, by rendering, garbage collection,
and otherwise, of 80 pounds per steer of fats and oils, whereas the average
is much less than that figure (Packer's Encyclopedia, p. 181). The amount
of the slaughter would vary according to the extent of the shortage to be cov-
ered, which would probably be less than 590,000,000 pounds annually, but the
formula would apply and as many cattle must be slaughtered as would produce
in byproducts the shortage in fats resulting from the exclusion of coconut oil.
In any event that shortage could only be supplies by largely increasing the
quantity of meats and primary products, of which there is already a surplus.
This would only further depress the price the farmer would receive for his steer.

It cannot be denied that there is in the United States a surplus of edible
oils and fats as well as butter and cottonseed oil, Just as there is a surplus
of almost every kind of manufactured article. The surplus is due to the
fact that there has been normal and in some cases unusual production, while
there has been a material curtailment in exports, due to retaliatory tariffs,
and unfavorable exchange in addition to reduced consumption, chargeable
to the depression. We believe that this condition must be improved, not by
taxing other industries but either by curtailing production or increasing
exports. The latter is to be preferred because it means an expansion of our
foreign commerce with consequent benefit to labor, steamships, railroads, and
other industries. We cannot see that these temporary conditions would jus-
tify, from any viewpoint, the ruination of the coconut-oil industry of the
United States, with its large attendant foreign commerce, simply because
other industries, no more lawful in themselves, are suffering front over-
production.

We assume that you have in mind the injuries to California that will
naturally follow and the imposition of this tax, but we will briefly list them:

(a) The California copra crushers, three in the San Francisco Bay area,
and an equal number at Los Angeles, will be forced out of business because
their customers cannot stand a 200-percent increase in the cost of a substan-
tial part of their raw material.

(b) Our sales of American goods to copra-producing countries, to the
amount of $48,000,000 annually in the Philippine Islands alone (including
$18,500,000 in farm products) will be lost because copra is the only product
those countries have to offer for our goods.

(c) The steamers plying the Pacific will, therefore, lose the outward cargo
as well as the return cargo of copri. This backhaul cargo alone has yielded
the steamship lines, in freight, $2,750,000 annually.

(d) The overland railroad lines operating from the Pacific Coast ports have
derived annually $4,100,000 from the movement of copra, and its products.
This revenue would be lost to them.

(e) Thousands of men (both skilled and unskilled labor) employed in and
idbout docks and terminals, on board steamers, and in railroad activities, in
addition to those employed in the coconut oil plants, would be thrown out of
employment with consequent loss of earnings and resultant hardships. This
would be too great a price to pay even if some good end were served.

Respectfully submitted.
A. F. WILLIAMSON,

Vice President of Eldorado 04 Works, San Franoloo.

The CHAInMAx. Are there others, now ? We are over our time on
this proposition, may I say. Mr. Craig, how much time do you
want?

Mr. CRAIG. Fifteen minutes.
The CHAIRMAN. We are now 4 minutes over the 48 minutes.
Senator GoRE. Now, these men cover different phases of this?
The CHAIRMAN. I do not think so.
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.Senator CONNALLY. You'will equalize the time, by giving the other
folks equal timeI

The CHAIRMAN. The other group will, of course, be allowed time
again.

Senator CONNALLY. That is right.
The CHAIRMAN. Then, if they go over it we will have to give these

gentlemen time to balance that up. There are witnesses here on
other subjects who have never been heard. How much time, Mr.
Craig, will you require? Can you get along with less than 15
minutes?

Mr. CRAIG. It depends entirely upon the interruptions which. I
encounter. If I am permitted to speak uninterruptedly I will get.
through, I think, relatively soon.

STATEMENT OF JAMES D. CRAIG, ASSISTANT TO THE PRESIDENT
OP SPENCER-RELLOGG & CO., BUFALO, N.Y.

Mr. CRAIG. My name is James D. Craig, assistant to the president
of the Spencer-Kellogg & Sons Co., Inc., of Buffalo, N.Y. I appear
to express opposition to section 602 of the revenue bill, levying an
excise tax of 5 cents a pound on coconut oil, on behalf of our com-
pany and the entire Philippine copra-crushing industry.

Senator Goi.. Put in the record what your company does.
Mr. CRAIG. Our company is an American company, engaged in

processing vegetable oils, of which coconut oil is only one. Our coco-
nut oil crushing mills are in the Philippines.

At this point, it is relevant to state here that we own and operate
vegetable-oil plants in eight States of the United States, using prod-
ucts of the American farmer. In fact, we use more raw materials of
the American farmer than we purchase in the form of copra from
the Philippines.

If our Philippine coconut-oil business were injurious to American
agriculture, it would inevitably be injurious to us, and it would only
be common sense for us to give it up, if we knew it was detrimental
to the larger section of ourbusiness.

It has been contended here that the use of coconut oil depends
to a large extent on price consideration. This contention is incor-
rect. Our company is selling coconut oil to the margarine industries,
the confectionery industries, the textile soap industries, the laundry
soap industries, and a multitude of other miscellaneous users, re-
gardless of whether the price of coconut oil is higher or lower than
cottonseed oil or tallow or any other domestic oil I need cite only
one example.

Beginning in the latter part of 1931, extending throughout the
year of 1982 and well into the year of 1933, the price of cottonseed
o*il averaged a half a cent a pound above the price of cotton oil, and
three quarters of a cent a pound above the price of tallow.

Senator GoRE. You have it wrong in some way, because you said
the same thing. yb u os

Mr. CRAIG. I should have stated that the price of coconut oil
aVeraged a half a cent a pound above the price of cottonseed oil, and
three quarters of a cent a pound above the price of tallow.
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Now, the us'ers of this oil did not use it, because they had any seh-
timent or love for the producers of coconut oil. They used it be.
cause of chemical considerations. The technical features of the oil
dictate its usage. During that period the manufacturer of oleomar-
garine did not turn to the use of cottonseed oil. He continued to
use coconut oil. I need give you only one scientific reason to show
wh1 coconut oil is used in oleomargarine.

n the first police, the American consumer displays a marked pref-
erence for food products composed of-vegetable fats rather than of
the animal fats. In this particular case coconut oil, due to its very
unusual chemical position, possesses the unique property, when it
goes from a solid to a liquid, of changing more rapidly than most
any other oil. It absorbs heat so rapidly from surrounding bodies
that it imparts a distinct cooling sensation. When you put heat
under a lump of ice you melt that ice to water, but the temperature
of the water does not change, it remains at the same temperature as
the ice, and that heat, which the ice absorbs in going from a solid
to a liquid, we call the latent heat of liquefaction. T at same prop-
erty is one of the scientific reasons why coconut oil is used for this
purpose, which makes it produce that distinctly palatable effect in
the mouth. It does not have the objectionable or distasteful flavors
that are so common to so many other oils, both foreign and domestic.

In the case of soap, with coconut oil, averaging throughout the
year 1932, as I have just cited, at three quarters of a cent a pound
above the price of tallow, we find an increased usage of (oconut oil,
with respect to tallow, of nearly 2 percent in comparison to the
usage of 1929, when the price of tallow was nearly three quarters of
a cent a pound over the price of coconut oil.

Again, that usage was not brought about because the soap manu-
facturers had any particular sentiment for. the producers of coconut
oil. It was used because the consumer of those products demanded
those properties in them, and coconut oil barring the lone exception
of palm-kernel oil, was the only oil which would- impart those char-
acteristic properties demanded in those finished products by the
consumer. It contains, as was brought out here yesterday, lauric
acid.

With the sole exception of palm-kernel oil, it is the only oil which
contains laurie acid.

Senator GORe. How do you spell thatI
'Mr. CRAIG. L-a-u-r-i-c.
The CHAIRMAN. What percent of the palm-kernel oil is imported

as compared to the coconut oil that is imported?
Mr. CRAIG. There was relatively a very small percentage of palm-kernel oil imported during the past 2 years. It is subject to a tariff

of 1 cent a pound, if it is for edible purposes, and'it is subject to no
tariff if it is used for inedible purposes, if denatured or rendered
unfit for edible purposes. I

Palm-kernel oil, 1 might mention, has distinctly objectionable qual-
ities in other ways, which offset the desirable properties imparted to
the finished products from the lauric acid which it contains. It be-
comes rancid very quickly, and causes discoloration in the soap, and
the average American manufacturer will always use coconut oil itt
preference to palm.kernel oil. In the second place, palm-kernel oil
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comes primarily from the West Coast of Africa, whereas we obtained
during this last year 80 percent of our coconut-oil requirements from
the Philippines.

At the close of my remarks I will file a statement which shows an
analysis of the imports of coconut oil and copra from the Philip.
pines, and copra from other countries, covering the past 5-year aver-
age, and the imports for the year 1933. #

Now, referring, for a minute, to the subject of oleomargarine, just
within the past few weeks one of the outstanding professors of agpi-
cultural economics from a State university in one of our principal
livestock States--Montana-has prepared a treatise on the effect of
the tariff on vegetable oils, on dairy products. In the preparation of
this treatise he was assisted by and collaborated with three eminent
agricultural economists from another very important dairy State-
Wisconsin. I need refer only to a conclusion:

If the proposed duties raised the cost of coconut oil high enough to eliminate
it from oleomargarine manufacture, or if its use were prohibited, the benefit to
American producers of cottonseed, soybeans, and peanuts, or beef and pork, is
doubtful.

The proposed duties of coconut oil and copra would result in burdens to the
American public greatly In excess of any possible benefit to be derived from
them.

There is no benefit to any home group sufficient to offset this burden.

I would like to file. at the conclusion of my remarks, this complete
statement, in order that it will be available in the record.

Senator Goiw. What is the name of the author?
The CHAIRMAN. Well, put it in the record.
Mr. CRAIG. The author of the book is Dr. Roland R. Renne, assist-

ant professor of agricultural economics of the Montana State Col-
lege. That is an important livestock State.

Senator GORE. What is the name of the book?
Mr. CRAIG. It is called "The Tariff on Dairy Products."
Senator CONNALLY. "Edited by J. R. Commons, B. H. Hibbard,

and W. A. Morton."
Mr. CRAIG. Those men need no introduction to anybody, because

they are recognized, outstanding agricultural economists, connected
with the University of Wisconsin, which is located, as you know,
in one of our most important dairy States.

Senator GoRE. I know two of them.
Senator CONNALLY. Who financed this research work?
Mr. CRAIG. I assume the University of Wisconsin and the Uni-

versity of Montana.
Senator CONNALLY. It says, "Published by the Tariff Research

Committee, Madison, Wis." •
Mr. CRAIG. I am sorry that I can give you no information on that

point except to say that the coconut-oil interests had no part in it.
Senator GoRE. Is there such a committee out there?
Mr. CRAIG. I cannot answer that question.
The CHAIRMAN. Thank you, very much;
Mr. CRAIG. I have not finished yet, Mr. Chairman. I hav., already

pointed out that the reason coconut oil is used in these products is
because of its peculiar characteristics. I have stated it was used by
the textile-soap industries. A gentleman made the remark here
yesterday that it was not so used, but I see in the audience here one
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prominent textile soap manufacturer, to whom we are selling coco-
nut oil, and I shall therefor ask Mr. Daniel Mclver to verify this
statement.

Mr. DANIEL McIVE. Yes; we have been compelled to use it, of
late. In the past years we did not use it, but at the present time we
are using quite considerable because of the change in the manufac-
ture of goods, and among the cotton mills, where today they insist
on having a more freely sudding soap.

Mr. CRAio. The next point that I wish to bring out in this maze
of confusing information that arises on the discussion of fats and oils
is this: Mention was made here about fish oil selling at one half
the price of coconut oil, and that coconut oil was causing that con-
dition. Now, obviously, that statement answers itself, because, again,
the user of coconut oil is not going to pay a premium of 100 percent
for it, if fish oil will take its place. Probably one reason why so
many of the fish-oil plants were closed, along the North Atlantic
coast, is due to the fact that the fish are not going up there, and I
do not believe the imposition of this 5-cent excise tax will have
anyhing to do with bringing them back.

Senator GotE. What would you recommend .
Mr. CRAIG. There are gentlemen here in this audience also repre-

senting soap industries that I am sure would be willing to buy that
gentleman's fish oil at a higher price than he says he is able to
obtain for it.

The further statement was made that the cottonseed oil prices-
Senator CONNALLY. Why don't they buy it?
Senator WAixm . What price would they pay for it?
Mr. CiAwi. The gentleman stated that he was unable to obtain

10 cents, and I am sure the representatives of some of the larger
soap companies here would pay him at least 15 cents for it.

Senator WALcoTr. Well, he said it cost him 26 cents, though.
Mr. CRAxG. Well, another factor in his competition, don't overlook,

Senator, is sardine oil on the Pacific coast, which is an infinitely
better oil for soap-making purposes and edible purposes and for
drying-oil purposes, I believe, than the menhaden oil. That is my
understanding from the consumig'industries.

The statement was made that agtation for this excise tax was one
of the most important factors in bringing about-the recent rise in
cottonseed-oil prices. That rise has more probably been brought about
by the increase in hog-lard prices resulting from the imnosition of
the processing tax on hoes, and tIe better prices obtained for it in
European markets brought about through depreciation of our cur-
rency.

Furthermore, the Bankhead bill, which contains a restriction on
cotton production for the next year, has also been a decided factor
in bringing that condition about.

Senator CONNALLY. You think it Is fair for us to do that, under
the Bankhead bill, cutting down our production of vegetable oils,
and letting the foreign producers take the place I

Mr. CAIzo. I have just been trying to explain to you that coconut
oil, whether the price is higher or lower, is not displacing this
domestic oil, for chemical considerations not price factors dictate the
usage of coconut oil.
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Senator CONNALLY. They will still buy it, then, regardless of what
we do. We will shut it outI

Mr. CRAIo. I am coming to that point in a minute, if you will
permit me to proceed, and-I will develop that point to your entire
satisfaction.

Senator CONNALLY. You won't do that, I am sure.
The CHAIRMAN. You have occupied 12 minutes.
Mr. CRAIG. Domestic inedible fat consumption has increased from

600,000,000 pounds in 1912 to 900,000,000 pounds in 1932, a 50 percent
increase, compared to a population increase of approximately only
percent. Now unquestionably the large number-

Senator GoRE. [ di not get what you said. What kind of oils?
Mr. CRAIG. Domestic inedible oils, utilized in the soap kettle.
Unquestionably a large portion of that increase has been brought

about by the fact that coconut oil carries more of those oils into con-
sumption than would be possible without the use of coconut oil.

The next point I wish to develop is that the Philippine crushers
of coconut oil, of which our company is one, is in the same position
as the Pacific coast crushers.

Senator CONNALLY. You mean you have a plant in the Philip.
pines ?

Mr. CRAIG. Yes, sir; two of them.
Senator CoNNALLY. You do not want to pay any tax, of course,

on what you make in the Philippines and bring over here?
Mr. Cifiam. I hope that will not be necessary. The United States

is our only market. The cqlonial policies of European governments,
in developing commerce with their insular possessions has been to
favor their own insular possessions. We have heretofore followed
that same policy with regard to our insular possessions. Canada
now has a tax upon coconut oil and copra coming from countries.
other than within the British Empire, but they have access to un-
limited quantites of coconut oil and copra coming from countries
within the British Empire, many of which countries are large
producers of copra.

The CHAIRMAN. They admit it free?
Mr. CRAIG. They admit it free, from their own possessions-the

possessions of their own empire.
The CHAIRMAN. What particular countries do they get most of

that from?
Mr. CRAIO. I should say that most of it comes from Ceylon, Aus-

tralia, British India; to some extent, in the southern part of the
peninsula and other island possessions which Great Britain con-
trols, in that immediate region of the Pacific.

The advocates of this tax admitted yesterday that there would un-
questionably be a 25-percent reduction very quickly. Now, if the
coconut-oil tax is increased by 5 cents, palm-kernel oil, which I
have already explained is duty free, will coime in to replace a large
part of the coconut oil, to the extent that that is possible. You have
heard othvr witnesses testify yesterday that they would be able to
manufacture their products in which coconut oil is so essential, in
Canada, paying the nominal ad valorem tariff rates applying on those
products, and bring them in here at a materially lower price than'it.
would be possible to do if they are compelled to pay this excise tax
on coconut oil.
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The CHAIRMAN. Then your conclusion is that if we put it on
coconut oil and copra we should also put it on palm-kernel oil?

Mr. CRAIG. I would say that that is wholly inadequate, for the
reason that there must be likewise compensating taxes put on the
finished products into which these oils go, and when you are doing
that you are gettin into the whole question of the tariff.

Te CHAIRMAN. .OU did not answer my question. If it should
be ut on coconut oil, you think it should also be put on palm-kernel

Senator- REED. And soap?
Mr. CRAIG. It must be put on soap in the same way.
The CHAIRMAN. I did not ask-you about soap. I asked you about

palm-kernel oil.
Mr. CRAIG. Yes, sir.
Senator REED. I did.
Senator GORE. Then would you have to raise the tariff?
The CHAIRMAN. Of course, it would go on soap and the other

things that it entered into.
Senator GORE. And imports from Canada would have to be sub-

jected to an increased tariff, wouldn't they?
Mr. CRAIG. Yes.
The CHAIRMAN. What would you, say about whale oil?
Mr. CRAIG. Whale oil is not a competitor -of coconut oil. That is

:a competitor of other hard. high-melting-point oil, or what we
call "high-titre" fats. and it doesn't in any sense take the place
of coconut oil. In fact, its use in soap requires a larger percentage
-of coconut oil than some of the other "high-titre" fats. The same
is true of fish oil. They both have to be hydrogenated, that is,
'treated by a chemical process, to include hydrogen in the molecule
-of fat, before it is possible to use these marine oils in soap.

Senator GoRE. It is your contention that the increased use of
coconut oil encourages the additional use of other oilsV

Mr. CRAIG. Yes, sir; very definitely. I have given statistics to
confirm that fact. I have already explained that the increased
,consumption in inedible fats from 1912 to 1932 amounted to 50
percent, whereas the population increase, or the expected per capita
consumption on the basis of population increase, should have
accounted for only an increase of 30 percent.

Senator GORE. And the oil increased 2 percent?
'Senator CONNALLY. Fifty.
Mr. ORAI. Inedible oil consumption has increased 50 percent.
The CHAIRMAN. Are you practically through ?,
Mr. kORAIG. I am very, very near to the end; yes, air.
Now, the next point is that if you put this tax of 5 cents per

pound ,on coconut oil and we will assume, the palm-kernel oil,
that benefit is not going to be reflected to the producers of domestic
inedible fats, for the reason that if it were, there is a ,duty of
,only a half a cent a pound upon inedible tallow. The maximum
benefit Obtainable therefore, granting that this benefit would be
reflected in these domestic products would be only the extent of the
present existing tariff, which is a half a cent a pound on inedible
tallow. I cannot see the reason for inflating the price of coconut
eil and palm-kernel oil on this basis.
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The duty on tallow is the determining factor, if we granted that
there were competition, and scieue, I think, will absolutely refute
that contention.

Now, we might, at the same time, produce soap in the Philippine
Islands, and bring that soap in here, on which there would be no
duty, and certainly do it at an appreciably lower cost than it would
be possible to produce the soap in this country, paying that 5-cent
excise tax. Our company, I believe, could and would have to do it.

Senator GoR. That would be in accordance with our usually
enlightened policy.

Mr. CRAu. How is that?
Senator GoE. That would be in accordance with our usually en;

lightened policy, to drive these interests abroad, and then have them
ship their finished product in here.

Mr. CRAIG. That seems to be one inevitable result which would
come from this proposed step.

I want to offer this--
The CHA KAN. Mr. Craig, you have talked now 20 minutes.
Mr. CRAIG. I want to offer this constructive suggestion, Senator,

to your committee, that this whole program seems futile. It won't
accomplish what its proponents claim for it. We are sympathetic
to any program that will bring tangible and lasting benefit to Amer-
ican agriculture.. Application of tariffs or excise taxes on coconut
oil or other oils, in our opinion, is not the solution. The fat and oil
problem is not alone a broad economic problem, an international
problem, but a complex, scientific problem. The solution of the
coconut-oil problem, if indeed there be a problem, then, must be
found byfirst considering the scientific facts or the chemical problems:
involved init.

Now, due to the maze of confusion about the subject of inter-
changeability, obviously, then, the chemist is one of the most neces-
sary individuals to be consulted. I want to suggest that, although
we cannot give you a concrete proposal of how to solve this problem,.
the industry stands ready to cooperate and to help in every way it
can. If it is the will of the committee that the problem should be
turned over to some other body to make a thorough study such as
the Tariff Commission or the Department of Agriculture, wiiich now
has this subject under consideration, as I understand it. we stand
ready to donate the time of our research talent to assist in working
out some solution to this perplexing problem, to determine, once and
for all, the actual, scientific facts about this subject of interchange-
ability. Chemistry is an exact science, and there is no basis for all
of this controversy which keeps coming up every few years.

The CHAIRMAN. Well, we thank you very much, Mr. Craig, for
the suggestion.

Mr. CRAIG. I would like to file, with your consent, one or two state-
ments, and I will give them to the stenographer.

The CHAIRMAN. Just file them.
Mr. C4,to. In accordance with my statement made to you during

the course of Senator Quirino's remarks, I am filing herewith an
analysis of the coconut oil and copra imports into the United States,.
showing the comparisons for the imports "in 1933 with the 5-year
average, 1928-32.

407



408 REVENUE ACT OF 1934

-ANALYSIS OF COCONUT OIL IMPORTS INTO UNITED STATES

1. Coconut oil, as such, imported from Philippine Islands, yearly
average for 5 years, 1928 to 1932 -------------------

2. Coconut oil, as such, Imported from Philippine Islands in 1933.
.3. No coconut oil, as such, is Imported from other countries ----
4. Copra imported from Philippine Islands, yearly average for 5

years, 1928 to 1932-.-----------------------------
5: Copra imported from Philippine Islands in 1933----------
6. Copra imported from other countries, yearly average for 5

years, 1928 to 1932 -----------------------------
7. Copra imported from other countries in 1933------------
8. Coconut oil in copra imported from Philippine Islands, average

for 5 years, 1928 to 1932 -------------------------
9. Coconut oil in copra Imported frown other countries, average for

5 years, 1928 to 1932 ----------------------------
10. Coconut oil in copra Imported from Philippine Islands, 1933--
11. Coconut oil in copra imported from other countries, 1933-____
12. Coconut oil, as such, and in copra, from Philippines, average

for 5 years, 1928 to 1932 -------------------------

Pounds
318,057,000
310, 078, 000

296, 927, 000
442,168,000

218, 350, 000
218, 704, 000

190,033, 000

140,384, 000
282,988,000
139, 970, 000

508,990, 000

-or 78.4 percent of our total supply of coconut oil, valued at $29, 521,000.
13. Coconut oil in copra from other countries, average for 5 years, 1928 to

1932, was 140,384,000 pounds, valued at $7,137,000.
14. Coconut oil, as such, and in copra, from Philippine Islands in 1933 was

599,066,000 pounds, or 81.1 percent of our total supply of coconut oil.
Source of data: Annual and monthly reports on foreign and domestic com-

merce of the United States its issued by Bureau of Forleigh and Domestic
Commerce of the United States. United States Department of Commerce.

Mr. CRAI0. A further question was asked of Secretary Singson
relative to the total number of coconut trees in the Philippines and
the number under bearing. I wish to file a supplementary statement
continuing a brief analysis setting forth the facts, which will answer
the question asked by Senator Gore. It is as follows:

THE SUPPLY OF COPRA IN THE PHILIPPINES

It is contended that the present alleged effects of the competition with domes-
tic fats and oils will be materially increased in the future because of the large
Increase of acreage devoted to the cultivation of coconuts and the consequent
increased production thereof, as well as the cheapness of production.

Probably the basis of the fear expressed here comes from statistics published
by the Department of Agriculture of the Philippine Islands. Their statistical
bulletin, published in 1932, gives data showingg trees under cultivation and trees
in bearing, there being a difference of approximately 35,000,000 trees. This
report, which Is merely theoretical, is qualified by explanations that all of the
total trees under cultivation never come into bearing at the same time.

It is a fact well known to all practical horticulturists that the difference
between actual production and theoretical production is a very wide difference.
It must be kept in mind that there are hundreds of thousands of trees dying
yearly. In addition, the coconut palm Is susceptible to as many different types
of plant diseases and ravages of insects and pests, such as scales, fungi, etc.
Unfavorable weather conditions and typhoons take a heavy toll of the trees
actually in bearing each year, the trees being tall and slender, hence peculiarly
unable to withstand the destructive winds.

In fact, since 1929 every year has brought forth some serious damage which
adversely affected copra production. One year there were two earthquakes
which had serious effects resulting in greatly decreased copra production.
Another year saw an unusually large number of severe typhoons and still
another year the insect pest called the "leaf miner" took a great toll of
coconut trees out of production. An actual study of the production of coconut
trees shows that the rate of increased production is really very little in excess
-of the rate of destruction.

Prominent Filipinos holding high positions in the Philippine Government
and thoroughly familiar with the copra situation are the authorities for the
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statement that the areas under buitivation are not being materially increased.
In fact, there is a very definite tendency for the copra planters to shift to
other lines of endeavor by reason of the unprofitableness of copra production
In recent years.

I offer a telegram from Mr. J. D. Nelson, secretary of the Andrew
Jergens Co., of Cincinnati, Ohio, to correct information regarding
the manufacture of Woodbury's Facial Soap, reading as follows:

Wish to correct erroneous statement before Senate Finance Committee today
that John T. Stanley Co. makes the genuine and advertised John H. Woodbury
facial soap. This brand is owned completely by and has been manufactured
solely by the Andrew Jergens Co. since the year 1991. In excess of 15 percent
of coconut oil is used in its manufacture and no other raw material could be
substituted therefor.

The 1934 revenue bill, H.R. 7835, contains a 5-cent-per-pound
excise tax upon coconut oil, as passed by the House of Representa-
tives.

During the latter part of 1933, a publication entitled "The Tariff
on Dairy Products ", was written by Ronald R. Renne, assistant pro.
fessor' of agricultural economics of the Montana State College, and
edited by iohn R. Commons, Benjamin H. Hibbard, and Walter A.
Morton, of the University of Wisconsin. A portion of this publica-
tion deals with the proposal, rejected by the Congress when the 1930
Tariff Act was being framed, that a tariff of 45 percent ad valorem
be levied upon all imported oils and fats, regardless of their origin.

Since the proposed excise tax of 5 cents per pound on coconut oil
is more than double that which was proposed in 1930, the observa-
tions of these eminent agricultural economists, 1 from a principal
livestock State and the other 3 from a principal dairy State. are ex-
ceedingly timely. The essence of their conclusions in the publica-
tion which they have just issued is that even if a prohibitive duty
were levied upon coconut oil, "the benefit to American producers of
cottonseed, soybeans and peanuts, or beef and pork is doubtful."

In respect to the use of coconut oil in soap, they estimate that it
would create a burden on the public far out of proportion to any
benefit accruing to the domestic producers of fats and oils and state
that "there is no benefit to any home group sufficient to offset this
burden."

Herewith is reproduced the more tangent portions of the publica-
tion dealing with coconut oil:

THv TARIFF ON DAIRY PRODUOTS

By Ronald R. Itenne, Ph.D., Assistant Professor of Agricultural Economics
Montana State College

POSSIBILITY OF MAKING TilE DUTIES EFFECTIVE

Proposed dutls.--In the hearings on the 1930 tariff the dairy interests,
through their representatives, requested Congress to impose a duty of 45
percent ad valorem.on all extracted oils and a duty of 40 percent ad valorem
on the raw materials regardless of the uses for which the oils were intended or
of their country of origin. The Hawley-Smoot .tariff passed in June 1930,
made no Rfbstantial changes in the oil rates, hoievver, and left coconut oil
from the Philippines and copra from any source on the free list.

?68ssible effeots on se of coconut oil.--If a 45 percent ad valorem duty were
placed on coconut oil from any source and a 40 'percent duty on copra, it is
doubtful that oleomargarine manufacturers would cease using coconut oil. In
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1931, the wholesale price of coconut oil at New York averaged 5.3 cents per
pound. Assuming that the 45 percent duty were fully effective, the cost of
coconut oil would be increased by about 2.4 cents per pound. Ii spite of tills
additional burden coconut oil would still be cheal)er than lard but more expen-
sive than peanut and soya bean oil. (The average wholesale price of lard,
peanut, and soya bean oil at New York in 1931, were 8 cents, 6.2 cmnts, and 6.6
cents per pound, respectively.) Cottonseed and oleo oil would be but about
1.5 cents per pound cheaper The use of cottonseed oil in oleoumargarine manu-
facture is limited because it imparts its characteristic flavor tol the finished
product, but oleo, peanut, and soya bean oil would probably ie used in lager
quantities than at present. Nevertheless, it must not be forgotten that coconut
oil is peculiarly adapted to the manufacure of oleomargarine, an1(d would have
to become considerably more expensive than these oils before its use would be
discontinued or even greatly curtailed. The proposed duties would not be
sufficient to do this.

Probtwble effects on oleomargarine eoqus nptlo.--It is not likely that the
possible increase in the cost of making oleomargarine resulting from the levy
of the proposed duties discussed above would be sufficient to curtail oleo-
margarine consumption to any considerable degree. At the present time a
pound of average grade nut oleomargarine is 52 percent coconut oil. If the
proposed duties were fully effective they would Increase the cost of each pound
of oleomargarine by about 1.3 cents.2 This figure is based on the assumption
that the use of coconut oil would continue, since even with the 45 percent duty
It would still be nearly as cheap or cheaper than most of the other available
oils and fats. However, if oleomargarine manufacturers ceased to use coconut
oil and replaced the 128,000,000 pounds used in 19.2 with such products as
oleo oil. neutral lard, and cottonseed oil, of which we have.,large exportable
surpluses, the increased cost would, if anything, be less than 1.3 cents a
pound. Certainly it would not be more, or the manufacturers would con-
tinue to use coconut oil. This 1.3 cents is but a very small proportion of the
present or past price spread between butter and oleomargarine. During the 8
years from 1922 to 1929, oleomargarine prices averaged about 21 cents a pound
below butter prices. Chapter IV showed that a 2-cent per pound tax on oleo-
margarine apparently failed to decrease consumption, and it is difficult to be-
lieve that a possible increase in cost of 1.3 cents would accomplish what the
2-cent tax could not. Furthermore, it is possible that the manufacturers could
absorb the proposed tariff charge and still sell oleomargarine at its present ratio
to butter prices.

If the importation or use In oleomargarine manufacture of coconut oil were
prohibited, it would not necessarily follow that oleomargarine consumption
would be greatly or even sligtly reduced. With large exportable surpluses of
such prime first-class oleomargarine ingredients as' oleo oil and neutral lard,
oleomargarine manufacturers would have only to increase their use of these
materials combined with increases in cottonseed oil, oleo stock, and tallow,
all of which show exportable surpluses, in order to maintain the present output
of oleomargarine. Our exportable surplus in lard alone is more than double
the amount of coconut oil now used in oleomargarine. If oleomargarine were
made entirely from animal fats and oils, the increased cost woqld not be as
much as 3 cents per pound.3 This maximum possible increase is about one
seventh of tile average price spread between oleomargarine and butter. Oleo-
nfmargarine would still be about half as expensive as butter and its consumption

would probably not be materially decreased.

IFor the year ending Juno 30 1982, a total of 247 million pounds of materials were
used in manufacturing oleomargine in the United States. Of this amount 128 million
pounds, or 52 percent, was coconut oIL See Report of the Commissioner of Internal.
Revenue for the fiscal year 1932.

' In 1931 the average wholesale price of coconut oil at New York was 5.8 cents per
pound. At this price the 45 percent duty would increase the cost of a pound of coconut
oil 2.4 cents. Since oleomargarine in 1932 was 52 percent coconut oil, the increased cost
of a pound of oleomargarine would be 1.2 cents. Allowing 10 percent profit on this addi-
tional cost a pound of olpomargarine would cost not over 1.3 cents more tian at present.

$ In 1931 only one of the principal oils or fats used in oleomargarine was as much as
2.5 cents per pound higher than coconut oil. This was lard, which sold at wholesale in
New York at 8 cents a pound, as compared with 5.3 cents for coconut oil. At the same
time, oleo oil sold for 6.4 cents, peanut oil 6.2 cents, soybean oil 6.6 cents, and cotton-
seed'oil 0 cents. The average price of all these oils, excluding coconut, was 6.6 cents,
or but 1.3 cents per pound more than the price of coconut oil.
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POSSIBLE DBENWFITS :kND BURDENS OF EWMOIVE DUTIES

Possible bcw/lts.-The possible benefits accruing to Americans from effective
duties on oils and fats may be grouped under two heads: (1) Benefits to
dairymen, and (2) benefits to producers of domestic oils or their raw materials.

It seems evident from the preceding pages that the proposed duties would
not secure the results dairymen hope for. A comparison of figures 12 and 13
indicates the small possible reduction of the present spread between butter and
oleomargarine prices as a result of a tariff on Philippine coconut oil or its
elimination from oleomargarine manufacture. These figures also show clearly
the relative importance of the tariff and oleomargarine substitution as butter
price factors. It is obvious that the proposed duties on oils, which would
reduce by but about 10 percent the present large spread between butter and
oleomargarine prices, would be of comparatively insignificant benefit to Amerlcaki
dairymen.

If the proposed duties raised the cost of coconut oil high enough to eliminate
it from oleomargarine manufacture, or if -its use were prohibited, the benefit to
American producers of cottonseed, soybeans, and peanuts, or beef and pork is
doubtful. Our exportable surplus of lard alone is more than twice the amount
of coconut oil now used in oleomargarine. Cottonseed oil and oleo oil show
exportable surpluses. Also, the use of cottonseed oil in oleomargarine is
limited because its characteristic flavor cannot be neutralized. In the United
States soybean oil is a relatively unimportant byproduct, and the great bulk of
the domestic peanut crop is grown for purposes other than oil production. Any
attempt to raise the price level of all domestic oils and fats by increasing the
price of the 128,000,000 pounds of oleomargarine ingredients represented by
coconut oil will be futile if for no other reason than the existence of large
exportable surpluses in the United States of such prime oleomargarine ingre-
dients as oleo oil and lard.

Possible burdene.-The proposed duties on coconut oil and copra would
result in burdens to the American public greatly in excess of any possible
benefits derived from them. In 1931, 867,911,000 pounds of coconut oil' were
used in the United States. Sinpe more than 60 percent of our consumption is in
the manufacture of soap,* at least 520,747,000 pounds of this oil were used in
soap making In 1931. Assuming that the 45 percent ad valorem duty would
be fully effective and increase the price of coconut oil by about 2.4 cents per
pound,O the burdens to consumers front the increased cost of soaip would
amount to approximately $12,500,000. Since the proposed duties would not
materially check oleomargarine consumption nor benefit dairymen or producers
of domestic oils and their raw materials, there Is no benefit to any home group
sufficient to offset this burden.

Out of the 88 million pounds of coconut oil imported, only 156 million were
used in oleomargarine manufacture in 1931 and 521 million pounds in soap manu-
facture, leaving approximately 191 million pounds to be accounted for in other
uses. About 5 percent of our total consumption is used in marking lard sub-
stitutes and smaller quantities in the confectionery and baking industries,
and it the preparation of emulsions, cosmetics, and perfumes. The increased
cost of these products resti ting from the proposed duties would amount to
about $4,584,000. In addition, the increased cost of olemargaine in 1931 would
have amounted to approximately $3,744,000. Consequently the total burdens
to the American public in 1931 would have amounted to almost $21,000,000.

It should be noted that since the tariff tax proposed in 1930 was equal to 2.4
cents per pound, the present proposed excise tax of 5 cents per pound is more
than double. Therefore, the burden upon the American public f rom the 5 cent,
per pound tax on the basis of the estimates of these noted agricultural econo.
mists, were they to make an estimate based on the present 5 cents per pound
tax proposal, would total just under $44,000,000 instead of $21,000,000 as esti-
mated by them on the 1930 proposal which the Congress t. ctd.

The CHAmnMAiq. Ambassador Culbertson.

4 Represents factory consumption. Taken from U.S. Department of Agriculture, lureau
-of Agricultural Economics, Foreign Crops and Markets, July 25, 1892, p. 125.

See Wright P. 0., op. cit. p. 87, or U.S. Tariff Commission, Summary of Tariff
Information, 1929, schedule I, Chemicals, Oils, and Paints, p. 277.

'$Based on 1931 prices of crude coconut oil at New York of 5.8 cents per pound.
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STATEMENT OF HON. WILLIAM S. CULBEETSON ON BEHALF OF
THE NATIONAL FOREIGN TRADE COUNCIL

Mr. CUwERTSON. Mr. Chairman, my name is William S. Culbert-
son. I appear in opposition to the tax in section 602 of this bill, in
behalf of the National Foreign Trade Council, an agency interested
in the broad aspects of international trade made up of leaders in
finance and commerce and production and shipping all over the
United States.

Senator Gomz. What is its addressI
Mr. CuLBETSON. At the India House, New York City. Its presi-

dent is Mr. E. P. Thomas, who appeared yesterday before the com-
mittee on foreign tax credits. .

A number o years ago I was vice chairman of the Tariff Com-
mission, for a period of 7 years. At that time I began the study
of animal and vegetable oils and fats. I came here today prepared
to discuss this subject in considerable detail, but, Mr. Chairman, I
have some reluctance to continue at any length, if the committee
does not care to have me do so, and I would like to have some indi-
cation of the time I should take, before I proceed further with the
question.

The CHAIRMAN. Well, they have given you 10 minutes here, I
notice. Do you think that is sufficient?

Mr. CuIBmTsox. I am willing, Mr. Chairman, to confine myself to.
that time.

Senator GoRE Have you prepared a statement?
Mr. CULBERTSON. I have. I prepared a statement. I could pre-

pare more.
Senator GORE. File that, and give us the salient points.
Mr. Cu ERsoN. The subject is such a comprehensive one, and

involves the question of analysis of so many subjects, that it seems
rather futile to try to present a case in the short time of 10 minutes.

The CHAIRMAN. Mr. Ambassador, you can appreciate what the
committee is up against on this.

Mr. CULBEnTSON. Yes; I appreciate it, Mr. Chairman. I do.
The CHAIMAN. I dislike to put any limitation on you, and the

have held you back here to the last, but I hope that you will finish
just as soon as you can, because this committee has a number of
other witnesses here on other subjects.

Mr. CULBERTSON-. I will do that, Mr. Chairman. May I say that
if; as the subject develops in conference, there is any way in which
I can be of assistance to the committee, I should be very glad to
have you call upon mie.

The witnesses have presented to the committee the various inter-
ests which will be injured by this tax, if it goes into effect. You
have had the view presented to you of the consumer of coconut oil, of
the crushers in the Philippines, who went there and invested their
capital on the basis of the economic policy of the United States with
reference to that possession. You have had the story of the crushers
on the Pacific coast, who will have their raw material cut off by this
tax. You have had presented the question of the injury to the
general economic life of the Philippines, our policy toward which
is established by section 301 of the Tariff Act of 1930, and you have
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had indicated to you the injury which will result to our export
trade, our trade moving out to the Philippine Islands, I believe
it could be demonstrated, if we took the time to do so, that the
farmer, the agriculturalist, will lose more in the cotton-cloth trade,
the outgoing trade to the Philippines, than he could possibly gain
by this tax.

Senator GORE. That is a point I would like to hear you elaborate.
Mr. CULBERTSON. I can put into the record, Senator, the exports

of cotton cloth. In fact, they are all already in the record. rf we
take from the Philippine people their power to pay for the exports,
the tendency will be for them to buy in other markets, the European
markets particularly, which will take their coconut oil in case we.
do not.

Senator GORE. On that point it was stated awhile ago that we
import from the Philippines about $1,600,000 worth of edible oils
annually, and we ship to the Philippines about 21/2 million dollars
worth of dairy products.

Now, according to your theory, these incoming oils from the
Philippines pay for the out-going dairy products?

Mr. CULBERTSON. That is particularly the case, because of the
established free-trade relations between the United States and the
Philippine Islands, which has established the channel of trade over
a period of years, during which we have had this policy with refer-
ence to the Islands.

Senator GORE. And if we refuse to receive their products in
exchange for ours, we cannot expect them to take our products I

Mr. CuLBERTsoN. That is the inevitable result in international
trade. Of course, I should like, if I had time, to take up this case
from the broader aspects of our international trade, in which the
National Foreign Trade Council is interested, because it will affect
not only the interests which have spoken here directly, but the dock
workers, the commercial interests on the Pacific coast, and all the
various factors which have a bearing upon our national trade. If .
had time, also I believe-I could show to your satisfaction that this
will not be of benefit to the American agricultural interests.

I am a Kansas man, and I yield to no one in my desire to do some-
thing for the American farmer. This question, however, came up
in 1930. It was proposed in the tariff act at that time to put a
duty on these oils. A special study was made by Dr. Philip G.
Wright, who, during my day on the Tariff Commission, was our spe-
cialist on animal and vegetable oils and foods. He made later a
study for the Brookirigs Institution, on this whole subject, and I con-
mend that volume to you, as well as the report of the Tariff Commis-
sion, no. 41.

Senator GORE. What is the title of the book?
Mr. CULBERTSON. It is Animal and Vegetable Oils and Fats pub-

lished by the Brookings Institution, but I read a later pamphlet, in
which Dr. Wright analyzed that particular tax. Wit particular
reference to the duty on coconut oil from the Philippines, he says
this:

The reasons for the demand for the duty on Philippine coconut oil. Advo-
cates of such a duty claim first it would benefit, dairymen by increasing the
price of margarine and hence of butter. Second, it would benefit agriculture
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by giving .farmers the opportunity to produce more oil-bearing seeds, espe-
cially soybean, the oil from which would replace the excluded coconut oil.

Coconut oil Is a competitor with domestic (ills.

He continues:
The duty could attain the first end only to the extent to which it would

increase the price of margarine, and the second end only to the extent that
domestic oils may be substituted in uses now occupied by coconut oil.

Then, proceeding with his analysis, he comes to this conclusion:
Studied, oil by oil, it would appear that there is little to Justify the propo-

nents of a duty on Philippine coconut bil In either of their contentions; It
would not appreciably aid the dairymen by improving the price of butter,
nor agriculture in general, by affording a greater diversity of crops to the
farmer.

If the committee is particularly interested in that article I should
be glad to include it in the record. It represents an unbiased study
over a long period of years, beginning in the Tariff Commission and
extending under that impartial institution, the Brookings Institute.
I submit-it as a conclusion, which time does not permit me to defend
in detail.

Senator CONNALLY. This pamphlet was prepared after Dr. Wright
left the Brookings Institute, for it says, "Formerly with the Brook-
ings Institute."

At whose instance did he prepare this pamphlet?
Mr. CULBEnTSoN. I do not believe I can answer that, Senator

Connally.
Senator CONNALLY. Somebody paid for printing it and getting

itti?
Mr.L BmFRTsON. It was handed to me as a. part of the -
Senator CONNALLY. It says, "Formerly witi the Brookings Insti-

tute."
Mr. CuLmpTsoN. Yes.
Senator CONNALLY. So this is what he compiled after he left the

Brookings InstituteI
Mr. UUMTS ON. I believe it is correct that it was written after

he left the Brookings Institute.
Senator CONNALLY. And somebody paid for it, and somebody paid

his time, and all that. I wonder wvho it was.
Mr. CULBRTSoN. Mr. Gordon is standing-
Mr. GORDON. It is reprinted from the Journal of Farm Economics.
Senator CONNALLY. It did not say so.
Senator Gorw. What are his initialsI
Mr. CULB1ITSON. Philip G. .
Senator CONNALLY. Philip G. Wright, LL.D.
Mr. CULBE iTON. Mr. Chairman, it seems to me, in considering

this subject we need to lift up our eyes for a moment to the broader
aspects of the case, and visualize it as a paradox of unity, on the one
side, and diversity, on the other. There is a certain relationship
among all the various vegetable and animal oils and fats, but on the
other hand, there is a great variety and diversity among diem-a
diversity of origin, diversity of trade status, diversity of price, a
diversity of chemical content; and all of these factors present such a
complex question that it seems to me that before acting on any phase
of it, that it is relevant to suggest that the entire subject be analyzed,
analyzed as a whole, and that the tariff legislation, if we are to have
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tariff legislation, or, if not, some legislation, be sought, to solve this
problem, which will take into account all the factors in the question.
In my opinion, from my experience and study of this subject, you
will come to the conclusion that there is not before you a tariff ques-
tion at all; that the fact that our domestic oils and fats are on an
export basis, the fact that many of our industries need the imports
of many of these important tropical oils; that, and the interrelation-
ship and complications of international trade, will lead you to the
conclusion that tariff legislation will not solve this question.

And if that is true on the general question, it is, in a very par-
ticular sense, true of any legislation which proposes to select one or
two articles from this whole field of animal and vegetable oils and.
fats and legislate upon those 2 or 3 articles.

iou would do it without consideration of the relationship of these
two or three articles to the whole field in general. You would do
it without reference to the problem of compensatory duties on the
important industries which use those products as raw materials. So
that, if you, as a committee, wish to, you could dispose of the prop-
osition as it stands in section 602 by merely holding that it is an
unscientific way of dealing with the problem, deferring it for some
other later consideration.

Senator GoRE. Now, doctor, as I see it, there is only one argument
in favor of this scheme, and that is the fact that we have expended
millions to turn under cotton and destroy cottonseed and cottonseed
oil, and a good many soyabeans, that would produce fats, largely
for the future. That costs us a great many millions of dollars.

Now, without commenting on the wisdom of that, which a good
many people think is folly, is there any sense in destroying all these
domestic fats and oils and then allowing these oils to come in from
abroad?

Now, that is the only point that has any weight with me at all.
I do not favor the domestic policy at all, but it is involved.

Mr. CULBERTSON. That involves this question of interchangeability,
which is a very technical one. I am not a chemist, but in the case
of metallurgy for example, you can see the difference between the
different metals ; you can see the difference between iron and copper
and tin and lead. Now, the diversity is just as great, and even
greater, in the field of chemistry. These oils are not the same.
They are not interchangeable. The consumers buy their chemical
content, the glycerides of fatty acids; for example, take tallow.
Tallow is a companion product of coconut oil, rather than a com-
petitor. If we had time, I believe it could be demonstrated that
coconut oil actually carries a large amount of tallow into the soap
kettle.
i Senator CoNNALLY. Or maybe the tallow takes the coconut oil
in with it.

Mr. CULBERTSON. Well, certainly, it is a combination, Senator,
that is required ih the soap-making industry.

Senator CONNALLY. They go in together, possibly.
Mr. CftBwTsoN. There were many questions raised here yester-

day, among them the question of interchangeability, the old thread.
bare argument of the competition of the' American farmer with
tropical labor, the question of the status of the rendering industry,
the. question of the menhaden oil industry.

46982-4-27
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Senator GoR& The what?
Mr. CULBERTSOx. The menhaden oil.
Senator CONNALLY. Fish oil.
Mr. CULBERTSON. Fish oil; the question of why that industry is

in the condition it is today.
Senator Gonu. What about the displacement of cottonseed oil in

oleomargarine by coconut oil?
Mr. CULBERTSON. The American public apparently prefers nut

margarine. I am not an expert on it but apparently there has
been an increased demand for the io-caIled "nut" or vegetable oilmargarines.. .If-they can purchase coconut oil at all over the high tax, it will

result in an increase of price of margarine to the American public,
or it may shift the production to the animal-fat margarines, and
that would, probably to a small extent, increase the demand for
cottonseed oil, but the only way in which cottonseed oil can have a
large increased market is for it to descend to the price level of the
soap kettle, and at the present time, apparently, the difference of 4
cents a pound between the edible uses of animal oils and fats, and
the inedible uses, makes the soap kettle an unattractive market to
the cottonseed-oil growers.

Senator CONNALLY. If yOU will allow cottonseed oil to be driven
out of the edible field of margarine by coconut oil, it will have to
descend to the soap kettle, wont it?

Mr. CULBERTSON. It might be better for them to sell in the inter-
national market where they do today, and where cottonseed oil is
now sold on the basis of an edible oil.

Senator GORE. On an export basis?
Mr. CULBERTSON. Export basis is also on the basis of edible oils

and is the price which determines the price level in this country ol
lard and cottonseed oil; and another point, there, Senator, is that if
you shut out from the American market coconut oil, it will go to
Europe and there compete with out expQrts of lard and cottonseed
oil.

Senator CONNALLY. It would not hurt the Philippines any then
at all I say, that would not hurt the Philippines, if they couid stili
sell it in Europe, the same as they do here?

Mr. CULBriTSON. There are established lines of trade, Senator
which would be destroyed, and which have, of course, been presented
to you in great detail today.
* Senator GORE. Do you hap pen to know the amount of cottonseed
oil that is exported annually?

Mr. CULBERTSON. No. That will be in my statement, Senator, the
exact amount.

Mr. Chairman, in conclusion, let me say that a tax is no solution of
this question.

A tax on these few oils is certainly no solution of it. It is another
case of fooling the farmer with the tariff.

Senator GORE. What would you recommend as a substitute? You
talk about interchangeability. i

Mr. CULBERTSON. You are dealing Senator, in this problem with
the same problem that you are dealing within all of our great ag-
ricultural problems--the problem of wheat, and the problem of sugar,
and the problem of cotton.
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Senator Goiw. Yes, I know:
Mr. CULBETSON. It is a question of a great surplus and in this case

it is complicated further by the fact of the great diversity of pro-
ducts, and by the fact that we are on an international basis, as it
were, both ways.

Senator Gori. And yet we go on the theory that trade is a curse.
Mr. CULBERTSON. Yes. So I would suggest that the committee

strike this section 602 from the bill and turn to the experts of the
Government, and survey this question as a whole, accepting the cor-
roboration of both sides of this controversy, in presenting the facts
and then reach your conclusion; but analyze the problem first, and
then solve that.

Senator CONNALLY. Mr. Culbertson, the Foreign Trade Council
only concerns itself with large questions of international trade; it
does not espouse any particular tariff item, or thing of that kind,
does it?

Mr. CULBESON,. Well it has appeared-
Senator COX NALLY. You are representing the Foreign Trade

Council?
Mr. CULBERTSON. Yes; I represent them as general counsel in

Washington Senator.
Senator CO;NALLY. Yes, I know; but, today, whom do you

represent ?
Mr. CULBERTSON. I am, of course, interested so far as their members

are interested in this particular problem.
Senator CoNNALLY. Well, now, as I understand, that council only

deals with large questions, but evidently you are interested here in
some particular industry, or some particular concern. That is what
I am trying to find out, who that is.

Mr. CuLiERTSON. Mr. Thomas, the president of the council, to take
another case, appeared yesterday before the committee on the ques-
tion of the foreign-tax credit.

Senator CONNALLY. I am not asking about that. I would like to
know now whom you are representing here today. I mean this
whole thing.

Mr. CULBERTSON. The members of the council that are particularly
interested in this case are the ones who are crushers in the Phil-ippines.Senator CONNALLY. Well, exactly. That is what I wanted to get,

whom you are representing.
Mr. CULBERTSON. They also have plants in the United States.
Senator CONNALLY. Yes. You are here, though, representing

American investments in the Philippines whose owners do not want
to pay any tax on theproducts they bring in, and yet you say you
are representing the National Foreign Trade Council, this high-
brow organization that is only concerned with large questions of
building up our.foreign commerce and trade, but today you are
interested particularly in this because you are representing these
crushers in the Philippines; now, isn't that so.?

Mr. CULERTSON. I am representing them, Senator but--
Sinator CONNALLY. Well, you did not say that when you started

out. You told us you were representing the National Foreign Trade
Council.
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Mr. Cu;Dum oN .My authorization is from the National Foreign
Trade Council, and its members are entitled to the support of that
council.

Senator CONriAmy. Certainly, but we would like for you to say
that, when you start out. But the National Foreign Trade Council
is only the window-dressing for your appearance here, and your real
apparance is for the Philippie crushers, isn't it?

Mr. CuLBnrsoN. Those Philippine crushers are, in my. opinion,
entitled as American citizens to protections.

Senator CONNAL . Certainly they are, but I just wanted to kn6w
whom you are representing.

Mr. CuLmETsoN. But they are also interested in plants in the
United States.

Senator CONNALLY. Y's.
The CHAiRmAN. They are members of this organization, are theyI
Mr. CUwRTSON. They are members of this organization and are

entitled to the use of the organization, for the object which I came
here to speak to you about.

(Later in the day, Mr. Culbertson requested that the following
additional stAtement be placed on record:)

Let me make my position entirely clear in respect to my position before this
committee. I am general counsel in Washington for the National Foreign
Trade Council, who is opposing this tax as a matter of general policy. The
membership of the council includes not only American citizens interested in
the Philippines, but also others engaged in shipping, commerce, and general
economic relations between the Philippines and the United States. Affiliated
with the National Foreign Trade Council is the National Federation of Foreign
Trade Associations, which is made up of local associations all over the United
States. These local associations at Los Angeles and San Francisco and New
Orleans requested specifically that the council take action aganst the tax,
and the council did take such action.

The CmxAN. Have you finished the matter here?
Mr. CuLERTso. May I present this brief ?
The CAIMAN. Thank you very much.

ST'ATSIMUNT OF HON. WILLIAM S. CULETON ON SECTION 002, TAx ON" CEBITAIN
OIe, H.R. 78385, MARCH 14, 1934

I appear in behalf of the National Foreign Trade Council. The council is
national in scope and includes in its membership a large number of representa.
tive leaders in production, distribution, shipping, and finance-men who are
interested in a sound constructive development of our foreign as well as our
domestic trade. As a matter of general policy, the council is opposed to exces-
slve tariffs and other unnecessary obstructions to the movement of goods in
international commerce. It believes that American citizens engaged in business
in foreign countries and interested in commerce which passes to and fro across
our national frontiers are as patriotic and useful citizens as those who confine
their activities within the Territorial limits of the United States. It advocates
as a part of the recovery policy a liberal attitude toward both imports and
exports. It believes that both foreign and domestic trade must revive and
expand if we are to achieve real national prosperity.

The council is opposed on broad grounds of policy to the tax on certain
vegetable oils proposed in section 60 of H.R. 7835. The proposed' tax is in
the form of an excise tax. It is, however, in effect, a tariff duty. Neither
copra, the raw material for coconut oil, nor sesame seed are produced in the
United States. They are imported either in their original state or in the form
of expressed oils. T9 impose, therefore, an excise tax of 5 cents a pound on
coconut oil and sesame oil at the time of their first domestic processing is, In
fact, whatever it may be in form, a tax on importation. The unit value per
pound of coconut oil imported from the Philippines was 2.71 cents in 103. The
ad valorem equivalent, therefore, of the Scent tax is only a little under
200 percent.
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These products, thus singled out for special taxation, are not, however,

products which can be treated alone; they are closely related to the numerous
other products in the general classification of animal and vegetable oils and
fats, and, moreover, they are raw materials consumed by important industries
whose tariff status was fixed on the basis that their raw materials were free
of duty. If we are to consider adequately and equitably the issue raised. by
the proposed excise tax, we must review the entire tariff question of animal
and vegetable oils and fats. Your honorable committee might therefore dis-
pose of this proposed tax without going into Its merits by merely holding
unscientific an effort to legislate on a few products selected arbitrarily from
a broad related group. Your alternative would seem to be the reopening of the
tariff question on the entire range of animal and vegetable oils and fats and
on the varied industries using them as raw materials. I am sure that this
conclusion is obvious to the members of this committee accustomed to deal
with tariff questions. It is supported by extensive studies, in particular by the
Report of the Tariff Commission, No. 41, and by the volume written by Dr.
Philip G. Wright and published by the Brookings Institute. Dr. Wright, who
was with the Tariff Commission in my day as expert on this subject, refers to
the animal and vegetable oils ud fats in these words:

"The commodities concerned ,. the present discussion are important and the
tariff problems complex. The bare enumeration of the oils and the industries
dependent on them is sufficient to indicate the importance in our domestic
economy of the articles treated in this study. They include, directly or indi-
rectly, butter, lard, tallow, oleo and nut margarin, lard substitutes, salad oil,
peanut butter, soap, paint, varnish, oil cloths, printers' ink, important lubri-
cants and illuminants, and articles contributing more or less remotely to the
prosperity of many important industries not included in the above. It has
also been made apparent that the tariff problem is far from simple. Both of
these considerations suggest the danger of injudicious tariff action and the
need of careful, comprehensive study.

Furthermore, the comprehensive character of the problem before us is
indicated by a survey of the statistics. At this point I shall incorporate for
the convenience of the committee 3 statistical tables prepared by the Tariff
Commission. They show the range of products within the group which we
are considering, the quantities of production, the imports, and the rates of
duty in the Tariff Act. Although these statistics in themselves reflect both
variety and complexity, they even do not tell the entire story, since the prod-
ucts listed are the raw materials which enter into the production of a wide
range of finished and semifinshed products. A little later I shall, therefore,
refer to the subject of consumption.

The 8 tables to which I have referred are as follows"

Production of principal domestic oils and fats 1929 to 1938
[Thousaunds of pounds)

1929 1930 1 1 1982 33

cottonseed:
Crude........................... 1,.84.61 1,610.102 1,410,500 1,573,049 1,397,958
Refined, footse.................... 1,450,772 1,457,504 1,295.43 1,882,991 1,233,48050 percent baste ........................ 224,761 245,945 181,148 221,717 201,10

Corn: AiA41 :Crude ................................. 18 113
Refined ....................... 121,451 101,148 104,014 102, 449 118,118

laid:
Neutral ........ ................ 43,58 2,957 22,702 17,7)2 17,707
Other edible ........................... 1,813,354 1,575,54658380 1,072,141 1,756,891

Tallow:
Edible ................................ 4,727 41,078 70100 52,05 5817
Inedible .......... ............ 426,638 448,458 4%9,740 479,960 56096

Grease:
White ................................. 76,390 64,799 68,452 62 70,897
Yellow ................................ 81,84 82,110 88051 70 77,248
Brown........................... 48,636 45,427 53, 243 48,667 49,401
Bone .. ......................... 24686 25,05M 28,11 18,477 21,009
Tan age .. ,........................ 53213 52,479 48, 986 44,W0 44.207
Ganhae........................... 91,416 78,853, 70,082 8%46Menhaden ............... ................ 24, 557 24, 700 168 1k0Ig 17, 76

Herring (including sardine) ............. 74, 427 70,997 40,222 60,476 841062

I Preliminary.
Source: Bureau of the Census, U.S. Department of Commerce.



Imports for cos umpt i Lie UW States of princpal impm oil. (and oil equ6alen of oi" ring material , uwd maifny for soap and
edibl purpose

(In thousands of pounds]

Use p pally for soap:
coconut oil (from Philippine Is)ands) ..........................

In term of o HL .....- - ------.- ----.-"-----
Palm k l t......... o il........ ........ ........ ........ .......
Palmoll --------------------------
Olive oil, Inedible.------------Sunfower see Ol, deaurd
lam nail Aanawnn

1924

224,635
13,371

101,780
31.4 

135

4,511

Coconut oil .... .-waoil-- -----------------------------" ------------...........
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Peanut oIL ..-----------------------------------------
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Sesam seed, in terms of oil -.....................................

2 14s than SO pounds.
SI e r ad ardo and the smau quantity of sod and menhaden.

#Expressed or acded of tn-s.pL shown by Invoice analysis to be corn oil.
Soo= Foreign Commee and Navigation ofthe United States.
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Rates of duty, import value, and quoted price. of prinolpa imported oils and
fate, 1983

Unit New York market (exceptOil Rate of duty value of as spcified) pimports

pound cent per pound
Coconut ...................................... 2 cents per pound. 6 21
Coconut (from Philippine Islands) ........... Free .............. 2.71 2 - -k-ge,).
Palm ............................................ do ............. 2 443 N
Palm kernel, denatured ......................... do ............. 2.04 (ms).
Palm kernel, edible .......................... 1 epr pound.. .6
Olive foots. ....................... ......... . 3.=83 8 (barrels).
Olive, other inedible .......................... ... do ..... 0..51 10.8 (barrels, denatured).
Whale ........................................ 0.8 cent per pound 6.58 4 (tanks, no. I coast).
Herring ...................................... 0.7 enter pound .81 2 (tanks, coast).
Corn ......................................... 20 percent ........ 8.48 3Y at works-toks, crude.
Peanut ...................................... 4 cents per pound 6.14 4 at mill-tanks, crude.
Sesame ....................................... 3_cents per pound. 9.02 8(drums,refinedyellow).
Sesame, denatured ............................ Free .......... 5. 84
Sunflower seed ............................... 20 percent ... .. 2.99 4% (tanks).
Sunflower seed, denatured .................... Fre .......... 3.33

I Oil, Paint and Drug Reporter, Ian. 22,1934.

Although animal and vegetable oils and fats constitute a group of products
to be considered as a unit for tariff legislation, they nevertheless vary widely
among themselves in origin in trade status, In use, in price, and in chemical
content.

From the standpoint of origin they classify as:
(a) Butter, lard, tallow, and animal greases.
(b) Fish and whale oil.
(c) The wide range of vegetable oils, including not only sesame and coconut

oils but also palm oil, palm-kernel oil, olive oil, soybean oil. corn oil, peanut
oil, cottonseed oil, and others.

From the standpoint of international trade this group of products may be
classified:

(a) Those produced in the United States for which we have exportable
surplus and whose price therefore is determined in the world market, as, for
example, oleo oil, white grease, and lard.

(b) Those which are imported entirely from abroad, as, for example, coco-
nut oil and palm oil, China wood oil.

(o) Others produced to some extent in the United States, but our needs of
which must be supplemented by some importation, as, for example, linseed
oil and tallow.

From the standpoint of use the group classified into:
(a) Oils and fats used for food, as, for example, cottonseed oil, butter,

peanut and corn oils.
(b) Used for industrial purposes, as, for example, inedible tallow and

grease.
(e) Oils and fats used to some extent for food and to some extent for in-

dustrial purposes, as, for example, coconut oil and fish oils.
From the standpoint of price they classify as:
(a) Oils and fats used for edible purposes. Practically all American oils

and fats, except those produced by the rendering plants from refuse, fall within
this class and are sold at prices materially higher than

(b) Oils and fats used for nonedible purposes, including a wide range of
industrial uses.

Contrasts and variations in chemical content within the group of animal and
vegetable oils and fats are the most striking. They are decisive in determining
the use of these products, but since they are not obvious they are the most
difficult to eblain.

I make no claim to have an expert knowledge of chemistry. My long study
of this problem, which began during my membership on the Tariff Commission,
convinces me, however, that intelligent legislation is not possible without taking
into account the varying chemical content of the animal and vegetable oils and
fats. The detailed chemical analyses of all of these products is available to
the committee from competent experts, together with an explanation of the
Industrial significance of each. I shall merely sum the matter up in general
language..
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In metallurgy we experience no difficulty in distinguishing between different
metals. We can see the difference between iron, copper, lead, and similar
products. We know from everyday experience the limits which are placed
upon their interchangeability.

In chemistry, however, the contrasts, although greater, are not obvious to the
eye. Oils and fats are made up of chemical compounds known as "glycerides
of fatty acids." One oil may contain a glyceride wholly absent in others. Each
oil and each fat has on account of its content a peculiar adaptability for this
or that use or for the accomplishment of this or that purpose. In spite of the
possibilities of hydrogenation, the varying chemical content f oils and fats is a
distinct and measurable limitation on their Interchangeability, and I may add
that the practical Interchangeability in the laboratory. I will develop this
subject in more detail when I speak specifically on coconut oil. In anticipation,
however, it should be said that the soap maker, when he buys coconut oil, buys
laurie acid, a glyceride not found in any of the domestic fats and oils. If he is
to make tile types of soap which the American public is now demanding, he
must have coconut oil.

My analysis of the problem before t suggests the paradox of unity on the
one hand and diversity on the other. It is this very paradox which makes
this problem the most baffling within the range of tariff legislation. A rela-
tionship exists which some have concluded through ignorance or other
through design to be synonymous with interchangeability.

Scientific legislation, therefore, is not possible without a full considera-
tion of this paradox in all its phases. Nor can you legislate equitably without
weighing tile effect of this tax on the consuming industries, on the Philip-
pine Islands, and on our foreign trade.

I will now turn to the more detailed consideration of the immediate Issue
before the committee. The first question whieh will concern. you will be:

What interests will this tax injure?
It will injure (without compensating benefits to other interests):
(a) The industrial consumers of coconut and sesame oil and the ultimate

consumers of products made therefrom;
(b) American crushing interests in the Philippines and in continental

United States;
(o) The Philippine Islands; and
(d) The foreign commerce of the United States.
First, consumption: For a long time it has seemed to me that the sub-

Ject of industry as a consumer has not received its proportionate share of
attention. At the present time in public discussion this interest, as well
as the other interests of industry, appear to have been given a second place;
at least they are greatly underemphasized in any discussion of recovery.
It may, therefore, be proper to emllhasize that many large industries are the
consumers of oils and fats; that they -are the market for domestic products
as well as for foreign products; that they produce necessities purchased
widely by the ultimate consumer who is Vitally interested in low costs of pro-
duction and in the resulting lower prices.

Coconut oil (and the discussion for clarity may be narrowed to this product)
is.consumed as a raw material by industries producing nonedible products and
by industries producing edible products.

The former include the rubber, the tanning, and the soap industries.
Laurie acid is indispensable in the rubber industry, particularly in the pro-

duction of automobile tires. This ingredient cannot be supplied by cottonseed
oil or other domestic oils. The rubber industry, therefore, must have a sub-.
stantial amount of coconut oil and a tax on this raw material becomes merely
a burden to it and to the ultimate consumer without any corresponding benefit
to any other industry. The tanning industry also required coconut oil, particu-
larly in the preparation of white leather. No other oil or fat is an adequate
substitute.

The demand of the American public at this time for a freely lathering soap
makes laurie acid an indispensable raw material for the soap maker. No
American oil or fat contains laurie acid. If a complete embargo were placed
on oils containing laurie acid, e.g., coconut oil, the soap maker in the United
States would be forced to change his technique and to produce soaps with which
the last generation was familiar but which are less adapted to modern needs.

The proposed tax is virtually an embargo.
The big soap manufacturers are in a position to help themselves; they can

produce soap in their foreign plants where they have free raw materials and
import soap Into the United States over the 15 percent duty. The small manu-
facturer, if he stays in business, has the choice of substantially higher costs
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of production or a change to a type of soap without laurie acid, which probably
cannot compete successfully with the products of the big soap producers.

In the discussion of another section of this bill (i.e., foreign tax credit) dis-
approval has been expressed against the establishment of American factories in
foreign countries. If this proposed tax on coconut oil becoes effective, it will
stimulate production in American factories abroad.

Another important American industrial interest which would be adversely
affected by this proposed tax is the American plant which crushes copra, which
plants are located both in the Philippine Islands and in continental United States.

Coconut oil is also used as a raw material in several important food indus-
tries. On account of the outstanding characteristics of coconut oil, it is
peculiarly adapted to the production of fillings and icings for products which
are consumed some day and even some weeks after they are made. No matter
how high a duty is put on coconut oil, the confectionary and fancy-biscuit indus-
try will have to import It, and the only result will be the burdening of the'
industry with higher costs and the ultimate consumer with higher prices. Coco-
nut oil has also become an important raw material in the production of vege-
table or nut oleomargarine. A heavy tax on coconut oil would either be passed
on to the ultimate consumer or it would lead the producer of vegetable or nut
oleomargarine to shift to the production of margarine made from animal fats.
Such a shift in technique might increase in maximum the consumption of
cottonseed oil a fraction of 1 percent, but it could have no appreciable effect on
the price of butter.

In weighing the arguments which urge the competition of coconut oil in
edible uses it is relevant to emphasize that in the distribution of oils and fats
among their major uses in the United States it constitutes less than 4 percent,
whereas cottonseed oil constitutes about 20 percent, lard more than 30 percent,
and butter almost 40 percent.

It requires no argument to prove that this tax will be extremely burdensome
to the Philippine Islands generally and ruinous to millions of people who,
relying upon our long-established policy, have developed the copra industry.
Tim principle of free commercial exchange between the United States and the
Philippines has now been In effect for many years and is embodied In section
301 of the Tariff Act of 1930.' The general questions of the political and
economic relationships between tile United States and the Philippine Islands
are now under consideration. It seems to be the intention of both the executive
and legislative branches of our Government to consider this problem broadly,
to discuss it with the representatives of the Philippine people, and to arrive at
a solution of the problem satisfactory to both parties. In view of this pending
situation I respectfully submit that it is unjust to single out one phase of the
relationship between the United States and the archipelago and act upon it
in a way injurious to millions of Filipinos and to the economic relations be-
tween the two countries, especially when we would retain at the same time
the reciprocal advantage of free entry of our products into the Philippine market.

Our export trade to the Philippine Islands has a very substantial monetary
value, particularly to our agriculturalists. In values running into millions of
dollars the Philippine people buy from us cotton goods, fruit, vegetables, meat
products, tobacco, flour, and even milk and imtter. We cannot expect to sell
to the archipelago if we deprive them of our market and make it impossible
for them to pay. I believe that it could be shown that the cotton grower will
lose more from diminished sales of cotton goods than be will benefit from the
tax on coconut oil; that the dairy farmer will lose more from diminished
sales of his products in the Philippines than he will benefit from the tax.

But we should look at the problem from a broader point of view than this.
A sudden interruption in the trade of copra and coconut oil will seriously dis-
locate the commercial relations between the United States and the Philippines
and injure not only consumers of oils, but crushers, shipowners, commercial
and financial interests. Large and substantial businesses rest on the free entry
of Philippine copra and coconut oil into the United States. They are entitled
to your consideration and protection.

Americans have invested their capital and skill in crushing plants in the
Philippine Islands. It was once considered highly 'commendable to develop
industrial enterprises in the archipelago and thus to diversify the economic life
of a people under our sovereignty. I believe that the majority of Americans
still consider it commendable. We should not at least destroy this enterprise.

On the Pacific coast also the crushing industry has been nurtured by free
trade in copra and has become an important factor not only in the industrial
but also in the agricultural life of the region.
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Moreover, a prohibitive tax on copra and coconut oil would lay a heavy hand
on shipping, on railroads, and on commercial agencies.

I make a special plea for a consideration of the interests of foreign trade
indirectly endangered by this tax. You hear usually that this particular pro.
ducer or consumer will be injured or benefited. Lift up your eyes on the general
scene and look at the place which foreign trade holds and must continue to
hold in our recovery program. Our political frontiers are no longer our eco-
nomic frontiers. We must participate as a people in international commerce.
Importing and exporting contribute wealth and prosperity. No class has as
great an interest in foreign trade as has the agricultural class. Indeed, the
remedy for the ills which this tax is inlstakingly designed to correct begins
with the acceptance of the fact that th oils and fats present not a national
but a world problem.

We are living in a time in our national history when special attention is
being shown to American agricultural interests, and I yield to no one in my
desire to help these interests and to see legislation which will restore the
farmer and the stock grower to prosperity. The producers of fats and oils
in the United States are suffering, as are the producers of other agricultural
products, from overproduction and underconsumption. Relief will not come
from a measure applied to a minor phase of the problem; it will only come
from a comprehensive policy which controls all phases of the economic situa-
tion.

At this point I desire to include In my survey the statistics of the Tariff
Commission on the consumption and exportation of animal and vegetable
oils and fats. The statistics permit an analysis of imports entering domestic
consumption, domestic production entering domestic consumption, and domestic
production sold in the world market at world market priceq. The four tables
are as follows:
United States Tariff C(ommission, Wa8hlngton-factory consumption of oils and

fats in soap exclusivee of foots resulting from rief ning)

Thousands of Percent of total
pounds quantity

1931 1932 1931 1932

Domestic materials:
Tallow, Inedible .................................... 628.714 649,186 37.67 39.93
Grease .................................... 129,403 143,724 9.31 10.45
Soybean oil ............................... 3,816 5,571 .27 .41
Cottonseed oil ...................................... 1,970 31583 .14 .26
Corn oil ............................................ 4,104' 2,532 .30 .18
Tallow, edible ...................................... 1,494 1,969 .11 .14
Edible animal stearin ............................. 83 374 .01 .03
Oleooi ............................................ 440 260 .03 .02
Neat's-foot oil ................................... 33 27 ........................

Tot ........................................... 665033 707,226 47.84 61.42
Imported materials:

Coconut ol ........................................ 340,50 353,527 24.49 25.70
Palm oil ........................................... 172 228 168, 009 12.39 12.22
Sulphur oil or olive toots ........................... 38, 970 30,877 2.80 2.24
Pain-kernel oil ..................................... 28, 03 3, 65 2.02 .26
Castor ol ......................................... 2, 829 2408 .20 .17
Sesame oil .......................................... 8,197 1,871 .59 .14
Olive oil, Inedible .................................. z o 1,912 .15 .14
Vegetable tallow ................................... 3,258 511 .24 .04
Olive oil. edible .................................... 14 52 .......................
Rapeseed oil ................................................... 89 ............ .01

Total ............................................ 596138 562,821 4188 40.92
Domestic and imported materials:

Marine animal oils ................................. 68 669 48,044 4.04 3.58
Fis ois ........................................... 88,426 49,091 4.20 3.57
Other vegetable oils ................................ 233 6,059 .01 .44
Linseed oil ......................................... 1,488 9 ,11 .07
Peanut oil .......................................... 244 290 .02 .02

Total ........................................... 29,060 105,369 9.28 7.60

Grand total ...................................... 1,30,231 1,375,418 100,00 100.00

Production of soaps ....................................

Source: Bureau of the Census, U.S. Department of Commerce.
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Domestic export# of prinoipal oils, fats, and oil j'oduct8
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1929 !930 1931 1932 1933'

Quantit (thousands of pounds):
Lo .n...ds.... ... ......... 820,328 642,486 58, 708 64 202 579 072
Lard, neutral .................................... 18, 539 13,631 9, 88 5,951 5,107
Oleo oil ......................................... 68.209 6,483 47,323 42,409 33,783
Oleo stock ................................... 8,099 7,779 7,924 7,075 81633
Oleo stearin .............................. 3 931 5,133 6,842 7, 534 0273
Other animal greases and fats, inedible ....... 59,934 3,581 75,28 580,940 70,025
Cottonseed oil:

Crude ....................................... 19,292 16,394 9,733 44,855 26,143
Refined ..................................... ,783 11,903 12,845 10,913 9,292

soaps ........................................... 74,540 62,80 47,253 34,917 25,828
Value (thousands of dollars):

Laid ............................................ 105,530 73,434 51,009 31,885 34,095
Lard, neutral .......................... 2, 447 1,631 929 388 3
Oleo oi ................................ 7,01 5,871 3,309 2,491 1,887
Oleo stock ...................................... 80 76 539 394 482
Oleo stearin ..................................... 440 478 540 3864 306
Other animal greases and fats, Inedible I ......... 5,310 4,146 3,199 1,783 2,475
Cottonseed oil:

Crude ................................. 1,551 1,228 882 1,445 778
Refined ............................... 837 1,168 1,162 050 51

Soaps ........................................... 7,277 5,993 4,301 2,847 2,086

I Preliminary figures.
I Other than neat's.foot oil, other Inedible animal oils, fish oils, grease stearin, olele acid, and stearl acid.

Source: Foreign Commerce and Navigation of the United States.

Oils and fats consumed it the manitfacture of oleomargarine, 1928-83 (fiscal
ycars), including butter but excluding milk

(From reports of Commissioner of Internal Revenue]

(In thousands of pounds]

1928 1929 1930 1931 1932 1933

Imported vegetable oils:
Coconut oil ........................... 141,000 171,411 185,066 155,954 127,967 134,430
Palm-kernel oil ........................ 129 18 3 ....... ...........
Palm oil .............................. 955 1,349 1,101 2,773 314 383
Sesame ol ............................. 40 .................. 99 203 .........
Soybean oil ............................................... 619 2,282 13

Total ............................ 142,124 172,775 188,789 161,8 128,497 134,820

Domestic vegetable oils:
Cottonseed oil ......................... 24,801 28,173 30,213 2,037 14,874 10,031
Peanut oil ............................. 5,459 ,8017 5,714 3,291 3,780 i,338
Corn oil ............................... 38 1 159 74 102
All other vegetable oils ................ 5 12 48 48 1 ..........

Total ............................... 30,854 34,802 35,976 27,535 18,729 18,471

Domestic animal oils and fats:
Oleo oil ............................... 45,477 47,185 45,322 2,040 15,314 12,457
Oleo stearin ........................... 5,532 5,834 0,269 , 484 4,337 3,283
Oleo stock ............................. 1,738 1,294 1,189 1, 025 641 573
Neutral lard .......................... 25,036 24,189 19,632 10,180 10,557 9,130
Butter ............................... 2484 2,611 2,616 1,013 39 16
Miscellaneous ......................... 198 26 16 .......... I ..........

Total ............................... 80.40 81,139 75,044 45,742 30,889 26,459

Total domestic animal and vegetable oils
and fats ................................. 110,819 115,941 111,020 73,277 49,018 43, 930

Total imported vegetable oils ............. 142,124 172,775 18, 789 161,088 128,497 134,820

Grand total, all oils and fats ......... 252,943 288,716 297,809 234,36 178,115 178,760
Percent domestic .................... 43.8 80.7 37.3 31.3 27.9 24.0
Percent foreign ..................... 5. 2 49.3 62,7 6& 7 72.1 75.4
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Oleomargarine production (colored and unoolored)

Production Production
Fiscal year ended June 30 I (1,000 II Fiscal year ended June 30 (1,000

. pounds) pounds)

128 .................................. 294,609 131 ..................... . 277,773
1929 ................................ 33,122 132 .............. 215,342
1 9 .............................. 849,124 1 93 3 .............................. 219,044

Factory oonsumption of oils and fats in lard compounds and vegetable,
slortealans

Thousands of pounds Percent of total
quantity

1031 1932 1031 1932

Domestic materials:
Cottonseed oil ........................................... 028,489 834,867 76.85 86.14
Tallow, edible ........................................... 69,548 45,708 5.76 4.72
Edible animal stearin .................................... 27,220 17,357 225 1.79
Lard ..................................................... 8,860 , 636 .73 .58
Soybean oil ............................................. 10,860 4,889 .90 .50
Corn ol ................................................ 6.61 3,06? .85 .32
Oleoon ................................................ 10,004 I, 134 .83 .12

Total .................................................. 101,606 1Z18 87.87 94.17

Imported materials:
Palm oil ................................................. 34,536 22,120 2.86 2.28
Coconut ol ............................................. 34,132 8,332 2.83 .88
Sesame oil ............................................... 33,817 7,797 2.80 .81
Palm-kernel oil ......................................... 158 .......... .01 ..........

Tot .......................... ........................ 102,643 38,25 8.0 3.95

Domestic and imported:
Fish oils ................................................. 16,676 11,520 1.38 1.19
Marine animal oils ....................................... 2,708 2,185 .22 .23
Peanut ol ............................................... 5,960 3,502 .49 .36
Other vegetable oils ...................................... .18,549 957 1.54 .10

Total .................................................. 43,893 18,164 3.63 1.88

Grand total .................................. 1208,142 968,0 10.0
Production of lard compounds and other lard substitutes.... 1 59 945,41..............

Source: Bureau of Census, U.S. Department of Commerce.

What interests will the proposed tax benefit?
It may help to overcome the general. presumption that agriculture should

be helped at all costs to show that the proposed excise tax will not'help the
producers of American oils and fats.

Dr. Wright, the expert to whom I have already referred, offers the follow.
'Wg conclusion after years of unbiased study:

REASONS FOR DEMAND FOR A DUTY OF PRILIPPINU COCONUT OIL

"Advocates of such a duty claim: (1) It would benefit dairymen by increas-
ing the price of margarine and hence of butter. (2) It would benefit agri-
culture generally by giving farmers the opportunity to produce more oil-bearing
seeds, especially soybeans, the oil from which would replace the excluded
coconut oil.

"COCONUT OIL AS A COMPETiTOB WITH DOMESTIC OILS

"The duty could attain the first end only to the extent that it would increase
the price of margarine, and the second end only to the extent that domestic oils
may be substituted In uses now occupied by coconut oil.

"Studied oil by oil It would appear that there was little to Justify tile pro.
ponentp of a duty on Philippine coconut oil In either of their contentions;
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It would not appreciably aid the dairymen by Improving the price of butter,
nor agriculture in general by affording a greater diversity of crops to the
farmer."

In a publication entitled "The Tariff on Dairy Products", edited by well-
known professors of the University of Wisconsin, will be found a discussion
of the tax proposed in 1930 on imported oils and fats. In this publication
It is stated:

"PMO13L3 M TB AND BUIUS Of 'EQTMV DUTBS

"Possible benefits: The possible benefits accruing to Americans from effective
duties on oils and fats may be grouped under two heads-(1) benefits to dairy-
men and (2) benefits to producers of domestic oils or their raw materials.

"It seems evident from the preceding pages that the proposed duties would
not secure the results dairymen hope for. A comparison of figures 12 and 13;
Indicates the small possible reduction of the present spread between butter and
oleomargarine prices as a result of a tariff on Philippine coconut oil or its
elimination from oleomargarine manufacture. These figures also show clearly
the relative importance of the tariff and oleomargarine substitution as butter-
price factors. It Is obvious that the proposed duties on oils, which would
reduce by but about 10 percent the present large spread between butter and
oleomargarine prices, would be of comparatively insignificant benefit to American
dairymen.

"If the proposed duties raised the cost of coconut oil high enough to elim-
inate it from oleomargarine manufacture, or if its use were prohibited, the
benefit to American producers of cottonseed, soybeans, and peanuts, or beef and
pork Is doubtful. Our exportable surplus of lard alone is more than twice the
amount of coconut oil now used in oleomargarine. Cottonseed oil and oleo oil
show exportable surpluses. Also, the use of cottonseed oil in oleomargarine is
limited because its characteristic flavor cannot be neutralized. In the United
States soybean oil Is a relatively unimportant byproduct, and the great bulk
of the domestic peanut crop Is. grown for purposes other than oil production.
Any attempt to raise the price level of all domestic oils and fats by increasing
the price of the 128,000,000 pounds of oleomargarine Ingredients represented by
coconut oil will be futile if for no other reason than the existence of large
exportable surpluses in the United States of such prime oleomargarine
ingredients as oleo oil and lard.

"Possible burdens: The proposed duties on coconut oil and copra would
result In burdens to the American public greatly in excess of any possible
benefits derived from them.- In 1931, 867,911,000 pounds of coconut oil were
used in the United States. Since more than 60 percent of our consumption
Is In the manufacture of soap, at least 520,747,000 pounds of this oil were
used In the United States. Since more than 60 percent of our consumption
duty would be fully effective and increase the price of coconut oil by about
2.4 cents per pound, the burdens to consumers front the increased cost of soap
would amount to approximately $12,500,000. Since the proposed duties would
not materially check oleomargarine consumption nor benefit dairymen or
producers of domestic oils and their raw materials, there Is no benefit to any
home group sufficient to offset this burden."

XI. These authoritative statements would seem to be sufficient to dispose
of the immediate question before the committee. In view, however, of the
Insistence of certain agricultural interests upon this tax, It is relevant to
emphasize not only that the tax will be without benefit to our' agriculture
but that it will In fact tend to reduce the price level of domestic oils and
fats. I believe that it can be demonstrated that this will be the result, for
two reasons: In the first place, the price level of American oils and fats,
particularly cottonseed nil and lard, is determined by edible uses. The price
level of coconut oil,however, is determined by industrial uses. The principal
market made available by the exclusion of coconut oil from the domestic
market would be the soap kettle which takes about 70 percent of all the
coconut oil consumed in the United States. American agriculture does not
produce oils and fats for the soap kettle. The companion oil or fat of coconut
oil In the soap-kettle Is inedible tallow, the product of the rendering plants.
The fluty on foreign tallow is one.half cent a pound. From this combinatioti
of facts It must be evident that if American edible oils and fats are to find
an increased market as a result of the exclusion of coconut oil, they must
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descend to the price level of the inedible tallow and other products which
enter into the making of soaps and various other industrial products.

In the second place, this tendency to lower the prices of domestic oils and
fats will be encouraged by the international situation created by the exclusion
of coconut oil from the American market. Coconut oil excluded from the
United States will seek a market in Europe; that is, in the export market of
,American oils and fats. This foreign market today determines the price of
American oils and fats and determines it on the basis of edible uses. If
coconut oils seeks a market in Europe it .%1ll inevitably depress the price of all
oils and fats and this depression will be reflected generally in the prices of
domestic oils and fats in the United States.

XIII. This analysis only emphasizes the broad truth that the question of
animal and vegetable oils and fats is an international question. It cannot be
solved by domestic tariff legislation-certainly not tariff legislation applicable
to two or three products. The approach of this bill to the question is, therefore,
wrong. It will not accomplish the purpose desired; it will actually injure
American agriculture. The scientific approach is from the standpoint of the
world surplus which some call overproduction, others call underconsumption.
We are interested in two different ways. On the one hand, our cottonseed oil
and edible fats are on an export basis--we produce too much for domestic
needs. On the other hand inedible oils, essential to Industries, must come
largely from abroad. In short, the movement of trade-exports and imports--
is the key to the problem before you. We begin to find a solution with the
acceptance of this fact.

The CHAMMAN. NOW, I understood that Mr. Lavery wanted to
put into the record a brief on behalf of the Curtiss Candy Co.

Mr. Lmvmy. I wish to submit my brief in protest to this tax.

STATEMENT OF W. 1. LAVERY, CURTISS CANDY C0.

WASHINoTON, D. C., March 18, 198k.
The FINANCE CoMmirm, UNITD STATES SENATE,

Washington, D.C.
GcNTLvEN: As a protest against the proposed tax on coconut oils, I draw

your attention to the attached letter directed to the president of the Curtiss
Candy Co. of Chicago.

We feel that such a tax would be most unjust for the reason that it would
not attain the end for which it is proposed, namely, to increase the domestic
consumption of substitutes.

You will see from this attached letter that there are no substitutes that can
be used in place of coconut oils. Therefore, the proposed tax would be simply
an additional burden upon a procesing section of the agricultural industry.

Such a tax, if imposed, can only lead to the reduction of the size of candy
products, which in turn will lead to a reduction in the consumption of agricul-
tural products to the intense detriment of the farmer for whom this tax is
supposed to be of great benefit.
. Please bear in mind that the Curtiss Candy Co. consumes and converts in
excess of 175,000,000 pounds of agricultural and forestry products. Our protest
is offered in the desire to bring to your attention from our knowledge of the
situation a fundamental condition as we know it to be.

We have the honor to be,
Yours very respectfully,

CURTIss CANDY CO.
By W. 3. LAVERY.

Macni 10, 1934.
Mr. OTTO Scnxm.nro, President.

DEAR MR. SonmlNo. Present animal fats and vegetable oils cannot be used
as substitutes for highly refined coconut oils for the following reasons:

(1) We have not found fats which are entirely void of tastes peculiar to
their origin. They either have this taste as purchased or develop it during
the heating process necessary in candy manufe"'ture or undergo a much greater
deterioration after a period of time from date of manufacture with consequent
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development of off flavors than refined hydrogenated coconut oils under similar
conditions.

(2) Certain chocolate-coated candies require a higher percentage of fat.
That fat in these candies must have definite softening point limits. No indi-
vidual constituent of the fat must soften below the softening point of the
chocolate, otherwise, the fat of the candy will affect the chocolate coating
and ruin the salability of the chocolate-coated confection.

(3) Fats vary in percentage composition of the various glycendes of which
they are composed. No two fats are identical.

(4) Changes in consistency and the possibility of a slight foreign fatty
taste by the use of a different fat than Is used now can ruin the sale of a
nationally distributed candy.

Refined hydrogenated coconut oils have the qualities above mentioned to
the greatest degree.

0mo0u0 Huss, Ohwef 01Ttemitt.
A. F. HAUSSK, Petrchasing Agent.

Mr. LAvRY. Mr. Chairman, my name is W. J. Lavery. I am
assistant to the president of the Curtiss Candy Co., and may I say
just one word?

The CHAIRMAN. Yes.
Mr. LAVERY. In general, I am representing the National bonfec-

tioners' Association, specifically, the specialty group, and, in particu-
lar, my own company, one of the large parts of the industry. I just
want to call to your attention-

Senator McAboo. What is your company ? I did not hear it.
Mr. LAvERY. The Curtiss Candy Co., of Chicago. I just wish to

call your committee's attention to this one fact, that from our own
chemistry report, we cannot use a substitute for coconut oil in pure
candy.

Now, I presume that you gentlemen are interested in pure food, in
proper sanitation, in agricultural consumption. I wish to call to
your attention the fact that our industry in 1933 consumed approxi-
mately 1,250,000,000 pounds of agricultural and forestry products,
that we have no alternative except to pay the tax which you pro.
pose to put into the bill for coconut oil.

The large bulk of the industry sell a product which has an estab-
lished price which cannot be changed. It is I cent or 5 cents or 10
cents. Therefore, we must take up the extra cost of any specific
tax you put into our product by elimination from size or by the
lowering of quality. Now, one particular illustration, I bilieve
will be sufficient. My own company in 1933 consumed 45,000,000
pounds of peanuts. I presume that you gentlemen would laugh if

told you that by taking three or four peanuts from each bar of
our candy we reduce our purchasing power approximately 7,000,000
pound . Now, that is the only way that we can take up any slack
cause by the further expense of such a tax, and I could go through
the whole gamut of the agricultural products that go into making
pure candy, and the percentage would go right straight down the lot.

Senator McADoo. What would 7,000,000 pounds of peanuts repre-
sent in dollars?

Mr. LAvRY. Roughly, $400,000, Senator. And if we went on the
line agriculturally, the corn interests of Wisconsin and the Middle
States would get their percentage of decrease. Then we would run
up against the purchasing element, that the consumer would resent
the smaller piece of candy, and we are liable to start a vicious circle.
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Senator WALSH. How many candy producers are in your associa-
tionI

Mr. LAVERY. There are, I believe, sir, about 400.
Senator WASH. Are they, to your knowledge, behind this petition

which you are making for them I
-Mr. LAVERY. Yes, sir.
Senator GoRE. You say your business used 1,250,000,000 of farm

products in a year?
Mr. LAVERY. No.
Senator GORE. Farm and forestry products?
Mr. LAVERY. Right, sir.
Senator GoPw. What are the different items?
Mr. LAVERY. Sugar, corn sirup, molasses, peanuts.
Senator CONNALLY. Glucose ?
Mr. LAVERY. Glucose is corn sirup, sir. Dairy products, of course;

milk.
Senator WALSH. Nuts?
Mr. LAVERY. Nuts; peanuts and other nuts.
Senator WALSH. Other nuts?
Mr. LAVERY. Yes.
Senator WALSH. English walnuts, almonds?
Mr. LAVERY. A small percentage. A great percentage is in domes-

tic peanuts.
The CHAIRMAN. Well, thank you very much, Mr. Lavery.
Mr. LAVERY. Yes indeed, sir.
The CHAIRMAN. Your brief will be put into the record.
Mr. JAMEs H. BAER. Mr. Chairman, we desire to submit a brief

for the record.
The CHAIRMAN. Very well. It will be placed in the record.

STATEMENT OF IAMES H. BAKER, PRESIDENT FRANKLIN BAKER
0., HOBOKEN, N.I., BE SECTION 602

We are itkers of coconut oil in our copra-crushing plant located in
Hoboken, N.J.

We protest this 5 cents per pound-tax. on coconut oil on the ground that it Is
discriminatory and that it will undoubtedly prove to be an embargo on the
importation of copra, thereby putting the copra crushers in this country out of
business, causing untold losses to an American industry that had. its inception
40 years ago.

Oils and fats are world-wide commodities. The equalization of production
and consumption in any country and a managed control of price or value is not
a thing which can be readily adjusted by taxation. This problem has inter-
national complications, and we urge a careful and complete study of all factors
rather than make a hasty decision which might bring disastrous repercussions.

There are many oils and fats produced in undreamed of quantities in various
parts of the world, yet some are little known in the United States today. There,
are certain of these oils that are excellent substitutes for cottonseed oil and
for tallow. But coconut oil holds an unique position of its own and cannot be
considered as a substitute oil for any domestic oil or fat. Coconut oil is used
In various manufactured products, notably soap and margarine, bn its own
merits because of certain inherent qualities not to be found in any domestic
oil or fat.

I would, therefore, term coconut oil an essential ingredient for the produc-
tion of present-day soaps and margarine. But despite this fact, competition
will force manufacturers to use substitute oils and fats rather than pay the
5 cents per pound duty on coconut oil. I agree that it may be unsound prac-
tice to give up a fine product for an inferior one, yet I am convinced this will
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be the outcome. Incidentally, the best substitutes for coconut oil, sueh as
palm-kernel oil, are not produced in this country.

I will not attempt in this brief to discuss the technological reasons why coco-
nut oil Is essential in the manufacture of present soaps and margarine; the
soap and edible-oil manufacturers will present this in detail. I will just em-
phasize two facts--one, the high saponilication value of coconut oil permits
adding to the soap kettle a larger quantity of low-grade refuse oils and2 fats
of domestic origin than could otherwise be used. It is because of coconut oil
that the refuse oil recovery industry has grown to tremendous proportions in
recent years. Two, margarine Is a substitute for butter, but is purchased only
by those who cannot afford the price of butter and who would otherwise be
compelled to do without a spread for their bread. It has been definitely estab-
lished that a coconut-oil margarine is the only margarine that retains satisfac-
torily its sweetness and butter-like flavor. If we eliminate its use, we have
thrown away 20 years of progress in perfecting margarine and force an unpala-
table article on the poor of our country. Margarine does not compete with dairy
butter nor has it any effect on the price of butter. The over- and under-
production of butter in the United States and the price of foreign butter, plus
the duty, are the only factors which control the price of butter.

The above are merely two of the many considerations which are overlooked
by those setting up the coconut oil "scarecrow." I use this term advisedly
because a tax on coconut oil has been agitated for some years.

I am satisfied that none of the problems of the agricultural interests can be
solved by this proposed tax; that this tax will not have the desired effect they
anticipate nor hope for. It will, on the contrary, I believe, have quite the
reverse and perhaps a disastrous effect for the following reasons:

First. The Philippines will be obliged to look to Europe as an outlet for
their copra and/or coconut oil. This would bring about lower prices for al
oils and fats in Europe as the palm oil, palm-kernel, peanut, and whale-oil
Interests would not relinquish this market without a struggle. These low-
priced oils would at the same time be offered In this country. By the same
reasoning the European market for our higher grade domestic fats, viz, lard,
would be lower.

Second. The Philippines are now one of our best customers and very fertile
territory for the expansion of our trade. If the Philippines in retaliation do
not actually boycott American products, the business will die a natural death
anyhow because they will be obliged to buy from the countries that buy from
them.

Third. Unquestionably it would destroy the copra crushing industry in this
country and would have a grave effect upon the soap and margarine industries,
thus increasing the unemployment situation.

Fourth. Our country does not produce sufficient oils and fats for our require-
ments. True, there Is at present an oversupply, not only of domestic but also
of the Imported oils of all kinds. But the fact remains that we must import
large quantities yearly and there is not sufficient coconut oil and/or copra
produced In the Philippines to supply this demand. In the hunt for substitutes
for coconut oil, other oils and fats, such as sunflower-seed oil, which Is pro-
(luced In enormous quantities in Russia, may be brought Into this country. I
do not imply that sunflower-seed oil Is a suitable substitute for coconut oil, but
it Is an excellent substitute for cottonseed oil.

Finally, I am convinced that this processing tax placed on coconut oil, call
it by whatever name you will, is to all intent and purpose a duty on coconut
oil, and is therefore In direct violation of our reciprocal free-trade relations
with the Philippine Islands. It seems to me there is already sufficient con-
Iroversy on the Philippine independence question without adding this additional
firebrand.

I reiterate my initial statement that this proposed tax is discriminatory in
that It applies to only one oil-coconut oil (the injection of sesame oil Is merely
a gesture). I firmly believe that this problem cannot be solved so readily by
taxation, Out If we must tax, why confine It to cocibnut oil alone and why make
It confiscatory? If a tax is placed on oils o. foreign. origin, we ask that the
American copra crushing industry be given adequate protection.

Respectfully submitted.
JAM H. BAinL

40932-84- 28
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STATEMENT* ON BEHALF OF THE SPECIALTY CONFECTIONERS'
ASSOCIATION

This is an association of 22 members engaged in the manufacture of candy
specialties. We produce an annual tonnage of approximately 400,000,000
pounds of candy. This quantity is -mentioned because we are heavy users
of agricultural products, as shown by the following annual figures:

SPoundse

Sugar (17 members) ------------------------------------- 1,268
Corn sirup (17 members) ------------------ 103,808,918
Domestic peanuts (11 members) -------- W6590,
Milk (14 members) ---------------------------------- 23,994,145

We also use other processed products, such as chocolate coating, in which
agricultural products are included.

We are particularly interested in the proposed tax because coconut oil is
an indispensable ingredient in many of our products. Coconut oil is neutral
in flavor and does not become rancid. Every possible domestic substitute Is
subject to one or both of these objections. That we employ all of the domestic
agricultural products possible is shown by the following typical 1938 statistics
of one of our members: Pounds

Sugar --------------------------------------------- 2000,000
Chocolate coating ------------------------------------ 1,750,000
Condensed milk -------------------------------------- 1250,000
Domestic peanuts -------------------------------------- 00,000
Corn sirup --------------------------------------- 2,000,000
Coconut oil and butter ---------------------------------- 800,000

Substantial quantities of other domestic products were also used, such as
powdered milk, domestic egg albumen, shelled almonds, shelled pecans, honey,
molasses, starch, etc.

Ours is a large volume business on a fairly close margin of profit. The pro-
posed tax would make it a practical Impossibility to manufacture a number of
items in which a more substantial portion of coconut oil is used.

The comparatively small amount of coconut oil used In our business would
make it inconsequential as a revenue producer under the proposed tax. The
above statistics show, however, that for the loss of consumption every pound
of coconut oil by reason of the proposed tax, there would be a potential loss of
25 times as much consumption of domestic agricultural products.

The largest use of coconut oil in the confectionery industry is in salting
peanuts. Costly and disastrous experiments have proved that the only satisfac-
tory substitute for this purpose is cocoa butter-a much more expensive product.

Salted peanuts have been selling in the 10-cents per pound retail class.
About 480,000,000 pounds of domestic pedn'tts are grown and shipped each year,
of which about 180,000,000 pounds are used f9r salting.

A tax of 5 cents per pound on coconut oil would force the retail price of salted
peanuts into the 15-cents-per-pound class. This would mean a loss of about
60,000,000 pounds in peanut consumption.

If this tax is proposed to increase the use of domestic agricultural products,
so as the candy industry is concerned, it will do a great deal more harm than
good.

Respectfully submitted. SPECIALTY CONFECTIONERS' ASSOCzATION,

By F. FosTEm

Mr. F. B. WILLIAMS. Mr. Chairman, I desire to submit a brief on
behalf of the Fair Play Caramels, Incorporated, of Johnson City,
New York.

The CHAIRMAN. It will be received and inserted in the record.

STATEMENT ON BEHALF OF THE PAIR PLAY CARAMELS, INCO,
IOHNSON CITY, N.Y., RE REVENUE BILL, SECTION 602

Due to the proposed tax of 5 cents per pound on coconut oil, the company
of which i am president, Fair Play Caramels, Inc., is confronted with a serious
problem involving not only the best interests of the company itself but also
that of several hundred employees. This tax on coconut oil used in our candy
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we feel is unjustified and unless defeated could easily be the means of ruining
a successful business. Our company is willing and ready to pay any reasonable
tax on income and profits but does object to paying an excise tax which entirely
eliminates a reasonable profit.

Fair Play Caramels, Inc., employs 270 people and is one of the largest users
of coconut oil and corn products in the manufacture of confectionery. We
manufacture a specialty piece of candy largely purchased by children at I cent
each, and If we were to attempt a price Increase on a penny piece of candy, it
would mean advancing the price 100 percent. On the other hand, we know
the piece as it is now made is evidently very attractive to a discriminating
trade, the child, and to make any change in its size and appearance would be
very unwise and could be the means of quickly reducing our sales to a point
where the piece would not be profitably manufactured.

In the attached brief the problem that has been created in our plant by the
proposed tax, and the great economic loss that would result from our closing,
are described In detail.

We sincerely and respectfully request that the Finance Committee will report
unfavorably on this proposed tax.

Fair Play Caramels, Inc., of Johnson City, N.Y., has been engaged In the
manufacture of candy since April 1, 1920. From a small beginning we grad.
ually increased our business, reaching a maximum output during the years
1927 and 1928. Like practically all other industrial activities we sutred
from the depression to the extent that our output gradually decreased for
several years to about 50 percent In 1962. During March 1938 we added to our
line a new specialty piece of candy wrapped in attractively printed wax paper,
which Is sold largely to children at 1 cent per piece.

With the advent of the "new deal" and the introduction of the new specialty
piece of candy our sales immediately began to Increase so that today we are
producing double our previous maximum output.

Our whole-hearted support has been given to the N.R.A. from the start and
since the first of May 1933, our factory has been operating with two shifts and
the number of employees has increased from 68 to 270 people. We have ample
orders at present to keep our two shifts working for 60 days and could unques-
tionably keep our employees busy with steady employment on two shifts for
an indefinite period.

We specialize in the manufacture of chewing taffies, in which coconut oil is
a very important ingredient. The chemical analysis of coconut oil makes It
especially adapted to this class of candy, and there is no other fat that we know
of at this time which could be substituted and meet all trade conditions In the
same dependable and satisfactory manner. Coconut oil is not interchangeable
with any of the fats and oils of American agriculture. No domestic produced
fat or oil possesses the Indispensable properties of coconut oil necessary in
the manufacture of taffies. They do not become unpalatable from the develop.
meant of objectionable rancid tastes which come with age. In other words,
candy must be made so that It will be wholesome and palatable when it
reaches the ultimate consumer. As our candy is shipped all over the United
States, from coast to coast, It Is usually weeks before It Is eaten, and for this
reason could not be so successfully manufactured and widely distributed were
It not for edible coconut oil and its resultant derivative, commonly described as
pressed vegetable stearine.

It Is our understanding that the proposed tax on coconut oil is designed to
help the American farmer. We desire to help the farmer In any reasonable
way, and for this reason give you herewith some Important facts as to how
the proposed tax, when applied to our own business, instead of helping the
farmer would do him serious harm.

Being one of the largest consumers of corn products In the East we are
using corn sirup and refined corn starch at the rate of approximately 700000
bushels of corn per year, which, figured at the loan value of 45 cents pet
bushel, would returnto the farmer $815,000 per yeall from our business alone.
Added to this is the processing tax of 5 cents per bushel, amounting to $35,000,
making a total sum of $850,000 returned to. the farmer on the corn products
which our company uses.

Our company Is using approximately 20,000 pounds of coconut oil per week
.and the proposed tax of 5 cents per pound would place upon us an additional
tax burden of $40,000 annually on coconut oil which would ruin a profitable
business and destroy the use of farm products which now return to the farmer
$0,000 annually. Suspending operations would also cause dismissal of our
270 employees' who are largely the chief support of their families.
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The confectionery industry uses only about 4 percent of the coconut oil con-
sumed and any revenue from this industry to aid the farmer would be a small
sum at best and could result in many times greater loss to him through the
loss in consumption of corn products, refined sugar, and other supplies.

In order that you may obtain a better idea of the far-reaching effects of a
shut-down of our plant due to the proposed tax on coconut oil, I offer for your
consideration the following facts:

besidess the large quantities of corn products stated above, we use daily
approximately 80,000 pounds refined sugar, 4,000 pounds coconut oil, 4,200
pounds cocoa powder, 8,500 pounds high-grade printed wax paper, 11,000 fiber
packing cases, 2,000 to 3,000 cardboard bo;es, 1,500,000 skewers, 8,000 pounds
coal; also large quantities of flavorings and miscellaneous supplies.

One hundred fifty thousand pounds of freight are received daily, largely
farm products from the Middle West, and a like amount of freight moves
out daily in carload and less-than-carload lots consigned to points as far west
as the Pacific coast.

As I have stated above, the big increase in our business during the past
year is due almost wholly to the new specialty piece of cundy which is meeting
popular favor with the child. This piece Is sold for a penny and you will
readily understand that if we were to attempt a price increase on a penny
piece of goods, it would mean advancing the price 100 percent. On the other
hand, we know the piece as it is now made is evidently very attractive to
the child and to make any change in its size or appearance would be very
unwise and could be the means of quickly reducing sales and ruining what
is now a successful business.

We sincerely hope the Finance Committee will give the arguments we have
presented careful consideration and cause defeat of this uhredsonable demand
for a tax which would practically double the present price of coconut oil.

Respectfully submitted,
F. B. WILraABrS, Pre8ident,
FAIR PLAY CARAMELS, IW.,

Johnson City, N.Y.
The CHAIRMAN. Mr. Gray, who has been in charge of the presenta-

tion of one side of this question, has very kindly consented that
they will not take up further time, because they feelthat this matter
has been quite fully discussed. They will, however, reserve the
right to offer a brief for the purposes of the record, in addition to
what has already been presented on their behalf.

Senator COXNALLY. Mr. Chairman, I urged Mr. Gray to do that.
There is one witness that we want to have in executive session, and
I should like at this time to have the understanding that he will be
permitted to appear.

The CHAIRMAN. Who is that?
Senator CONNALLY. That is Dr. Manning.
The CHAIRMAN. He has been asked, already, to come before the

committee.
Senator CONNALLY. He is a Government man.
The CHAIRMAN. He will be before the committee.
We should hear him as soon as convenience permits, because I

understand he must leave on the 15th.
Mr. GRAY. Mr. Chairman. may I, in behalf of those who are advo-

cates of these excise taxes, thank the committee tor its patience and
attention to the arguments of our matter that have been presented
here and to say that we are perfectly willing to leave it in your
hands. We know that if we asked for the additional time, which is
almost 60 minutes, which is ours, if we desired to do so, we could;
but it would extend this hearing unduly and would crowd out some
other gentlemen who are here on other projects, which you are now
ready to hear, and which projects are of very great importance. We
will just rest the case in your hands.
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The CHAIRMAN. The committee thanks you, Mr. Gray, and thanks
all of you for the consideration you liave shown the committee.

Senator RuzD. I ask that the following brief of Mr. E. R. Craw-
ford, president of the McKeesport Tin Plate Company, be inserted
in the record.

BRIEF OF E. R. CRAWFORD, PRESIDENT OF KoKEESPORT TIN
PLATE 00.

Reference is made to bill H.R. 7835, passed by the House of Representatives
on February 21, 1934, and now before the Senate Finance Oommittee for con-
sideration and report (or H.R. 8304, Knutson bill).

Under the present tariff law, palm oil is admitted free of duty under para-
graph 1732. On behalf of the tin-plate manufacturers of the United States, I
wish to submit for your consideration the following:

It would be to the considerable advantage of the tin-plate industry to continue
the admission of palm oil free of duty, and without the imposition of a pro-
cessing tax, where it Is used exclusively in the manufacture of tin plate, and
we so request for several reasons:

First.--In the manufacture of tin plate, palm oil is a prime necessity, because
it is the only material obtainable in commercial quantities which will satisfac-
torily fulfill, without further expensive treatment, the requirements of modern
tinning practice. The present process of the tin-plate manufacturers is predi-
cated upon the use of palm oil.

Secon.--The palm oil used in the manufacture of tin plate is subjected to a
relatively high temperature during the process, so that its physical and chemi-
cal characteristics are changed. The small fraction of used oil recoverable as a
byproduct, which is not more than 10 percent in any case, cannot be utilized
successfully in the place of new oils and fats. Most of this "refuse palm oil"
Is either burned or discarded as waste.

There are used in the manufacture of tin plate in the United States, in
round figures, approximately 7,000 to 9,000 tons of palm oil per year, and while
this is a comparatively small amount of the total quantity of palm oil im-
ported, it would be a hardship on the tin-plate manufacturers if they were
obliged to pay a duty on this amount of oil, particularly since there is no
equivalent substitute for it, and it in no way comes into competition with any
of the fats or oils, vegetable or animal, produced in the United States. In
other words, Its use in our industry does not displace, directly or indirectly,
any domestic oil or fat.

As this oil is largely imported from the west coast of Africa, the Dutch East
Indies and the Federated Malay States, the price is controlled in London, and
if a duty be placed on it, the amount of such duty will simply be added to the
London price, which would increase the cost of making tin plates in exactly
the amount of the duty imposed.

Palm oil-United States imports approximate proportion used by tin-plate
and other industries

Consume Percent-
tionof m consump. ages of

Product N tlon of pRIm palm oilYearoil otea in United States oil by other used byYearof tin plate manufacture
and tome- of tin-plate imports than tin. other

Plato an tn-t plate indus- than tin-
plate try plate In-
ptedustry

Groe tone Oro#$ tons Gross tons Grose tons
1920 ............................. 1,445,545 6,213 18,727 12,514 67
1921 .............................. 7K 274 3,414 10,337 923 67
1922 ........................ V1 ,287,895 5, 535 25.677 2142 78

23 ......................... .... ,59,862 ,476 57 364 50, 8 89
1924 ................................. 418,6854 6, 097 45 437 39,840 87
192 ................................. 657, 795 7,125 133 N5,008 89
192 ............ - ................... 1,782.308 7,660 58,.469 50 709 87
1927 ................................. 1, 673,591 7,193 71,389 4196 90
3920... ......................... 1,839,205 7920 7 5,548 67,628 90
92 ................................. W 88, 460 116.882 108422 93

1930 ............................. 7443 7,570 128,345 120 775 94
1931 .............................. 1,25,000 8,540 118,243 108,703 94
1932 .............................. . ,100, 00 4,725 99,036 9431 95
1933- -1... ...... .. ...... .......178%000 752 128,340 120,815 94
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It seems to us, therefore, in the face of these conditions, that there would
be absolutely nothing compensatory in the placing of a duty, or the imposition
of a processing tax on palm oil where it is used in the manufacture of tin
plate, but instead would increase the cost of containers for fruits, vegetables,
milk, meats, and many other food products, and which we would naturally
wish to avoid.

In the event that the committee deems it wise to put a processing taxi
on palm oil, it is suggested that an exemption be granted to the tin-plate
Industry by Inserting at the end of the paragraph imposing the tax the follow-lnaf clause:

No tax shall be imposed under this section on the use of palm oil in the
manufacture or production of tin plate." 0

BRIEF OF CHARLES W. HOLMAN, SECRETARY OF THE NATIONAL
COOPERATIVE MILK PRODUCERS FEDERATION

I am secretary of the National Cooperative Milk Producers Federation, the
largest and oldest national agricultural-commodity organization in the United
States. The federation is an incorporated body, Incorportated In 1917 In Illinois
as a nontrading organization. The federation is composed of 51 member asso-
ciations all of which are farmerLowned and farmer-controlled cooperative
marketing associations with a membership totaling approximately 860,000 dairy
farmers residing in 41 of the 48 States. I am filing herewith a list of the
member associations:

Berrien County Milk Produces Association, Benton Harbor, Mich.
California Milk Producers Association, Los Angeles, Calif.
Cedar Rapids Cooperative Dairy Co., Cedar Rapids, Iowa.
Challenge Cream & Butter Association, Los Angeles, Calif.
Champaign County Milk Producers, Champaign, Ill.
Colorado Dairymen's Cooperative, Inc., Denver, Colo.
Connecticut Milk Producers Assoclatloru, Hartford, Conn.
Cooperative Milk Producers Association for San Francisco, Inc., San Fran-

cisco, Calif.
Cooperative Pure Milk Association of Cincinnati, Cincinnati, Ohio.
Coos Bay Mutual Creame 4y Co., Marshfield, Ill.
Dairy & Poultry Cooperatives, Inc., Chicago, Ill.
Dairymen's Cooperative Sales Association, Pittsburgh, Pa.
Dairymen's League Cooperative Association, Inc., New York, N.Y.
Des Moines Cooperative Dairy Marketing Association, Inc., Des Moines, Iowa.
Dubuque Cooperative Daii4y Marketing Association, Inc., Dubuque, Iowa.
Evansville Milk Producers Association, ]Hvansville, Ind.
Falls Cities Cooperative Milk Producers Association, Louisville, Ky.
Illinois-Iowa Milk Producers Association, Davenport, Iowa.
Illinois Milk Producers Association, Peoria, Ill.
Indiana Dairy Marketing Associati n, Muncie, Ind.
Interstate Associated Creamleries, Portland, Oreg.
Inter-State Milk Producers Association, no., Philadelphia, Pa.
Land O'Lakes Creameries, Inc., Minneapolis, Minn.
McLean County Milk Producers Association, Bloomington, Ill.
Maryland & Virginia Milk Producers Association, Wasllngton, D.C.
Maryland State Dairymen's Association, Baltimore, Md.
Miami Valley Cooperative Milk Producers Association, Dayton, Ohio.
Michigan Milk Producers Association, Detroit, Mich.
Mid-West Producers Creameries. Inc., Indianapolis, Ind.
Milk Producers Association of San Diego County, San Diego, Calif.
Milk Producers Association of Summit County and Vicinity, Akron, Ohio.
Milwaukee Cooperative Milk Producers, Milwaukee, Wis.
National Cheese Producers Federation, Plymouth, Wis.
Nebraska-Iowa Non-Stock Cooperative Milk Association, Omaha, Nebr.
New England Milk Producers Association, Boston, Mass.
Northwestern Cooperative Sales Company, Toledo, Ohio.
O.K. Cooperative Milk Association, Oklahoma City, Okla.
Pure Milk Association, Chicago, Ill.
Pure Milk Producers Association, Kansas City, Mo.
Richmond Cooperative Milk Producers Association, Richmond, Va.
St. Joseph (Mo.) Milk Producers Association, St. Joseph, Mo.
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Sanitary Milk Producers, St. Louis, Mo.
Scioto Valley Cooperative Milk Producers Association, Columbus, Ohio.
Shelby County Milk Producers Association, Memphis, Tenn.
Stark County Milk Producers Association, Canton, Ohio.
Tillamook County Creamery Association, Tillamook, Oreg.
Tulsa Milk Producers Cooperative Association, Tulsa, Okla.
Twin City Milk Producers Association, St. Paul, Minn.
Twin Ports Cooperative Dairy Association, Superior, Wis.
United Dairymen's Association, Seattle, Wash.
Valley of Virginia Cooperative Milk Producers Association, Harrisonburg, Va.
The federation fully endorses section 602 of the Revenue bill of 1934 (H.R.

7835) as it passed the House of Representatives, and further endorses the
amendment to this section which has been proposed on the floor of the Senate
by Senator Connally, levying a similar excise tax of 5 cents per pound on
palm oil, palm-kernel oil, sunflower oil imported fish oils and imported marine
animal oils.

This position is predicated upon principles which the federation has advocated
continuously since its inception:

1. The dairy farmers of the United States should not be forced to compete
on the domestic market with an inferior substitute product made almost en-
tirely of cheap foreign ingredients, and especially they should not be asked
to reduce and limit production to domestic requirements unless they are assured
of the domestic market.

2. Such a high degree of interchangeability exists as between different oils
and fats in practically all uses that competition between them is almost en-
tirely on the basis of price. Therefore the price level of all oils and fats is
determined by the prices paid for those oils used in the cheapest way, which
in most cases Is in soap manufacture.

3. Dairy farmers are vitally interested in the profits and welfare of cotton
farmers, hog and lard producers, beef-cattle farmers, and other producer groups
because all of these producers are pottntlal dairymen, and when dairy prices
are high relative to prices for other agricultural products there is a consider-
able shift of other farmers into dairying and a consequent lowering of dairy-
products prices.

THE OILS AND FATS' SITUATION IN THE UNITED STATES

A summary of the general situation of all oils and fats in the United States
is presented in tabular form in table I attached hereto. We consume in the
United States every year a little less than 8,000,000,000 pounds of oils and
fats, including lard and butter. We produce in this country from domestic
raw materials approximately 7,000,000,000 pounds of oils and fats per year. Of
this amount, however, between three fourths and one billion pounds are exported.

Since 1924 we have been on a deficit basis with respect to oils and fats; in
other words, since that time domestic production has fallen below apparent
consumption. This deficit has reached almost a billion pounds in the last
few years. In fairness to domestic producers, however, it must be said that
at the present time there are relatively heavy storage stocks of all domestic
oils and fats in the warehouses and factories of the country. Total stocks of
all oils and fats on December 31, 1933, totaled almost two and a half billion
pounds.

During the last few years imports of oils and fats into this country have
been between one and one half and two billion pounds per year. Practically
all of the imported oils are used in industrial or factory consumption; that
is, they are not consumed by the public in their original form. (See table II.)

The imports of the oils on which we. are supporting an excise tax are shown
In table III attached hereto. Imports of coconut oil have increased from
94,000,000 pounds in 1913, to 732,000,000 pounds in 103. Palm oil imports
increased from 54,000,000 pounds in 1913, to 287,000,000 pounds in 1932. Ses-
ame oil imports, which were negligible prior to 1933, totaled 21,000,000 pounds
In 1933.



-TABrz 1.-Competitive oils and fats situation in the Unite States
__________(ADl data in millions of pounds)

Production from domestic and Imported raw
materda:

Vegetable offs----
Animal and fish oils fats and greases .--

TtL ...................

Production from domestic raw materials:
Production from domestic and imported ma-

terals --------------------------
Less oils content of Imported raw materials '....

Total production from domestic material.

Imports offs as such:
Vegetabloils ---------------------.-.----
Animal and fish ois, fats and gases. .
Butter ----.-.----.--.----- ....

Total..-
Oil contained in raw material: Vegetable oils..

Total Imports, oil and oil equivalent .......

Export s
Vegetable os... . ..... ..........

nimal and fish fats, oils, and greass.------
Butter-- - - -- -- -- -- - -- -- -- - -

Total exports .................. .

Potential cousumotion:
Supply totala imports plus domestic produc-

tion).-
xal ports ----------------------

Total potentWa consumption...........----

1914 1919

2,455
1,712
1,709

23151,97+9
1,559

1921 I 1922 1923

2,01

1,650

1, 747 2, 025
2, 74 3,176
1,779 I'm

1924 1925 19261 1927

3. 151 ,667 2,80M
1,956W 1,92 ,925

3,048
2,775

5,83 5.883 6,176 6,269 7.063 7,3 7,270 7,657 7,919 7.765 8,147 7,542 7.53 7,= 7,634

146 496 421 507 774 58 I 67 809 78 711 884 63 68 478 74247.7 5M. W M .

19281199

2,736 Z 91
179521 30

1M j 1931 i1 I=t

2,698
2,751%093 %827

2,381
2752 2,35

3,90

19 7
SO W711 400 I 651 I 659

681 481 781 76
I 18s 7 21

31 93 466 M 73 1 70 84 904 93 M6 1,281 a,21 1,054 841 997148 496 421J w0 M4 58a4m0 8 71 84 .8 8 478 742
- -o-5-- 

- - -

487 1,439 887 1.243 1,530 1,292 1,492 1,713 1,727 1,676 2,165 1,894 1,736 1,319 1,739

235 361 272 100 75 70 87 62 9" 86 66 61 47 84 8862 1.052. 1,1161 1,027 1,279 16218 M 932 9t " 1,005 8w 729 677 724 35 8 11 6 8 5 5 4 - 4 3 2 21 1
861 1,448 1,396 1,138 1,360 1,296 1.00 999 M 1,00 1, 01 _1.75 870 778 763 812

.1,101
177 145 891 93759

6214
w61J

0.03

6,796
1,448

*I 4w1 5.,2I

7,005 7.819 8,032 8;115 8, W1 8,8571,138
1, 42 1,030 999 1008

8,730

58W7j 64 4Mj 7M 7, Ou tw2 7.69Wj4M 7,883 7.8me 7471

94%91 9753 8t617 8,234
1,075 870 778 7

8,631

.812

,d
I
0

£0v

I Peliinary, subject to revision. 'Does not include oil from castor beans. 3 Includes butter.Source: Compiled from offcial reports issued by the U.S. Department of Commerce: Foreign Commerce and Navigation of the United States and Statistics on Animal andVegetable Fats and Oils.
NO'rx.-No amount is taken in this table of stocks either at the beginning or at the end of the year. Potential consumption as given here thqefoe Indicates the trend over aPeriod of Years rather than the net use in any 1 year. The data on imports include ali coconut oil and copra coming into the United States from the Philippine Isands.
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MORE THAN TWO THIRDS OF THE IMPORTED OILS AND FATS 8&AR NO FORM OF
TAXATION

The large amounts of oils and fats and oil-bearing materials imported into
this country every year constitute a rich source of revenue for the Government
which up to the present time has not been utilized to any appreciable extent.
Approximately 68.6 percent, or over two thirds of the oil imported in 1932,
came In duty free. The total duties collected on the remaining 31A percent
were $11,942,000, an average of less than 3 cents per pound. This excise tax,
we feel, has it definite place in the revenue bill which is to be enacted by Con-
gress at this time because it will provide revenue for the Government and at
the same time will serve to help domestic producers who are now suffering
through the competition of these foreign oils, which oils are placed in an
advantageous economic position by virtue of their freedom from taxation and
their unrestricted access to markets in the United States.

DIRECT COMPrITION EXISTS BDWIWEN FOREIGN AND DOMESTIC OILS AND FATS IN
EVEY IMPORTANT OIL- AND FAT-USING INDUSTRY

Jn the lard compounds and shortenings industry cottonseed oil and edible
tallw;v compete with imported coconut, palm oil, sesame oil, and fish oils. All
lard compounds incidentally compete directly with lard. Oleomargarines
compete with butter. In the manufacture of oleomargarine, oleo oil, neutral
lard, cottonseed oil, peanut oil, and corn oil compete with coconut oil, palm.
kernel oil, sesame oil, etc. In the soap industry tallow, greases, cotton' *nd oil,
soy-bean oil, and domestically produced fish and marine animal oils , )mpete
with imported coconut oil, palm-kernel oil, paln oil, olive-oil foots, and
imported fish and marine animal oils.



T ". II.--Facton consumption of fas and o& in the United States, 193..

Thousands of pounds consumed in-- Percentage of total consumed In-

Total con- LodOhrLard Other
sumed o m-- O inedible cor- inediblegaduu and pdut Spounds Soap products

shorten- put aieIswm ~lf

Selected foreign oII: to .o
CoeonutoIl. .......................................... 549,515 123,219 8,332 40,853 3U 23,84 22.4 L5 7.4 64.3 4.4Sesame oi . . . . ..------------------------------------- 10,514 ---------- 7,797 132 1,7 714 ---------- 74.2 L3 17.8 & 7Pahn-krne ol- ---------------------------------------- 16,615 ---------.--------- 11310 3,5 1,740-------------------68t 1 21.6 104PalmoL . ------------------------------------- 208.547 262 22,126 415 16&0 17.735 0.1- 10.6 0.2 8.6 85 .4Other vegetabloils 9205-----------957 172 6,059 ,017 ---------- 10.4 L9 65.8 21.9 tg

Largely----------ls185------nimal48,944 845- ----------- 4.2--------- -9 .. 2 1.6 .
Domestic oils and 6Wfa5ts:4 w ------ 42 ----- L 6 t

Cottonseed OIL------------------------------------ 1,083,959 15,096 834367 100,129 3,583 130,784 1.4 77.0 9.2 0.3 12.1 cCorn ol ..................... -- ':"- ""'.-'".. 414 4 3,067 27,330 ,532 9,431 0.1 7.2 64.4 a0 213Soybean oil.....................................2--269 3 4,8 180 5,571 14,626............19.3 0.7 211 57.9 ;0.Peanut oil..................................... 86 212 3,502 .lSO 290 1,124 29.. 0.47 1.7 7 13.0 0Lard -------------------------------------------------- I 19,340 9,413 5.636 3,951 ............. 340 48.7 29.1 204........... L8 HAnimal stein ............................... 24.251 3,684 17,357 2,243 374 593 15.2 71.6 ,9.2 5 2.5Oleo Oil .............................. " ......... 15,765 12,455 1,134 I 80 260 1,836 79.0 7.2 0.5 16 11.7 0Tallow, edble ................... 48...............5. W --------- 45,7M( 74 Im 3 ............ L2 4.1 &6w~585,896......................." mm] .08 36,71...........................93. .3 -.
Largldeasti ois iho........................20,6......................... "i T "= . 143,724 ole ........................... 70.8 29.2

y dolmes oft s: Fish ois -............................ ,685........... 11,520............49,091 33,..........0714.......352.4 5.35A-3,35&5 166.69 W 9 190,05 1, 1375,416 67 5.7. n,0 2 29 5.7 41.0 19.4 or-

Source Based on daft reeased by U.S. DPrtmen Of Commerce, Bureau of the Census.



TALz HI.--Imports for conumption of seted oils and fats I

(AD data In thousands of pounds

1923

coon--u-------........ 795 443,550 351,8W , 3 62 391,662
Maoi .. ...... . 7196 2163 216,327 12,717 27,3 0 181,882
Aesa ------ 21,W 62487 1354568 11,7 160442 209.780

_:- 4o722 o7 as 4 872
As U ai. 4...... 42 89 64 82
Ass e dd ... 3). (3) (3) (3) (3) (3)

1am kme O--:- 2,74 4,439 5%,421 2,488 1,802 332
A s oll --. 27..... , , 29 ,0 91. 383 1715 -----
All nuts ....................... 2,510 727 103 87 332

Palm oil 5................ 072 41.818 41.948 a3US 57,515 128,495
Sunflower-seed olL ----------- (3) (S) (3) 4492 2,7

A sci ------------ (S) (3) (9) (3) (S) (9)
As ase d-------.......... (3) (3) ( 3 8,492 6 Z607

Mrine anr 1,981 4,8% 1,399 2,771 32,594 29.813
Fish oil 5.133 4,239 4.417 4.358 4.912 8,130

1904

408,133
2K,763
183,370

7,843

(3)
4,755
4,748

7
101.780

518

38,057
8,141

I=25

461,867
32,499
220,368

4,295
4.205
(3)

52,650

26
139,179

(9)

5k,495

533416

281L 287
6,862

136747

(3)
118

4,219
19.452

1low

577,497
293,370
2K4,127

1,701
1,701
(S)

43,169
43,115

54
15%.911

409
(3)

409
5AI12
43,=3

86,951
29%,097
316,254

6,254
6,264

53,812
74

169.228

42,210

771,666
411,979
359,687
21,585

09,957

48
281,816

770

59.112
42,9=

Soure: U.S. 1DepartmentofCommeree, Foreign C4mmerce and Navigation of # United States
t"Total imports" minus"entry for warehouse" plus "withdrmwals from warehouse"
'Pliminary, geal Import figurM not str y comparab. Month ly Summary of ForeIgn Commerce, U.S. Department of Commece.
'Not reported.

-code and eod4dver oil

1I=

693,016
317,952
378,664
10,783

43)

6,902
287,492

118

5 712
34,3W

1

619.312
330,175
29,137

Q%,368
64

66301
3,573
2,993~15,580

256,145
Z, 928
25,734

191
83,99
34748

1932

W34, 815
249,143
288,672

9,663
72

9,591

939S

12,843
217.167
03,221,
12,937

284

73%,427
316,078
416,319

21,318
2

21,316
19,632Agm
6,676

287.483 8
3,849 0-.

3 . 8 49 0 4

228.0

! I= 
2
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The reason for this competition lies in the fact that all of these oils have
similar characteristics and in practically all cases are interchangeable for each
other. In many cases the interchangeability is not direct, but involves the
competition between two types of grades of a given product. Coconut oil, for
example, does not compete directly with oleo oil and neutral lard in the making
of certain types of oleomargarine, but the two types of oleomargarine compete
9nd are interchangeable; therefore, the oils Way be said to be Interchangeable
in the manufacture of this product. The same thing is true in the case of soap,
particularly between white and yellow laundry soaps.

Manufacturers of products in which certain oils--coconut oil, for example-
are Important ingredients declare that there Is a consumer preference for the
product which they manufacture from that particular oil. As a matter of
fact, undoubtedly a large portion, of this consumer preference has been built
up through advertising campaigns which they have been able to carry on at
considerable expense because they have been able to get that oil at a cheaper
price. Oleomargarine, for example, which is made out of coconut oil, sells at
a price from 1 to 8 cents lower than oleomargarine made of animal oil. It
cannot be definitely said, therefore, that the increased use of vegetable oleo-
magarine Is due to a taste preference rather than to the difference it price.

The fact that oils and fats are so interchangeable places the competition
between then almost solely on the basis cf relative prices. This means that
when one of two oils which may be used for practically the same purpose is
relatively high in price very little of this oil will be used. Coconut oil and
palm-kernel oil are the classic example of almost perfect interchangeability, yet
coconut oil because of its lower price is consumed in much. larger quantities.
The Increased use of coconutO oil in soap and in margarine, Its two principal
uses, is closely related to the changes in coconut-oil prices as compared with
prices of oleo oil, neutral lard, cottonseed oil, tallow, etc., which have taken
place during the last few years.
The following comparative prices and relative consumption of selected oils

show clearly what changing price relationships mean to the use of domestic oils
and fats:

Prie pe Percentage of totalPuce(cnd) consumption ofpound) oils used

1914 1930 1914 1929

OAFMAKINO

Coconut oil, crude, Pacific coast ........ . 122 5. 9 13.4 21.3
Cottonseed oil, prime summer yellow, New Yo*.. ....... 6 & 1 14.6 .6

OLNOMARGARINE

Coconut oil, crude, Pacific coast ............................... 12.2 5.9 .8 06.8
O9eoi ................................................ 10.9 10.5 49.7 12.0

Neutral lard ............................................ L4 12.1 1&0 8.3

U.S. Tariff Commission Report to Congress, March 1932.

Excerpts from the report of the United States Tariff Commission pursuant
to Senate Resolution No. 823, Seventy-first Congress, March 1932, revealed the
extent to which many of the oils included in section 602 of the Revenue Act
of 1934 and In the amendment proposed thereto are interchangeable with
domestically produced oils and fats.

"Sesame oil is used in the United States as a salad oil and cooking oil
and in lard compounds. In all these uses it makes products substantially
similar in characteristics to those made with domestic cottonseed, peanut, and
corn oils. Most of the 25,215,000 pounds of sesame which were used for food
purposes in 1929 may be considered as technically interchangeable with the
8 domestic oils named" (p. 1-26).

"Both palm oil and whale oil are used In the United States mainly i0
soaps. In that use both of them have characteristics similar to inedible tallow
with which they are technically Interchangeable in making certain types of
soaps. * * * Practically the whole of the 253,000,000 pounds of these
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oils used in the soap Industry in 1929 may be taken as technically Interchange-
able with domestic inedible tallow" (p. 1-26).

"Coconut oil is used in the margarine industry as a principal ingredient for
vegetable-oil margarines, and no other oil which has been tried on a commercial
scale has proved as satisfactory in making this type of margarine. But vege-
table-oil margarine is to a large degree interchangeable with animal-oil mar-
garine and therefore coconut oil may be said to be Interchangeable with the
principal ingredients of such margarines; that is, with oleo oil, neutral lard,
cottonseed, or peanut oil" (p. 1-28).

"Although coconut oil (or palm kernel) is an important ingredient in most
types and grades of soaps now on the market, it Is used In somewhat varying
proportions by different manufacturers and in different types and grades by the
same manufacturers. By varying, within limits, the other ingredients, approxi-
mately the same results may be obtained by somewhat more or less coconut oil.
The tendency is for him to increase or decrease the amount of coconut oil used
according to the price position of coconut oil with relation to other oils. The
proportions of coconut oils used in the last decade perhaps do not represent the
minimum for soaps of the grades and character now being made. If for any
reason it should come to occupy a less advantageous price position, it seems
likely that domestic soap manufacturers to some extent would economize in its
use. * * * Before the war the industry as a whole used about 12 percent
of coconut and palm-kernel oils; in recent years it has used about 24 percent.
This increase has been due partly to changes in the kinds of soap demanded by
consumers and partly to the economic factors which have given to coconut oil
a favorable price position with reference to oils which might be partially substi-
tuted for it" (p. IV-40).

"Cottonseed oil * * * makes a somewhat softer soap * * * but one
with greater solidarity and better lathering qualities than any oil except coco-
nut and poqlm kernel. Its lather is quick, abundant, thick, and fairly lasting,
much more lasting than that of coconut-oil soap. * * * Cottonseed ol, how-
ever, has a tendency towards rancidity which even with the utmost care cannot
be entirely overcome. This has prevented its use to any considerable extent in
toilet soaps, but is no bar to 'its use in laundry soaps in which the larger
admixture of sodium silicate acts as a preservative. * * * Tallow and
cottonseed oil together in about equal proportions make a satisfactory white
laundry soap without the admixture of any other oil, but with the usual admix-
ture of sodium silicate. * * * Changes In its economic position rather than
any lack of suitability for soapmaking Is the cause of the decline in its (cotton-
seed oil) use in the unhydrogenated condition in the soap kettle" (p. IV-54).

The price relationships which are referred to in the above analysis are fairly
illustrated in table IV and charts 1, 2, and 3, of which copies are attached.
Table IV shows the prices of selected oils from 1922-33, inclusive, illustrating
the extent to which all oils and fat prices move together. Chart I shows the
close relationship between prices for 88-score butter and for the different types
of oleomargarine and also the very close relationships which exist between
the ingredients which are used more or less interchangeably in the manufacture
of oleomargarine. Chart 2 shows the some thing for lard and lard compound
and the principal oils and fats used in the manufacture of lard compound.
Chart 3 shows the prices of some of the oils used in the manufacture of soap.
Prices of the various oils and fats show a common trend in all cases. When-
ever the price of one becomes unduly high, others which are cheaper are substi-
tuted. The price of no one ingredient can depart from the general trend for
any great period. Interchangeability keeps the price of each of them closely
related to the general price trend of all of them.



TABLE Wi.-Pri of offs and fa
[Pries in cents per pound]

Product

Coconut oil:
lble, Lo.b. chicago ------------------------ ---------------------------- in bbls.. 5.9

Crude, Manila, Lo.b. New York .--------- .........................---------------. do.... 4.2
M iCrude, l Lo.b. Pacific Coast _ -....... ...... ..------------------------------i n tanks.. 3.0

S meoi, refined, yellow . No.b. New Y------...........------------------------- in bbs.. 9.5Palm kernel oil, denatured, f.o.b. New York. -..............................------------- do... 4.3
Palm oil:

Lgs f.o.b. New York ---- -- ------------------- n casks 3. 8
Niger, Lo.b. New York ---------------------------------- ---- &. 2

Serving oil, f.o.b. Pacift Coas-t. . - -------------- in tanks.. 2.2
Menhaden oil:

Southern crude, f.o.b. Baltimore. -------.............-------------------------------- do---- L 8
Light pressed refned, f.o.b. New York ------------------------------ -------------- in bbs. 4.9
So, bleached, Lo.b. New York ------------------------------------------------------------- do ...--- .If=l onf: "..

Crude No. 1, f.o.b. Pacific Coast -------------- -----------.. in tanks. 4.0
Bleached, winter, to.b. New York. --. ---............. - .--------------------------- i n bbls.. 7.1

Cottonseed oil:
Refined, prime summer yellow, Lo.b. New York .... ....------------------- --- do. 4. 5
Prime ude, L.b. Atlanta. .----- ." ...... "------------------------------------ -..--.. 3.5

Corno:
Refined, Lo.b. New York ............. ------------------------------------ do 6.9
Crude, Lo.b. New York.. - .......-.... -------------------------------- -- ---------o...... &9

Peanut oil:
Domestic, refined, Lo.b. New York -..----------------------------- do. .6Crude, Lo.b. mlls .. ............------------------------------------------------ -i tan. 4.o

Soybean oil:
Domestic refined, LoAb New York ------------ ------------------------- In bbls.. 6.5Cruae, Lo.b. New York - - --------- - ....------------------------------------------ do...... 5.9

l r neutral, f.o.b. New York - .........------------------------------------ in tieraes.
Stearin, Lo.b. New York ------------------------------------------------------------ in bbs." 0 5
Tallow:

Edible, Lo.b. Now York- - --- ---............ .............---------------------... n drums.. 4.1
Sloos, f .o.b. New York .......----.------------------------------------ In bbs. 3.0

No. 1, f.o.b. New York -......--..- ----- .... do.... .4
No. 2,Lob. New York ------------- ------------------------------- do.. 57

'5.9
4.5
3.3
8.5
4.8

3.7
2.9
2.1

L9
4.2
8.5

4.0
7.4

3.8
3.1
6.1
5.1

'10.0
3.7

4.46.5
5.2

3.8
2.7

'6.35.6

'6.95.3
3.9

1005.5

4.7
3.9
2.9

2.6
4.5

10.8

4.0
9.1

6.2
5.4

9.0
7.5

'8.6
7.3
5.9

11.5
6.8

6.55.7
3.1

3.3
7.0

11.2

5.810.6

8.2
6.8

'10.1
8.5
7.1

12.5
8.4

8.2
7.4
5.3

6.2
0.2

11.2

7.1
1&.7

0.6
8.1

'11.0
9.58.1

13.801

8.1
7.3
5.3

5.5
8.1

11.2

7.3
10.7,

.8
8.3

12.3 1115 113.3 11&5
6.21 7.21 .01 9.6

'7.6
&9
0.8
74

3
7.3
&.7

111.0
0.5

12.3
8.8

1.0.0
ILO
19.0

613.4
11.9
13.510.5

7.9

11.2
10.4

I I I I

'13.3
12.2
13.710.7

8.5

13.9
117

193 19100~ 921i

'11.3101

8.6
12.4
9.3

8,2
7.5
K91

'810.7
9.5
8.2

13.3
8.7

7.6
7.3
5.6

6.6 1 6.4
8.3 0.4

10.7 32.1

'109
9.7
8.3

13.0.1

8.0
7.1
5.6

6.0
8.0

11.2

7.610.7

9.5
8.2

11.6
10.8

114.4
11.2

613.7
12.0
14.3
10.5

8.8
7.8

14.1
12.8

'12.5
10.7
9.4

13.7
10.0

8.6
8.0
6.3

6.4
8.6

11.2

7.7
10.7

11.6
9.0

13.5
11

15.7'
12.2

414.3
13.5
17.1I

.9
8.4

12.7i
1.7

IS

11.5
9.8

14.8
10.3

9.3
8. 6
5.9

9.9
11.2

7.2
105

10.7
0.3

13.2
111

10,7

'14.4
13.2

13.1
11.0
9.4

14.2j

M2

'10.3
8.6
8.4

15.3
3.6

7.4
6.3
4.6

5.4
7.6

20.2

5.5
9.9

10.2
8.6

11.7
1.0

12.5
11.2

'11.6
10.1
13.1
9.6

8.3
6.7

11.5
101

7.2
10.3

11.2
0.2

13.1
12.0

I1
11.8

613.5
114
15.6
11.6

9.6

13.0

6.6
10.3

11.9
9.8

12.5
11.6

S1.3
14.6

'12.4
IL7
14.4
10.51
9.0
7.7

13.4
10.6

Source: Oil, Paint and Drug Reporter, average of monthly high and low price as reported in A nnual Issues, simple average of monthly pie
' No annual issue a average of weekly prim O each month.
' No Annual s avil average of on Monday nearest 15th of month.
*F.o.b. New York.
4 Imported refined, domestic not availab.
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The Inevitable conclusion, of the analysis given above Is that so long as coco-
nut oil, palm oil, palm-kernel oil, sesame oil, etc., are allowed to come into the
United States in unlimited quantities and to sell for prices unbelievably low, it
will be impossible to raise the price which the domestic producer gets for his
oils and fats without practically excluding the use of domestic oils in American
industry. Immediately as the price of the domestic oil goes up it will be re-
placed by a cheap foreign counterpart. It is impossible to raise the price of a
particular oil or fat unless all other oil or fat prices are raised at the same
time. Therefore, until prices of foreign oils and fats are raised the domestic
producer must accept a price far below his cost of production.

DAIRY FARMERS HAVE A VITAL INTEREST IN THE QUESTION OF OILS

The Division of Statistical and Historical Research of the Bureau of Agri-
cultural Economics of the United States Department of Agriculture in a recent
study of the oils and fats problem released a table which shows the cash in-
come from farm production of selected products used in the manufacture of
fats and oils. A copy of this table is shown below:

Commodity 12 1932 Commodity 1929 1932

1,060 1,000 l,000 1,000
doUare do@ro doUare dolara

Flaxseed ..................... 8311 9,183 Hogs, 10 percent .............. 128,6385 4%834
Cottonseed ................... 148,695 34,155 Butterfat and farm butter.... 630,882 263,470
Soybeans ............. 5,682 1,866
Peanuts ............... 30,400 11,522 ................... 9235 37,82
Cattle and calves, I peroont.. 10,860 4,862

Division of Statistical and Historical Research.

OLEOMARGARINA LARGELY THE PRODUCT OF FOREIGN FATS, UNDERMINES BUTTER
CONSUMPTION AND PRICES

Undoubtedly the most direct way in which the oils and fats situation concerns
the dairy farmer is through the competition between butter and oleomargarine.

Oleomargarine is the product of inferior quality manufactured to sell as a
substitute for butter at a price considerably lower than that of butter. Among
the oils and fats users there are a number of consumers who may be considered
as on the border line between consuming butter and consuming oleomargarine.
the inferior product. When butter prices are high relatively to oleomargarine
prices, these people will consume oleomargarine, and when the reverse is true,
the purchasing power is reverted to butter. During the last few years, and
particularly during the last year, this competition between oleomargarine and
butter has reached a stage where it has been disastrous to the dairy farmer.

Under the Agricultural Adjustment Act, which was passed by a special
session of this Congress in May 1933, it is the declared policy of Congress to
raise the prices of dairy products to a level which will give the d Iry farmers
of the Nation the same purchasing power as in 1909-14. Since the passage of
this act there have been two Instances where butter prices have been raised,
not to that level but in that direction. The first of these began in May and
continued until the middle of July, when the market broke because consump-
tion had decreased and the price-depressing surplus rapidly piled up. The
second price-raising effort began about the middle of August and continued
until the middle of December, when the Secretary of Agriculture, who was
controlling an operation to remove surplus stocks, suddenly terminated the
operations and the market broke again. While both of these price-raising
efforts were in operation, oleomargarine prices were maintained at tile same
level, except during ,November and December, when they dropped around 2.4
cents per pound. During the year as a whole oleomargarine prices averaged
42 percent of butter prices. This is one of the lowest, if not tile lowest, ratio in
history, the-average relationship being about 50 percent. Butter consumption
during 1933 was approximately 51,000,000 pounds below that of 1932. Approxi-
matelr 45,000,000 pounds of this decrease may be accounted for in increased
oleomargarine sales encouraged by tile wider spread in the prices of the two
products.
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Oleomargarine is essentially a foreign product. During the fiscal year
1932-3 over 75 percent of the oils and fats used in the manufacture of oleo-
margarine were imported. Coconut oil alone represented 75.01 of the total.
This condition represents a radical change from conditions before and during
the war, when oleomargarine was almost entirely a domestic product. The
change in ingredients and the accompanying change in the type of oleomargarine
manufactured are shown in tables V and VI, which are attached.

TAh V.-Trend of perentage to totai fats and oils of various fats and oils
used in oleoargarfne production 2

INGREDIENTS OF DOMESTIC ORIGIN

Co n OTotal
Oye0 Cot eo Peanut Neutral 01!0 Butter Corn Edible domes-
oil oil stea lard stock ol tallow tic fatsrnin kandoln

1917-18 .............. 34.73 13.14 7. 78 1.24 10.47 2.71 1.64 0.02 ....... 77.73
1918-19 .............. 32.06 1245 12.75 :81 15.05 2.09 1.87 .01 ........ 77.09
1919-20 ............. 8 282 12.66 15.51 .68 12. 34 1.88 2.20 .01 ........ 74.08

929-21 .......... 20.97 7.82 6.00 2.05 12. .87 .63 .39 0.100 52. 10
1921-22 .............. 25.03 9.42 7.10 2.79 18.53 1.31 .68 ................ 62.86
192.-23 ........... 26.03 10.47 3.86 2.69 16.50 1.30 .88 ............. 61.73
1928-24 .......... 25.83 10. 08 2.76 2.60 1. 73 1.88 .93 .22 .010 89.21
1924-25 .............. 23.77 11.30 2.87 2.83 18.84 1.72 .81 .11 .060 50.80
1925-2............ 22.14 11.96 2.45 2.48 11.75 1.44 1.09 .08 .040 83.44
1926-27 .......... 22.10 10.60 222 2.33 11.28 1.16 .94 .08 .100 50.80
1927-28 .............. 17.99 9.82 2.17 219 9.91 .69 .98 .02 .080 43.78
1928-29 .............. 16. 3 9.78 2.2 2.06 8.38 .45 90 ....... 010 40.18
1929 0 ............. 15.22 10.15 1.92 2.11 0.60 .40 .88 ........ 005 37.28
193031 ........ 11.96 9.40 X25 2.35 4.35 .44 .43 .07 ........ 31.25
193142.............. 8.59 8.35 2.12 2.44 .93 .36 .02 .04 ........ 27.84
1932-33 ............. 6.96 8.95 1.30 1.84 6. 0 .32 .01. . 06 ........ L55

INGREDIENTS OF FOREIGN ORIGIN

Mus Palm, San- Derlva. Misoel. Total

0000. t 81d kernel =l ." tive of le. forI5Year nut oil bee i od oOil on fts ndseedoioil il lOil M n dOs

1917-18 .............. 2 .......................................... 0.01 22.27
1918-19 .............. 2291. ................ ........................ 004 22.91
1919-20 ............. 28.92. ........................ ................. 00 28.92
1920-21 .......... 43.5 0.19 0.08 ...... .......................... 4.13 47.00
1921-22 ............. 35.06 ......................................... 2. 09 37.14
1922-23 .............. 36.64 ................................................. 1.83 38.27
1928-24 .............. 40.57 .......................... ...... '.21 40.79
1924--25 .............. 4282 ....... O1 .......................................... 87 43.20
19262........... 4590 ......................................... .4 4&.58
1o-2............4. A78 .01 .02 0.27. 0.02 0.06 0.03 ............. 49.20
1927-28 .......... 85.75........ .02 .38 .05 .02 ......................... 86.22
1928-29 ............. 59.35 ........ A04 .47 008 ......................... 9.89
1929-30 ............. 62.11 .21 .02 .37 .001 ................ 0.02 ........ 62.72

19".1 .............. 0&.46 .96 .02 1.18 ........ . .. ....... 08 .004 6&75
9 n .............. 71.71 .01 . 001 .18 ........ . ......... .14 .004 72.10

19M3 .............. 75.01 .004 ........ .21 .......................... .20 .02 7&45

I Exoludes milk, salt, coloring, and soda.
Source: Calculation based on reports of the Oommissioner of Internal Revenue. This datf ls for the Oscd

yer ending June 80.
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TAmE VI.-Oleomargarine production in the United States

[Source: Bureau of Agricultural Economios, U.S.D.A.I

(Date In pounds)

Oleomargarine (uncolored) Oleomargarine (colored)

Calendar year CombCombina. Exclusive siv TotalCombined Exclusive Ezclusive tion animal vEecusiveanimal ind vegetable oil animal oil and vege- vegetable animal oilvegetable oil table oil oil

1916 ......... 77,204,474 1,941,932 15,479,58 7,198,937 ............ 5,130 202,444,01
117 .......... 4, 440,884 21,803,432 7,562,741 6, 58,211 725 " i g 89 290, 92, 932
1918 .2........ 25,198,572 88,861,472 3,308,671 7,056,442 112,494 1,002,804 855,536,515
1919......... 14,7509,089 132 908,154 3,391,206 9,302,681 9,792,694 1,165,803 371,317,187

.192- .......... 1,635,651 190, 20,496 3,842,743 8, 950,65 5,359,139 94,843 370,162,925
1921 .......... 03, 962,486 99,264,562 624,209 5,959,743 2,020,280 29 744 211,867,023
1922 .......... 104, 234,528 74,126,515 303,048 4,975, 81 1,383,847 1,391 185,075,180
1923 .......... 121,270,524 93,970,999 450,266 7,077,811 2,808,156 ............ 225, 577,756
1924 .......... 119,641,039 97,871,018 412,579 7,847,031 3,259,408 ---------- 229,031,076
1925 .......... 109, 88, 467 108, 490,3 57 74,174 8,243,061 4,215,277 -------- 230, 611,336
192 ......... 108, 869,82 116,214,944 ............ 8,575,278 4,933,735- --------- 238,593,839
1927 ..........- 09,470,9 13 148,575,922 9, 507, 59 5, 47, 054 ---------- 272,601,848
1928 .......... 101,731,908 190, 788, 588 ------- -9,888, 586 5, 24,604 -------- 307,933, 684
1929 .......... 109,502,486 215,460,393---------- 11,095,796 0,171,691 ..... -342,230,366
1930 .......... 87,010,756 211,130,176 8, 859,055 4,748,908 .... -311,754,895
1931 .......... 52,876,380 162,931,150 3, 995,651 2,150,227 .... -221,953,408
1932 .......... 38, 603,568 155,674,544 2,467, 070 970,868 ------- 197,710,048
1933 .......... 40,719,206 199,008,664 1,800,690 702,813 ........- 242,231,373

The reason for this shift and the reason that oleomargarine manufacturers
have been able to cut prices and to undermine butter consumption lies almost
solely In the extremely low prices at which unlimited supples of coconut oil
have been available in the United States. The approximate cost of making
a pound of oleomargarine with oils at their present level of prices Is 4.4 cents
(see fable VII). The parity price for butterfat with the cost of living at
its present level is approximately 81 cents per pound. In view of the fact
that the normal price relationship between oleomargarine and butter is
2 to 1, this comparison illustrates vividly how impossible it will be to raise
butter prices to this level unless some action is taken whereby oils and fats
prices are also raised or whereby oleomargarine production may be restricted.

• TABLE VII

OLEOMARGARINO FORMULA OONTAINING VEGETABLE OILS 1

Coconut oil, Manila, in barrels, 800 pounds, at 4.2 cents ....---------- $33.60
Peanut oil, domestic refined, in barrels, 100 pounds at 9.6 cents -------- 9.60
Palm oil, Lagos, in casks, 100 pounds at 4 cents -------------------- 4,00
Milk, 800 pounds at I cent ----------------- ----------------- 8.00
Salt, 85 pounds at 1 cent ------------------------------------ .85

Total cost ---------------------------- 50.55

DAIRY FARMEas AnE DIREoTLY INTERESTED IN THE WELFARE] AND PROFITS OF
COI 'TON, BEEF CATTLE, PEANUT, CORN, Xo0, AND OTHER FARMERS IN THE UNITED
STATES

Any measure which increases the price of cottonseed, lard, peanuts, tallow,
or anry other farm product will work to the direct benefit of the dairy farmer,
because it will retard a shift of these farmers into dairying, a shift that has
been going on at analarming rato in recent years. The number of dairy cows

2 Formula takn from hearings before Committee on Agriculture, House of Representa-
tives, Seventy-first Congress third session, serial T, part 1, 1931. All prices are
average for the year 1983. rices of oils from 011, Paint and Drug Reporter, average of
reonthly prices 1933. Price of milk from U.S. Departmegt of Agrlcultlre, price paid by
condensarles. Price of salt from U.S. Department of abor Wholesale Price Bulletin.

NorW.-When churned this will produce about 1,150 pounds of finished product. There.
fore, the cost of raw material going into 1 pound of oleomargarine 1q 4.4 cents.

46982--34- 29
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on farms reached an all-time record on January 1, 1934, when there wet
slightly over 26,000,000 dairy cows. This represents an increase of abol
4,000,000 since January 1, 1928. As between different sections of the count.
the increases were relatively greater it the South Central States, where cotto
is the principal farm enterprise and where dairying is normally rather unim
portant on a commercial scale. There were also notable increases in the We
North Central States, particularly Iowa and Illinois, the heaviest producers
corn and hogs and lard. Over this 6-year period the number of dairy com
Increased 28.5 percent i t the South Central States and 21.6 percent in the 'Wes
North Central States. The Increase for the Nation as a whole was 17.8 pe
cent (see table VIII).

There is no question but that this increase in cow numbers Is responsible foi
a large part of the increase In the production of dairy products in the last feT-
years, which has combined with a lowered rate of consumption to force e,
tremely low prices to dairy farmers. A comparison of the production of cream
ery butter bears out this pto't. In the South Central States, for exampl,
butter production in 1933 was 58.1 percent greater than the average foi
the 5 years from 1925.to 1929. For the United States the increase In cream
ery-butter production for this period was only 17.4 percent, almost the same -
the increase in cow numbers. This Indicates also that not only have thee
cotton farmers been buying more eows but that they have been turning at
increasing quantity of the milk produced into commercial channels.

TABLE VIII

(a) Cows and heifers two years old and over kept for milk

Region Jan. 1,19281 Jan. 1,19342 Increase
(number) .(number) Number Pereen

North Atlantic ............................................ 2,992,000 3,274, 000 282, 000 9.
East North Central ................................. ,263,000 084,000 821,000 15,West North Central ................................. 6,216 ,558,00 000':::::5'23'00 7,'56000 1 :34000 21.
South Atlantic ............................................. I,623,000 1,832,000 209, 000 12.South Central .............................................. 4,022,000 5,087,000 1,065,000 2XWestern .................................................... 2,013,000 2,229,000 210,000 10.

United States .................................. ; ..... 22,129,000 26,062. 000 3,933,000 17.

(b) Factory production of. creanery butter

Region Average 1 Percent.-192e-29 19333 Change agechange

Pounds Pounds Pounds
New England ...................................... 9933,00 3,889,000 ,044,000 -60t
Middle Atlantic ................................... 24, 02, 000 27,295,000 2, 793,000 1 i.East North Central ................................ 422, 212,000 467,523,000 45,311,000 10.
West North Central ............................... 731,913,000 874, 54, 000 142,591,000 19.
South Atlantic ..................................... 10,641,000 12,807, 000 2,116,000 20.
South Central ...................................... 84,111,000 128,747,000 44, 636,000 53.
Mountain .......................................... 71, 766,000 86,131,000 14,3 65, 000 20.
Pacific ............................................. 123,695,000 135,245,000 11,550,000 9.

United States .......................... 1, 478,773, 000 1,736,141,000] 257,388,000 17.

I United States Department of Agriculture, Yearbook 1933.
' United States Department of Agriculture, Crops and Markets, February 1934.
8 U.S.D.A. Market News Service, Monthly Summary of Creamery Butter and American Che

Production, January 1934.

The reason for this shift lies In the fact that dairy prices up until the las
two or three years, and to some extent even then, were high relatively t
prices for cotton and other farm products. This shift will be retarded wh
prices for these other farm products are raised. Not only will this be tru
but in addition the increased purchasing power of these farmers will al
retard the shift even among farmers themselves away from butter consumption
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THE STATUS OF THE PHILIPPINES AND OTHR COUNTRIES FROM WHICH THUSE
OILS ARE IMPORTED

i view of the fact that considerable time has been devoted by those in
opposition to this tax to the fact that the Philippine Islands, from which around
75 percent of the coconut oil (as oil and as copra) imported into this country
comes, is flying an American flag and is legally not a foreign country, it should
be called to the attention of the committee that for purposes of national recov-
ery the Philippines have been treated by Congress as a foreign country. The
agriculture of the islands does not come under the Agricultural Adjustment
Act, nor are its industries subject to codes, etc., under the National Industrial
Recovery Act. The continental United States must, for many purposes, be con-
sidered as distinctly apart from its protectorates, and presumably economic
recovery for agriculture and industry is one of such purposes.

As representatives of the dairy farmers of the United States the federation
cannot feel that it is Just and proper for them to continue to receive prices
far below parity and below cost of production in order that labor and agri-
culture in the Philippine Islands may continue to prosper and to enjoy profit-
able expansion year after year. The cost of farm labor in the United States
has risen appreciably under the influence of the wages paid by the Civil
Works Administration. l'rics of feeds have risen through price-raising
measures promulgated by the Agricultural Adjustment Administration. Prices
of food and clothing and other manufactured products have risen through
the efforts of the National Recovery Administration. " rice levels have
risen through revaluation of the American dollar. Non o these changed con-
ditions obtain in the Philippine Islands, and they are le to grow, ship, and
sell coconut oil on the American market at the sawei low price which has
allowed oleomargarine to hold down the price of butC r and with it the prices
f r all milk except that used for fluid purposes; widch has held down the
price of many other domestically produced oils and fats which are also direct
products or the American farm.

The same conditions prevail with respect to palm oil, palm-kernel oil, and
the other oils on which we are asking this tax as a means of aiding agricultural
recovery and of increasing Government revenue at a time when there are such
heavy drains on the Federal Treasury. Beef-cattle producers who produce
tallow and cotton farmers with their cottonseed are being forced to compete with
la'or In the East Indies, Nigeria, and Belgian Congo.

THE'i PROPOSED EXOISE9 TAX PROVIDES AN EFTh)EUIVE AND SURE M1V11OD OF RAISING
THE GENERAL LEVEL OF OILS AND FATS PRICES

An excise tax levied on imported oils and fats will protect and allow an
increase of a corresponding amount in the prices of domestic oils and fats. It
is probable that a part of the increase may be postponed until a part of the
large storage stocks of domestic oils have been reduced. The tax is not pro-
hibitive in any sense of the word. The oil- and fat-using industries in this
country are In such shape that revisions in their formulas necessary to entirely
eliminate foreign fats and oils would take some little time and they will continue
to use foreign oils and fats. The domestic oils and fats, however, will be in
the advantageous economic position which the foreign fats and oils have en-
joyed, particularly since about 1924, and within reasonable limits perference
will be given to the cheaper domestic product.

When the full effects of the campaigns now under way to reduce production
In practically every agricultural industry which produces oils and fats are
manifest in the supply of these products, however, and as soon as the present
storage stocks are reduced to normal proportions domestic oils may be expected
to increase by almost the full amount of the tax. Importation of oils and fats
will continue but the domestic oil will be on a basis on which it can compete in
price to prevent a recurrence of a situation such'as now exists, where American
producers find themselves without a market for their products even when those
products aro selling at prices barely sufficient to cover costs of processing,
martceting, and transportation.

Butter prices in Deember 19343 were the lowest for that time of the year
In over 35 years. Cottonseed-oil prices in December 193 were only 29.4 per-
cent of the 1926 level; peanut-oll prices, 27.5 percent; soybean-oil prices, 82.5
percent; tallow prices. only 32.8 percent: lard prices, 30.5 percent. As corn-
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pared with this, the prices of all commodities In December 1933 were 62.6
percent of the 192.6 level and the prices of all farm products 44.1 percent of
that level (Wholesale Price Bulletin, Bureau of Labor Statistics). These data
show without question that an emergency exists-that some type of action is
necessary now. We are not asking tariff legislation. As a matter of fact, a
tariff cannot be applied to a product of the Philippines. Instead we are asking
(n excise tax, a surer form of revenue, a quicker and a more effective means
of assisting a price increase in products of the American farmer.

It has been estimated that in direct benefits to five producers' groups the tax
will wean in increase of between $150,000,000 and $200,000,000 per year in the
cash income of farmers. This benefit assumes an increase of approximately 3
cents in the price of cottonseed oil, corn oil, tallow, and lard, and an incease
of from 2 to 21/, cents in the price of butter and butterfat (estimates by the
National Dairy Union).

DOMESTIC USERS OF OILS AND FATS CAN EASILY ABSOlU| THE TAX

The manufacture of most oils and fats products is so concentrated among a
few large companies that price and production may be regulated almost at will.
regardless of the cost of raw materials. Wholesale prices of oleomargarine
dropped 2% cents per pound, or more than 25 percent, between September and
December 1933, whereas during this time coconut-oil prices remained the same,
oleo-oil prices were unchanged, and cottonseed-oil prices increased. The drop.
therefore, was obviously nothing but a cut in the manufacturer's margin, ald
was brought about solely by them in their attempt to keep oleomargarine con-
sumption at a high level in the face of a break in the butter market.

The soap manufacturers are not forced in this way to enter into competi-
tion with and to thrive off the price changes of another product; consequently
they have been able to hold up prices even in the depression years. Not until
1932 were the wholesale prices of certain toilet and laundry soaps changed
from the prices which prevailed in 1926, despite the fact that prices of all
raw materials used in soap had declined over 50 percent and many over 00
percent since that time. (See table IX.)

TABLE IX.-Wholesale pr ces of selected oils and fats and manufactured
products

[Prices in cents per pound]

Percentage
Product 1926 131 1932 1933 1933 rioce

is of 1928
price

Oils and fats:
Coconut oil, crude, manila, at New York ...... 10.6 5.3 4.8 4.2 39.8
Palm oil, nigger in casks, at New York ........ 8.0 3.9 2.9 3.2 40.0
Palm kernel oil, denatured, at New York ...... 10.0 8.5 4.8 4.3 43.0
Sesame oil, refined yellow, at New York ' ...... 13.7 10.0 8.5 9.5 69.3
Olive oil, prime foots, at New York I .......... 8.8 6.5 4.6 &5 62.8
Herring oil, Pacific coast 0 .................... 0.3 3.0 2.1 2.2 34.
Menhaden oil, crude, at Baltimore I ...-....... 6.4 2.6 1.9 1.8 28.1
Whale oil, crude no. 1, Pacific coast I .......... 7.7 4.0 4.0 4.0 51.0
Cottonseed oil, prime summer yellow, at New

York ........................................ 11.8 6.0 3.8 4.5 38.1
Corn oil, refined, at New York I .............. 13.4 9.0 0.1 6.9 51.8
Peanut oil, refined, at New York I ............. 15.7 12.3 10.0 9.0 61.1
Soybean oil refined, at New York I ........... 14.3 7.6 4.9 0.5 45.4
Neutral lard, In tierces, at New York I ........ 17.1 9.8 6.5 6.8 39.8
Oleo oil, No. 1 at New York ................. 12.7 7.2 6.3 0.4 80.4
Tallow a cla, loose, at Now York I .......... 8.4 3.3 2.7 8.0 35.7

Manufacturedpro lucts:
soap:

Chlps, at New York ...... ......... 10.5 6.7 8.4 5.4 51.4
Powder, laundry, at New ork ........... 10.5 6.7 5.4 8.4 51.4
Toilet at New York ............. per cake.. 4.75 4.75 4.456 3.575 75.3
Laundry, at Cincinnati .............. do .... 4.465 3.491 2.727 2.744 61.8
Laundry, at Philadelphia ........... do .... 4.851 4.881 4.828 4.449 91.7

Oleomargarine, standard, uncolored, at Chicago 22.8 13.3 9.7 8.7 38.0
Lard, compound, in tierces I ................... 13.8 9.1 6.2 7.0 50.7

I Prices compiled from Oil, Paint, and Drug Reporter. Other prices from Wholesale Price Bulletin#
Bureau of Labor Statistics.
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Those in opposition to this tax have declared that the increase in the
price of coconut oil alone will add considerable to their costs and force them
to charge higher prices, working hardship on all soap itsers, particularly
laundries and hospitals. It Is a matter of record that hospitals use soap
which contains very small amount of coconut oil since it is irritating to the
skin. Instead they use a soft oil soap which does not have this irritating
effect. Translating this tax into a bar of soap shows how infinitely small
the price increase will be even if we assume that it must all be manifest
in the selling price. The average bar of toilet soap weighs 8 ounces, of which
45 percent is other oils and fats and 15 percent coconut oil. This means that
there are 1.2 ounces of coconut oil in the average bar of toilet soap. This
tax of 5 cents per pound is about 8 mills per ounce; therefore, the increase
in cost will be three times 1.2, or 3.6 mills--less than one half cent per bar.
Laundry soaps weigh about 11 ouncs and contain 1.05 ounces of coconut oil.-
The Increase in cost for laundry soaps, therefore, will be 4.05 mills, or less
than one-half cent. During 1833 selected brands of toilet soap on which the
Bureau of Labor Statistics reports prices averaged 2.74 cents per bar and
laundry soaps 4.45 cents per bar. These increases in cost, therefore, are 13.6
percent for the toilet soap and 11.2 percent for the laundry soap. We con-
tend that the soap manufacturers can easily absorb the tax and that they
probably would do this rather than raise the price and cause a small decline
in consumption.

Opposition was registered in the lower house by the tii-plate manufac-
turers to the tax oil palm oil which enters into the manufacture of tin plate.
This industry furnishes another example where this tax is so infinitely small
that it can be easily absorbed. In 1929 there were 4,409,000,000 pounds of
tin plate produced in the United States, and In that same year 15,512,000
pounds of palm oil were used in that industry. (Statistical Abstract, U.S.
Department of Commerce, 1930, p. 778; and U.S. Tariff Commission, op. cit.,
p. III-58). In other words, I pound of palm oil was consumd for every 280
pounds of tin plate produced. With a tax of 5 cents per pound on palm oil this
would mean that the manufacturing cost would be raised 1.6 cents per huln-
dred pounds. With tlhe wholesale price of tin-plate at $4.427 per hundred
pounds of tin plate produced. Wlh a tax of 5 cents per pound on palm oil this
tenths of 1 percent, so small as to be unquestionably insignificant.

At any rate, the increase in costs cannot be more than the amount of tile tax.
This amount in turn must be balanced against the benefits which accrue to the
American farmers as a result of the tax and also against the fact that all the
tax revenue goes into the United States Treasury to help defray the costs of
fighting an economic depression. The economy upon which this tax is based is
much more sound than that adopted by this Congress in passing the Agricul-
tural Adjustment Act with its processing taxes which do not even remain as
Government revenue. The production of these domestic oils and fats is already
reduced through reductions in major crops of which these are joint byproducts,
therefore there is no need for benefit payments. The benefits will come through
higher prices.

GENEAL SUMMARY

1. More thaan two thirds of the imported oils and fats used in the United
States bear no form of taxation and yield no Government revenue.

2. Almost universal interchangeability forces direct competition between for-
eign and domestic oils and fats in every important oil- and fat-using industry,
a competition which rests almost entirely on prices.

3. Dairy farmers have a most vital interest in the oils and fats problem.
4. Oleomargarine, made largely from foreign oils and fats, undermines the

consumption of butter and prevents price recovery for all dairy products.
5. In creased prices for domestic oils and fats will retard a definite shift of

cotton, cattle, and other farmers into dairying.
6. For purpose of economic recovery the continental United States is now

considered by Congress as sepairate and distinct from its insulir possessions
and protecforates.

7. ie proposed excise tax will raise revenue and will effectively raise the
general level of oils and fats prices.

8. Domestic users of oils and fats can easily absdrb the tax.
9. The tax is economically sound and is ilk line with other measures for the

economic recovery of American agriculture.
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The National Cooperative Milk Producers Federation considers this tax as
economically sound by all of the criteria of taxation, and urges that it be
enacted into law qn the grounds that it is a rich and unused source of revenue
and that it is a further step toward economic recovery for American agriculture.

BRIEF ON BEHALF OF THE LAUNDRY OWNERS NATIONAL ASSO-
CIATION OF THE UNITED STATES AND CANADA

The laundry Industry annually consumes great quantities of soap. The
laundry is in fact an ultimate consumer of soap and as such is seriously
concerned over the proposed excise taxi of 5 cents per pound on coconut oil.

Coconut oil soaps are indispensable to the laundry establishment. This
arises from the fact that experience in the- laundry industry has shown con-
clusively that proper laundering practices require the use of a white and
free lathering soap if commercial laundries are to satisfactorily serve the
exacting demands of the public who are able and willing to purchase laundry
service instead of having the laundry job done in the home.

The laurie acids contained in coconut oil account for the free lathering
qualities which coconut oil soaps possess. Neither tallow, cotton oil, or any
other domestic oil available to the soap kettle possesses laurle acids. For
this reason coconut oil cannot be satisfactorily supplanted by anything else
for soap usage in modern laundry practice.

The hard-water areas of this country are numerous and wide-spread. With
the exception of the Atlantic coast States and a few other spotted sections
hard-water supplies are predominant. Laundries located outside of these com-
paratively few soft-water areas will be subjected to an -unbearable increase
in soap costs if this tax should result in the displacement of coconut oil soaps
by soaps made from a substitute product not possessing adequate or no laurie
acid content.

Tallow and similar or substitute fats function in the "washing process to
separate soils from fabrics. Their action is primarily detergent in nature.
whereas the coconut-oil (*j.tei)t of laundry soap through its free lathering and
sudzing qualities serves to hold these soils in suspensin until they are drained
from thei wasl wheels. This explains wily cdolnut oil is of tremendous Im-
portance in the washing formula. As has been stated before, no other known
soatp-minking material sufficiently supplies this absolutely essential function.

Although the proponents (of this tax contend that cottonseed-oil soaps can
satisfactorily replace coconut-oil staps, practical experience it the laundry
halis definitely proved such to he untrue. During enactment of the Smoot-
Hawley tariff act an abundance of evidence was produced by the laundry
owners in the cotton States to show they repeatedly had tried to use cottonseed-
til soaps in their washing formula but without success. It was found that
laundry soaps made from cottotseed oil after use it the power laundry over a
period of time imparted a yello 'lslr tint to their customers' fabrics. Because
of the high-water temperatures employed in the washing formula, the fatty
ac ds of cottonst(.d oil break down, *iitli the result that soap specks are de-
issited on the article being washed and are practically Impossible to rinse

out. Rancidity also develop% in cottonseed-oll soaps and impregnates fabrics
with an offensive odor v'lich Is decidedly objectiotable to laundry customers.
These, reasons account for tht, fact that cotton.seed-oil soaps have not and can-
not be used in the modern laundry practices of the power laundry industry.

Should a 5-cent-per-potind tax on coconut oil not operate to prohibit its use
In laundry soap, it nevertheless will cause an increase in the price of soap to
the laundry owner which h i neither absorb nor pass on to his customers.

For the past 3 years the Adry industry has been a deficit industry. Its
sales volume has decreased approximately 50 percent and, with very few
exceptions, the individual establishment is operating at a serious loss and has
been for some time. Former customers have invested in home-washing equip-
ment and are doing the laundry job themselves, or atre having it done by low-
pad domestic servants with whom the laundry cannot compete. This com-
petition from the home Itself is a serious factor to the welfare of the laundry
industry. Today the laundry cannot raise its prices because of the ready and
easy alternative of having the laundry Job done in the home at a cost lower
than the prices which laundries must charge. The unemployment situation has
further aggravated this condition, because Innumerable women who are out of
Jobs are taking li laundry work. It has been demonstrated time and again
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that this form of competition positively prohibits the raising of commercial
laundry prices in order to absorb such an increase in operating expenses as
this tax would effect.

At present prices the annual soap bill of the laundry industry is estimated
to be $10,000,000. Inasmuch as laundries use the pure soaps containing as
high as 90 percent coconut oil, this tax would effect an increase of approxi-
mately $5,000,000 annually in the cost of this necessary product to the laundry
industry.

From the standpoint of sanitation and cleanliness the commercial laundry
Is an important adjunct to any community. No tax should be levied or other
legislative action taken which would work an Intolerable hardship upon the
laundry establishment or otherwise imperil its existence. This point should
Ybceive much consideration In behalf of the public interest and welfare. It Is
a recognized fact that the modern laundry, through its scientific practices, is
a helpful agency in the prevention of a spread of disease and epidemics.

In conclusion, it Is submitted that the proposed tax on coconut oil cannot
benefit the producers of domestic oils at least insofar as coconut oil is used
for laundry soap-making purposes. This product is absolutely essential to
the laundry Industry and cannot be satisfactorily supplanted by any other oil
or fat. Therefore, why needlessly penalize an industry which can neither
absorb the increase(] costs involved nor can pass same on to its customers.

Therefore it Is urged that the committee delete from section 602 of the 1934
revenue bill the proposed tax on coconut oil.

Respectfully submitted, DF.LJERT WV. CoRBIN,
Baste' -a Repre8entatire Lauundry Owwrs National Association of the

United States and Canada, Joliet, Ill.

APPENDIX TO BRIEF OF TIlE LAUNDRY OWNERs NATIONAL AssocIATION, ANIMAL
AND VEGETABLE OILS (PARS. 53-58]

The CoMMiTTEE ON WAYS AND EANS:
Supplementing my testimony given to your committee on January 9, 1929,

this evidence is herewith submitted to further substantiate the position of
opposition that has been taken by the laundry owners of America against the
proposed levying of a 45 percent ad valorem duty on the Imported vegetable
oils and fats that go into the laundry soap kettle.

It Is erroneously contended that the laundry soaps most generally used
today-and which are largely made up from the imported tropical vegetable
oils and fats--can be satisfactorily replaced with soaps made from cottonseed
oil.

The experiences of laundry owners, particularly in the southwestern section
of our country-as in Texas-do not support this belief, but tend to disprove it.
While laundry owners may have once found cottonseed oil usable in the com-
mercial power laundry, they have in recent years found it unsuitable for laun.
dry purposes for the following reasons:

1. During hot weather, or in the case when the water used In the laundry
wash room is kept at ordinary temperatures, rancidity develops in cottonseed
oil soap to such extent as to give a decidedly objectionable odor to the customers'
laundry bundle. In any instance where the laundry owner does not return a
sweet-smelling package of clothes there is immediate complaint from the cus-
toiner and a consequent danger of losing his patronage. Naturally, this Is
something that the laundry owner, as a good business man, wants to avoid.

2. Secondly, cottonseed-oil soap possesses poor rinsing qualities, due mainly to
the difficulty of obtaining complete emulsification. Especially is this true in
regions which have hard water. In western Texas, for instance, there is as
much as 81 grains ot hardness in the natural water supply. The laundry owner
is by necessity compelled to use the most free-lathering soan available. Soaps
made front the imported tropical oils In question have proved the most satis-
factory of any under such conditions as these, and largely accounts for their
universal use.

3. The coconut- and other tropical-oil soaps are of white color, whereas the
cottonseed-oil soaps possess an objectionable yellow cast. For obvious reasons
the laundry owner cannot use washing supplies which make it difficult for him
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to turn out the whitest kind of laundry work. Power laundry customers with-
out exception the country over demand that their clothes appear as white as
possible when delivered back to them, and, needless to say, all progressive
laundry owners are doing their utmost to meet this demand. There is nothing
more humiliating or disastrous to the average laundry owner than the guilt of
turning out yellow work.

4. Experience has shown that cottonseed soap breaks down more readily
under steam and the high temperatures used in a suds bath than do soaps made
from the tropical oils. This breaking down liberates the fatty acids which, in
turn, cause soap specks to adhere to the fabrics, and it is nearly impossible to
rinse these specks out.

. In order to prevent the so-called " breaking down" of cottonseed soap when
used in the power laundry, the water temperatures must be reduced to and below
1200 F. In certain classes of laundry work it is scientifically undersirable to
wash in temperatures that low, because dirt and soil cannot be washed out or
rinsed out as effectively when lower temperatures are used. Also, from the
viewpoint of sanitation and better sterilization it is desirable to use water tem-
peratures as high as 1800 and 190 ° F., which are sufficiently high to destroy
most all harmful bacteria. But, as has already been explained, these tempera-
tures have proved impractical when cottonseed-oil soaps are used.

The following is indicative of the general unwillingness that exists in the
minds of many laundry owners to use cottonseed-oil soaps: To attempt to sell
a cottonseed-oil-base soap, as such, is an impossibility, because laundrymen do
not want it, and a soap is always a failure in the power-laundry industry when
a competitor succeeds in convincing the trade that it contains cottonseed oil.

The above five reasons, added to the fact that 99 percent of the cottonseed
oil produced in the United States is consumed for edible purposes at edible
prices% explains why cottonseed oil is no longer used to any appreciable extent
in the manufacture of laundry soap.

Respectfully submitted in the name of the Laundry Owners National Asso-
ciation.

D. W. Consaw, La Salle, Ill.
0. H. Coawmq, Dallas, Teo.

Ai.PNDIX

DALLAs, TEx., March 20, 1929.
D. W. Comiq,

Eastern Representative,
Laundry Owners Naional Association, Vashitngton, D.C.:

Account living big cotton-growing district, also being cotton planters, we have
conscientiously tried use laundry soap made from cottonseed oil. We used this
soap before the war, during the war, and since. The soap breaks down under
high temperature. It is impossible to rinse the clothes, and a terrible disagree-
able odor remains In the goods. Impossible to use cottonseed-oil soap with
fugitive colors, as will not lather freely in" cold water. After linens have been
delivered to their homes and stored in closets for several weeks customers have
telephoned us complaining of unbearable odor throughout their house, claiming
we had washed their linens with acids and chemicals. Impossible to promote
modern power laundry business under this condition.

LEAcHMAN's LAUNDY & DYE Wo1Ks,
By ToM G. LEACHMAN.

OGRInZN, GA., March 81, 1999.
D. W. CoBBN,

Eastern Representative Laundry Owoners N¢ational Association,
Washington, D.O.:

Our laundry superintendent is man of 25 years' experience in laundry work,
has tried cottonseed-oil soap, and has not been successful with it. Cottonseed-
oil soap leaves a yellowish cast on linens. It cannot be removed or covered.
Science has found no practical way to use cottonseed-oil soap in the modern
laundry. Om mf LA M M D ay CLANIo CO.
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Di JAcKON, Mrss., March 21, 1989.D. W. Conmw¢,
Eastern Representative Laundry Owners National Aesoofation

WashiPgton, D.A.:
Soap made from cottonseed oil not practical for laundry use, due to high.

pressure steam used, as well as the yellow spots that appear after ironing. It
does not lather freely nor rinse well. Have not used It in my plant for several
years and will not consider using it again under any conditions. Would be a
shame to try and force such an unsatisfactory product on the laundry industry,
as It will not protect the farmer, as it will not be used.

ISDORE LHMAN,
President Mississippi Power Laundry and

Dry Oleaners Assoolation,
Owner Jackson Steam Laundry, Jackson, Miss.

ASHezil, N.0., March 81, 1989.
D. W. Commw,

Eastern Representative Laundry Owners National Assoation,
Washington, D.O:

Note suggestions in event higher tariff placed on imports vegetable oils that
cottonseed oil could be used as a satisfactory substitute In the manufacturing of
soap. Years of experience in the laundry business with experiments along this
line prompts me to protest. Do not think it practical make soap from cotton-
seed oil that would be satisfactory in laundry formulas. Higher tariff on soap
products will work hardship not only on laundry industry but on public who
depend on laundry service.

S WANNAXOA LhurNDY,
CANInE N. Bawm.

HoT SiDIos, AaK., March 01, 1929.
D. W. CoimrN,

Washington, D.C.:
Oottonseed.oll soap is a hard proposition and very unsatisfactory for general

laundry use. Leaves a bad odor, turns white yellow unless the cloth is seriously
injured by use of chlorine and acids, and If any of either of these are left In an
undergarment It is liable to cause skin disease.

OWAHEAD LAUNDRY,
J. H. KLYMAN.

Nuw OaLEANS, LA., March 88, 1989.D. W. COeIwn,
Eastern Representative Laundry Owners National Assocdati,

Washfigton, D.C.:
We do not at all consider cottonseed-oil soap serviceable In our laundries. We

would not use it at any price. LAUNDRY & DaY CLEAtNING Sumvrom (INc.),
B. C. MOOLELLAN.

BDm1' or RussELL COLGATE, RPRESEiTING COLOATE.PALMOLIVEPWv Co., Jassy
CITY, N.J.; BROOKLYN, N.Y.; CHICAGO, ILL.; MILWAUKEE, WIS; KANSAS OITY
KAN&.; BKELEY, OCAxw., iN OneosiroN To Exciss TAx or 5 CzNTS PIM POUND
ON COcoNUT On

Dairymen are the largest domestic group in favor of the tax.-Oleomargarine,
In which is used 150,000,000 pounds of coconut oil annually, competes with and
undersells butter by from 8 to 15 cents per pound. Dairymen contend the tax
will result In increased butter prices.

Oleomargarine manufacturers could still pay the tax and undersell butter
by front 5 to 18 cents per pound.--Expectation of higher butter prices would
increase butter production. Butter stocks would Increase and butter prices
would decline accordingly.
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SeventV pervet of our cooot-oil auppV is wed in soap, rubber, and tannere'
oil.--A tax on this oil would not benefit the dairyman. The dairyman pro.
duces nothing that Is used in the manufacture of soap. A tax on reed edible
coconut oil only, which is the coconut oil used in oleomargarine, would afford
the dairyman identically the same protection that he would receive from a tax
on all coconut oil.

Livestock producers contend that beet cattle prices would increase through
taxing coconut oil because tallow would be used in place of coconut oil in the
manufacture of soap.

Tallow prices could tot ireaae over the amount of the tapriff proteotion.e-
The value of a 1,000,pound steer could iiicrease only 2/ cents. The duty on
tallow Is % cent per pound and a 1,000-pound steer yields only 5.36 potr.ds of
Inedible tallow. (See attached tables from The Packers! Encyclopedia.) There-
fore, the packer could profit by about 2% cents for every 1,000-pound steer
slaughtered. At the most, only v small fraction of this profit could ever get
back to the farmer.

SevvnUu peroet of our tallow is produced by local refuse-renderIng plants.-.
These renderers secure their fats from garbage palls, butcher-shop scrap boxes,
and restaurant dinner-plate leftovers. Any increase in the price of this refuse
tallow would be shAred in by the renderer, the garbage collector, the restaurant,
the butcher shop, and the packer. No plart of this added value would be left
for the livestock producer. Tallow has no free-lathering qualities because It
contains no laurie acid. F'or this reason it cannot be used to supplant coconut
oil In soap. IRather than supplanting tallow, coconut oil carries It into the
consumption of soup. The more coconut oil used the more tallow used.

The use of coconut oil increases the use of dwnestio fats and oils in soap.--
Although the population of the United States increased only 91 percent between
1912 and 1932, domestic oils and fats consumed in soap Increased 50 percent,
due to increased use of coconut oil, which makes a better quality soap. The
population increased front 95.000,000 to 1)5,000,000, and domestic fats and oils
used In soap increased from 600,000,000 to 900,000,000. Cotton farmers believe
cottonseed oil will supplant coconut oil in the manufacture of soap.

0ottopmeed oil is a Ptw edible oil.-In 1932 only 3,500,000 pounds of cotton-
seed oil were used in soap, when it sold at one half cent per pound under the
price of tile 350,000,000 pounds of coconut oil used in soap. The use of cotton-
seed oil in soap would bring its price down to the level of the Inedible tallow
price with which it would have to compete.

Cotton production would have to he Increased 30 percent, or approximately
8,900,0N bales more than were produced in 1933, to obtain sufficient cottonseed
to entirely supplant coconut oil now being used. This would result in a cotm-
plete disruption of the Government's cotton acreage reduction program.

0ottonseed oil makes an inferior soap.-Like tallow, it contains no laurie acid,
and, therefore, will not hither freely. Unlike tallow, It contains linolic acid,
which causes soap to become rancid.

Coconut oil is the onrly oil that can be used in the tanning of white leather.
Also, it is very necessary in the manufacture of an a(elerator whieh is usd
In manufacturing rubber and rubber substitutes.

The consuming public demands soap made from coconut oUl.- -Soap used in
hard water regions and in all households gets Its quick and abundant lathering
qualities from coconut oil. Tallow and cottonseed oil IMek this quality.

Our soap supply will be imported from Canada. *kmerican soap manufac-
turers' raw material costs will le iIncrease d .5O percent to 1(M0 percent by this
tax while imports will pay a duty of only 15 percent ad valorem.

Canada through preferential tariff arrangements with other British posses-
sions, can secure its raw material supply of coconut oil and copria duty fret'.

Even our present market for domestoi soap fats tvill be destrolcd.-Vanldiall
manufacturers will mix foreign soap fats with duty-free coconut oil and. with
only a 15 percent ad valorem duty on soup, will undersell Anterican soapi, manu-
facturers in the American markets.

Domestic soap oils will move into consumption only after they have dropped
in price sufficiently to permit the American manufacturer to make up for the
tax lie would pay on coconut oil which he uses and thereby keep$ his total raw
material costs lower than that of Canadian competitors.

In the final analysis this tax bill will be a penalty o the American laborer,
the American soap factories, the American consumers of soap, the American
shipping Interests and the American copra crushers.
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No benefts will oc'rae to at/e A;erivnt fartner.--The benefits will all ac-'rue
to the eopra producers of British Island possessions and the foreign soap
manufacturers.

From the Packers' Encyclopedia

INEDIBa TANKAGM Y1ES

The following tests on the yields of various products which may be obtained
by rendering In the Inedible tanks will be of interest to all superintendents and
tankhouse men.

No. I white grease test.--Test on 5,600 hogs to find the yield of no. I white
grease. In addition to the regular inedible offal, the following pieces were
rendered: I dead hog, 28 condemned hogs, 30 condensed heads. The white
grease recovered in this test amounted to 15,800 pounds, or 2.73 pound per hog.

Yellow great. e tcst.-The following is a test on 3.432 hogs to find the yield of
yellow grease:

Products to tank Total Poundspounds per hog

Pig bag ....................................................... 0,o243 1,819
Lung.................................................. 141 1.498
Catch baqin skim intips .................................................... 4, 267 I. 240

Floor scrap..... ....................................................... 062 .13

Totl green product ......................................................... I 16. 303 4.750
Yield of yellow grease .................................................. 1,320 39

"allow yictda.-The following test Is one which indicates in a general way
the yield of tallows whieli are obtained from cattle:

PowntiI per head
EiblP tallow ------------ .. .-------------- 1.13

Prime tallow -------------------------------------------- 4.41
No. 2 tallow-.- ----------------------------------------- .95

Total inedible tallow yield-. --.-------------------------- 86
Brown grease ------------------------------------------- 1.28

Total --------------------------------------------- 7.72
The tallow from calves Is indicated by the following test:

No. 1 tallow - ---------------------------------------------. 45
Brown grease --------------------------------------------. 65

The tallow yield froim sheep is indicated by the following test:

No. 1 tallow -------------- ---------------- 0.19
No. 2 tallow --------------------------------------------------. 28
Brown grease- - - - - - - -- - ........ . 19

OBJECTIONS TO THE LEVYING OF A TAX OF SOMETHINu LESS THAN 5 CENTS PER
POUND ON Aix IMPOTE 0111 AND FATS

1. The levying of a tax ult other oils tdtt fats wotld inevltaly enlbroHl
us III tariff disputes with the various foreign nations prodtwing the several
oils atd fiats. These f4)eign ntions would levy retaliatory duties ullpi Amerl-
calX eXlIorls of lird. which wotlh back tit' lard up into Alnweriitn iarkels
and cause at decrease iII doiestlt' oils atd fats prices.

2. It woulinLe'an the destruction of every nIml i ot export bulshless W lrod-
Ucts zalade front oils and fats, as the foreign competitors would s.w4ue theli"
oils and fats at just so much lower prices.

8. It would be impossible, without general tariff revision, to levy conlt't|.
satory taxes on imports of tMe many nmanufactured pr(duCts conltainitg o1ls
and fats. Hence it would be possible for foreign inaiunfaturers to dispossess
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the American manufacturer of his domestic market for products containing
oils and fats.

4. The Inflation of the price of a single group of commodities, such as oils and
fats, and the products made therefrom without the inflation of the dollar of the
consumer, who must buy these commodities, would create a disastrous slump
in the consumption of products made from oils and fats.

5. It would encourage the use of substitutes for products made from oils and
fats, because the prices of these substitutes would not be Inflated.

BRIEF FOR THE NATIONAL LIVESTOCK MARKETING
ASSOCIATION, CHICAGO, ILL.

[BY CHAIM=5 A. Ewo, President)

The National Livestock Marketing Association is a producer owned and con-
trolled organization, national in its scope, with 24 marketing agency members
on all the leading livestock markets of the United States from Baltimore to San
F rancisco, through which some 800,000 stockmen market their livestock annually.
• The business of livestock production Is the oldest, most basic, and extensive
business In the United States; the value of livestock products is more than
half of our whole agricultural output.

The markets for livestock are the lowest they have been' in 40 years, and
their long-continued depression has brought about a condition in this great
industry that is most critical and acute.

Nothing has contributed more to the depression of livestock markets in this
country than the rapidly increasing amount of the impoits of foreign animal
and vegetable oils and fats which in recent years have arisen to approximately
$200,000,000 in value annually and not more than 25 percent of which bear any
duty whatsoever. These imports directly Invade and compete directly and
indirectly in our domestic markets with our livestock products depressing the
prices far below the cost of production and unless checked will entail ruin and
bankruptcy on thousands of stockmen throughout the country.

The livestock dollar has today less than half of its pre-war parity and less
than half of its normal tax-paying and debt-paying power. This situation
needs the most prompt relief possible to avoid further disaster in this enter-
prise, and on behalf of the association which I have the honor to represent and
on behalf of its members and, most of all, on behalf of our livestock men who
patronize our agencies and are affiliated with us do *i respectfully urge upon
your favorable consideration the desirability and advisability at this time of
amending this proposed act, HiR. 7835, in section 602 thereof, in manner and
form as follows:

SBEON 002. TAX ON 0ZSTAIN OILS

(a) There is hereby imposed a tax of 5 cents for each pound of coconut oil,
sesame oil, sunflower seed oil, palm oil, palm-kernel oil, whale oil, marine oils,
and all other vegetable and animal fats and oils now admitted duty free, or
combinations or mixtures thereof, brought into the United States, processed
or unprocessed, or in raw state, to be paid at the port of entry into this country,
at the time of arrival, to the collector of customs duties at such port in such
manner and form as the Commissioner of Internal Revenue, with the approval
of the Secretary of the Treasury, may by regulations prescribed.

(b) The collector of customs at the port of entry of a.ny of the commodities
designated in laragraph (a) shall make report of the amounts and value, of
such imports tn such manner and form as the Commissioner of Internal Rev-
enue, with the approval of the Secretary of the Treasury, may by regulations,
prescribed.

Pitragraph (c) -mit.
(d) Upon the exportation to any foreign country or to a possession of the

United States of any article wholly or in chief value, to wit, 20 percent of
which any of the foregoing oils have entered into the fabrication thereof, and
on which a tax has been paid under paragraph (a) of this act, section 602, the
exporter, on satisfactory proof of payment of tax shall be entitled to a credit
or refund of the tax for the amount of the oils contained in the commodities or
articles exported from the United States.

(e) No change.
(f) No change.
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No other provision or legislation pending or proposed before Congress will
so quickly, if enacted into law, bring a material and substantial upturn in our
livestock markets as the foregoing legislation, imposing reasonable duties on
the Importations of these commodities, which are competing with our products
here at home.

The provision as it now stands in the bill for imposing on processors of these
oils, the tax, instead of imposing it on the importer, at the port of entry, at
the time of entry, makes the collection of the tax far more difficult, complicateil,
and uncertain and requires an additional and unnecessary outlay for rendering
the service of collecting.

Urging your careful and favorable consideration for amending the above act
in the manner and form as we have herein indicated, we respectfully submit
this brief for your consideration.

NATIONAL LIVE STOCK MARKETIN ASSOCIATION.
CHARLES A. EWING, President.

BRIEF OF DUVAL MOORE, REPRESENTING EL DORADO OIL
WORKS, SAN FRANCISCO, CALIF.

ARiGUMENTS IN OPPOSITION TO PROPOSED EXCISE TAX OF FIVE CENTS PER POUND ON
COCONUT OIL AND SESAME OIL

I. The proposed tax has no place in a revenue bill, because it will act as
an embargo and not raise any revenue.

1. It is 200 percent on the present price (2/ 2 cents per pound) of coconut
oil.

2. It will foreclose the use of these oils almost entirely.
II. (a). It will not stimulate the price of domestic fats and oils (cottonseed

oil, lard, tallow, and butter) as claimed by the proponents of the bill.
1. Except in margarine, where cottonseed oil has been satisfactorily used

only in a small degree, co(-onut oil and cottonseed oil are not competitive.
2. ( 'ottonseed oil is used 99 percent for edible purposes while 70 percent of

coconut oil goes into soap." Coconut oil Is used In soap because of its large
lauric acid content. Cottonseed oil contains none of this acid. In 1932,
despite cottonseed oil being lower in price than coconut 0112 (cottonseed oil
average, 8.07 cents per pound-coconut oil average, 3.57 cents per pound),
only three tenths of 1 percent of the oils and fats consumed in soap was
cottonseed oil.'

3. A small quantity of coconut oil, less than 1 percent of the fats and oils
used In lard compounds and vegetable shortenings, goes into lard substitutes I
(vegetable oil compounds--alnost entirely cottonseed oil). Coconut oil's iII-
herent qualities make it unsuitable for shortening or frying purposes.

4. About 22 percent of the coconut oil produced or imported into this country
goes Into the manufacture of margarine, but even were this coconut oil
legislated out of margarine, the dairy farmer would not be benefited.'

The United States Tariff Commission, inI their findings on this question,
stated iII part:

"However, if coconut oil is barred an inferior margarine will still be made
front animal fats and the price of butter will not be benefited."

Many dairy authorities agree with us on this point. We quote from The
Tariff on Dairy Products, by Roland R. Renne, Ph.D., assistant professor
of agricultural economics, Montana State Cbllege, edited by J. It. Oommons,
B. H. Hibbard, and W. A. Morton of the University of Wisconsin, and pub-
lished by the Tariff Research Committee, Madison, Wis., 1033.

"A comparison of figures 12 and 15 indicates the small possible reduction
of the present spread, between butter and oleomargarine prices as a result
of a tariff on Philippine coconut oil or its elimination from oleomargarine
manufacture.. * * *

"If the proposed duties raised the cost of coconut oil high enough to elim-
inate it from oleomargarine manufacturing or if its use were prohibited, the

'U.S. Bureau of Census.*N.Y. Journal of Commerce.
'U.S. Tarlff Com. Report, March 1032, p. 33.
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benefit to American producers of cottonseed, soybeans, and peanuts or beef
and pork is doubtful."

"* * * The proposed duties on coconut oil and copra would result in
burdens to the American public greatly in excess of any possible benefits
derived from them. * * * There is no benefit to any home group sufficient
to offset this burden."

Out! Secretary of Agriculture, the Hon. Henry A. Wallace, in an address
giten at the Farm and Home Week, Wisconsin College of Agriculture, Madi-
son, Wis., January 81, 1934, stated, in part, on this same point:

"The administration asked the members of the dairy industry to face the
facts and to realize how futile it was to depend for relief upon such things
as tariff increases and the restraint of competition from substitute products.
* * * Beyond a certain polnt, tariff inceases do far more harm than good.
The possibilities of doing something about the competition of dairy product
substitutes are not nearly as great as you have been told by some dairy
leaders. * * * Take the most liberal prospect possible for relief through
action on tariff on oleomargarine, foreign fats and oils and the like, and you
haven't aptproached the relief dairymen really need. * 0 * It should be
recognized that such measures would have effects on dairy prices, the extent
and duration of which are highly controversial questions. I would not be
honest with myself or the dairy people If I did not state that I fear that
the results would be much less substantial than some dairy Interests believe."
5. The elimination of coconut oil would perhaps increase slightly the demand

for oleo oil. Any benefits, however, will be entirely absorbed by the packer
and not passed on to the cattle raiser, oleo oil being such a small part of the
steer (24.55 pounds to a 1,000-pound steer).

G. Coconut oil is not a competitor of tallow, both being used noncompetitively
hi soap.

Tallow, like cottonseed oil, contains no lauric acid, and coconut oil in place
of competing with tallow in soap actually carries tallow into' consumption in
the soap kettle.

There is only 5.86 pounds of inedible tallow in a 1,000-pound steer;' so the
tallow renderer would be the only gainer in any case. The cattle raiser would
not be benefited.

7. Coconut oil in foodstuffs comprises only 8 percent of the oils and fats con-
sumed edibly in the United States, while sesame is less than one half of I per.
cent." Their elimination entirely from this field would be of small value to
the agriculturalist.'
,(b) Coconut oil is an essential ingredient in present-day white laundry and

toilet soaps.
1. Soap not containing sufficient coconut oil lacks the free lathering qualities

so essential for use in the hard water districts of the United States.
2. Due to better quality of coconut oil soaps, the use of soap in the United

States has increased 40 percent during the period from 1014 to 1980 as against
an increase in population of only 27 percent.'
8. Without coconut oil we would have to revert to the old-fashioned soap of

our fathers and the housewife to the washboard and boiler in place of the
modern washing machine.

III. Effect on copra crushing and allied industries:
(a) If the proposed excise tax shall become effective the copra crushing in.

dustry in the United States will be wiped out.
1. There i about $80,000,000 invested in this crushing industry in the United

States, the major portion of which would not be adaptable for other uses.
2. Much labor, both skilled and unskilled, is now employed which would be

put out of employment.
3. The industry has been built up from a small beginning over a period of

approximately 40 years.
4. It has contributed greatly to the advance in the methods of manufacture

and grades of soap produced in this country. The value of this contribution
would be largely destroyed.

(b) Many allied industries are greatly dependent upon the copra and coco-
nut-oil trade.

'U.S. Bureau of Census.'The Packers Encyclopedia, p. a.
'The Packers Encyclopedia, V. 131.



TAX ON cRsTAIN OILS 461

1. Th. Increase In the cost of soap should this bill pass would be from 50
percent to 100 percent, according to the quantity of coconut oil used in the
particular soap.

2. Every housewife, household, home, school, hospital, public and private
institution, laundry, and any and all users of soap must pay the increased
cost of soap.

3. Soap manufacturers could not compete with soap manufactured in part
from coconut oil in other countries entering this market under present duties
(15 percent on laundry and other types of soap constituting 91 percent of the
total volume and 30 percent on toilet soaps).

4. Soap could be manufactured in the Philippine Islands from coconut oil,
fee of excise tax, and exported into the United States, free of duty, thereby
throwing the great bulk of the business now enjoyed by the soap industry in
the United States to soap factories in the Philippines. '

5. The soap Industry in the United States represents an investment in excess
of $275,000,000, employing in excess of 25,000 people, many of whom would be
thrown out of employment should the present bill carry.

IV. Effect on the Pacific commerce of the United States:
(a) Copra, raw material (dried meat of the coconut) constitutes the great

bulk, in fact, the backbone of the return cargo of the American steamers crossing
the Pacific. Many of the steamship lines already of necessity subsidized by the
Government, could not exist if this cargo were taken from them.

1. By bulk, copra makes up 15 percent of the total import tonnage into San
Francisco, 25 percent into Portland, and approximately the same percentage into
Los Angeles."

2. It pays the steamers an annual freight revenue of approximately $2,780,000.
3. It provides a satisfactory and profitable business for many freight ter.

minals, stevedoring companies, drayage concerns, etc.
(b) The transcontinental railroads derive a freight revenue on coconut oil,

moving into midwest consuming centers, after having been extracted from the
copra at the mills on the Pacific coast, of approximately $4,100,000.
(e) The elimination of the copra and coconut-oil trade would very seriously

affect the export business of thd United States to the copra-producing countries
of the South Seas, the Philippines, Dutch East Indies, Australia and Singapore.

1. Copra is the medium of exchange by which the people of those places are
enabled to buy goods exported front the United States.

2. The exports to the Philippine Islands alone In 1932 were $48,500O00.
Included in these exports were farm products in the amount of $18,500000.

(NoTE.-Tho Philippine Tslonds are the best single export customer of the
dairymen of the United States.)

3. Without question should the copra trade be killed by the passage of this
bill, retaliatory measures will be put into effect by some of these countries. In
fact, certain measures have already gone into force affecting our export business
in pine lumber from the northwest.

V. It must be apparent to any fair-minded person that the proposed 5-cent per
pound excise tax is clearly ill-advised:

(a) It Is confiscatory.
(b) It singles out a single industry which it ruins without sufficient com-

pensatory benefit to any or its proponents.
(e) It will be of inestimable harm to the soap industry of the United States

and raise the price thereof, thereby carrying Its burden on to every housewife
and household in the country.
(d) It will, without compensation, turn over a great part of our soap busi.

ness to foreign manufacturers, either in Canada, Japan, Mexico, or the Philip-
pines, without any commensurate benefit to anyone in the United States.
(c) It will bring in little or no revenue under which guise it is proposed.
(f) It is eminently unfair to the people of the Philippines, 25 to 30 percent

of wheno are more or less dependent on copra for their livelihood. Can this
United States Government in justice force such a radical change in their eco-
nomic structure without allowing sufficient time for necessary political and
economic idjustments? As our President said in 'his recent message: "To
change at this time the economic provisos of the previous law would reflect
discredit on this country."

U.S. Customs figures.
U.S.Dept. of Commerce.
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BRIEF OF ASSOCIATION OP AMERICAN PRODUCERS OF DOMESTIC
INEDIBLE FATS

WASHzNoTONt, D.C., Mar h 15, 1984.
Hon. PAT HxawasoN,

Chairman Finance Commlttee,
Washington, D.c.

'DeA SENATOR: Under the permission granted to file statements relative to
section 203 of the pending revenue bill, I wish to have the following statement
appear in the printed record:

"This association represents the rendering industry and produces domestic
tallows and greases. Their plants are scattered throughout the entire country,
in every State in the Union.

"The raw materials are collected -from wholesale and retail markets and it Is
estimated there are at least 120,000 such markets in the United States; that
is, about 1 such shop to each 1,000 of population. In the larger cities there
are even more shops per 1,000 population. Chicago, for instance, has in the
neighborhood of 5,000 wholesale and retail meat markets.

"An important part of the livelihood of these markets is derived from what
they receive for their raw fats, bones, and meat trimmings, inasmuch as at
least 15 to 20 percent of their product must be trimmed when sold.

"1 The income thus received helps to pay the butcher's rent, employ sufficient
clerks, and pay adequate wages.

"Unfortunately, however, the renderer cannot collect this raw material
profitably unless he in turn can get a satisfactory price from the soap manu-
facturer for tallow and grease.

"At present the market on domestic tallow and grease is about 8 cents per
pound. In 1926 it was 8 1/. cents per pound. Prices In the past year declined
to a historical low.

"Thousands of families are directly and indirectly dependent on our domes-
tic fats and oils industry.

"We need a 5-cent tax on copra, coconut oil, palm oil, pal-kernel oil,
sunflower oil, sesame oil, whale oil, and other imported fish oils. This tax is
not excessive, for if It should raise domestic price levels the full amount, we
would still be under the 1926 level.

"These foreign oils are all interchangeable and must be taxed whether used
for edible or inedible purposes.

"For example, should coconut oil be taxed for edible ise only, the margarine
manufacturer will substitute domestic fats. So far, so good. But on the other
hand, the soap manufacturer, to replace these domestic fats so taken away from
him, will use Just that much additional coconut oil, if coconut oil is not taxed
for inedible purposes.

"As a result, no change will take place in the demand for our products. The
same statements of facts apply to tli6 other oils under consideration.

"Much stress was laid by our opponents on the alleged necessity for the use of
coconut oil in the soap industry. Admittedly none of the other oils i necessary.
As to coconut oil, we respectfully call to your attention the statement of Dr.
P. B. Meerbott, the independent soap chemist, who appeared. He explained that
the use of large amounts of coconut oil in toilet soaps produced a soap irritating
to the skin, that the use of coconut oil was not necessary in laundry soap, and
that the best toilet soaps used only a very limited amount of coconut oil."

AssOcIATIoN OF AMERICAN PRODUcICES
or DOMESTIC INEDIBLE FATS,

By A. L. BUxTON, President.

BRIEF OF 1. S. ABBOTT, SECRETARY, INSTITUTE OF MARGARINE
MANUFACTURERS, SUBMITTED TO THE FINANCE COMMITTEE
OF THE SENATE

MARCH 14, 1934.
The inembers of the Institute of Margarine Manufacturers, and a few manu-

facturers who are not members of the institute, are in favor of any legislative
program designed to put the oleomargarine industry on a domestic fats and oils
basis; that is, the manufacture of margarine of fats and oils produced ex-
clusively in the continental United States of America. By volume of produc-
tion this group of manufacturers represents close to 53 percent of the industry.
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During the first 40 years of the manufacture of margarine in this country,

margarine was made almost exclusively of domestic fats and oils. At the end
of this 40-year period, which was about 1914, imported or foreign oils came
into the picture. During the fAs( I year ended June 30, 1915, the margarine
industry used only 1,254,000 pounds of imported or foreign oils in the manufac-
ture of the product. During the fiscal year ended June 30, 1933, 134,825,772
pounds of foreign oils were used for this purpose. During this period from
1915-33, cottonseed oil as an ingredient of margarine dropped from around
60,000,000 pounds to 16,000,000 pounds; beef fat from around 100,000,000 pounds
to 16,000,000 pounds; neutral lard from around 40,000,000 pounds to 9,000,000
pounds per annum.

Our domestic fats and oils suitable for use and being used in the manufacture
of margarine are beef fat, pork fat, milk fat, cottonseed oil, peanut oil, corn oil..
and soybean oil. With this wide variety of fats and oils the margarine manu-
facturer can make a margarine of animal fats or of vegetable oils or of a mix-
ture of animal fats and vegetable oils, to meet the demands of all kinds of con-
sumer groups In this country. These three kils of margarine are being
manufactured and sold at the present time.

Prior to 1914 margarine manufacturers in this country hind never made any
serious attempt to make a margarine exclusively of vegetable olls. No attempt
was made to market a margarine such as the one that is now made almost
exclusively of coconut oil. No attempt was made to make a margairine out of
domestic vegetable oils, such as cottonseed oil, corn oil, soybean oil, or peanut
oil. The coconut-oil margarine came on the market during the early years of
the World War. A margarine of Just as fine quality and high-food value made
principally of cottonseed oil and a small quantity of some one or more of our
other common domestic vegetable oils did come on the market during the
summer and fall months of 1933. Hence it is perfectly obvious that we have a
sufficient variety of domestic fats and oils to satisfy the requirements of the
margarine industry and the consumer groups in this country for a low-priced
article of food in the form' of margarine.

The margarine industry cannot be put on a domestic fats and oils basis
simply by restricting or prohibiting the use (f coconut oil and sesame oil.
There are other imported or foreign edible vegetable oils suitable for use In
the manufacture of margarine. The principal ones a'e palm oil, palm-kernel
oil, and sunflower-seed oil upon which this tax of 5 cents per pound, or prefer-
ably a higher tax, should apply if we are to put the margarine industry on a
domestic fats and oils basis.

Imported fats and oils have already practically driven ourt dotirestic fats and
oils out of the market for food in the form of margarine. So it is just a matter
of whether we want to give American farmers and ranchnien a market for
some 200,000,000 pounds of fats and oils they produce, or whether we want to
give this market to the producers of fats and oils in foreign countries.

J. S. AnnOTT.

BRIEF OF C P. . DUNG, PRESIDENT THE DAVIES-YOUNG SOAP
CO., REPRESENTING THE LIQUID SOAP MAKERS OP THE
UNITED STATES

Genftlcmcn of 11w Comlttcc:
I ant the president of the Davies-Young Soap Co. of Dayton. Ohio. As a

member of the code authority of the soap industry. I represent wbat are con-
sidered the small firms of the soap business, principally the manufacture of
potash soaps of various tyres.

There are over 200 such small soap concerns in the country manufacturing
oil soaps and liquid soaps. We make liquid toilet soaps for use in hotels,
buildings, institutions, etc. Also liquid shampoos, scrubbing soaps, base soaps,
paste soaps, silk and wool soaps, rug-cleaning soap, and various other industrial
specialties.

In order that we may present our position with references to the proposed 5
cents per pound excise tax to be levied on coconut oil, we first want to say
that coconut oil occupies a unique place among the fats and oils which we
use. There is no oil produced domestically which can take the place of coconut
oil in the production of base soaps, liquid soaps, liquid shampoos, silk and wool
soaps, rug-cleaning soaps, and for certain other very definite uses in liquid
floor soaps which we shall point out later.

40982-34-80
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Coconut'oil is the only oil of its type commercially available, domestic or
Imported, which will make up a clear liquid potash soap solution to contain as
high as 40 percent anhydrous soap value. By "anhydrous soap value" we
mean dry-soap value. Other fats l.ve a tendency of producing a liquid which,
in far less concentration, will congeal. Any fat having such an action could
not be used in the production of a liquid shampoo or liquid toilet soap, or for
the production of important emulsions, among which are agricultural insecti-
cides, fungicides, and cattle sprays.

We are not ourselves manufacturers of agricultural insecticides, fungicides,
and cattle sprays, but we sell thousands of gallons of our coconut-oil soaps to
the firms which make these soaps. Th9se products which are of such vital
importance to the farmer depend upon their coconut-oil soap content for their
efficiency. When sprayed over a plant which is insect infested or covered with
scale, such as the San Jose scale, they close the breathing pores of the insect
or scale. If it cannot breathe, it suffocates Just as would a man with his
mouth and nostrils plugged up. It dies. The next rain washes the plant free
of insect or scale.

For use of cattle sprays, our coconut-oil soaps are mixed with crude oil and
other materials and used to spray the animals. Here again the vermin on the
animal are stopped from breathing by the action of tile coconut-oil soap in
stopping their breathing pores and they die.

In all of these agricultural uses they must have a soap which will not con-
geal but will remain liquid. We know that coconut-oil soaps surpass every-
thing else for this work, otherwise makers of the agricultural sprays, insecti-
cides, etc., would not continue to buy coconut-oil soaps, paying at times higher
prices than they would be obliged to pay for some other liquid soap.

Further, a coconut-oil soap has the very necessary advantages of lathering
abundantly, cleaning thoroughly, and rinsing easily even in hard water. These
three characteristics are essential in the production of the soaps which we
have already named.

Then, too, coconut oil when combined with other oils permits a solution of
these soaps to remain liquid in higher anhydrous soap concentration than where
a domestic oil, such as corn oil, is used. We refer to the liquid scrubbing soaps,
which are Increasing in use every year. The consumer denmands a liquid
scrubbing soap having a comparatively high anhydrous soap content-prefer-
ably higher than can be produced if corn oil alone is used. With tile addi-
tion of a small percentage of corn oil, however, the anhydrous soap content
of the finished liquid scrtibbing soap can be tecreasd considerably.

We would point out also that we are one of the many soap manufacturers
in the country whose production is limited practically entirely to snap spe-
cialties. By this we mean that we do not produce cake toilet soap.

In addition to the coconut-oil soaps which we produce, we manufacture soft
soaps which are chiefly made from corn oil or soybean oil. Both tile corn oil
and soybean oil are of domestic piQduction, but these oils are not interchange-
able with coconut oil in the production of base soaps, liquid soaps, liquid
shainpoos, silk and wool soaps, rug-clenithig soi1s, etc. These products require
coconut oil-and coconut oil alone-in their production. No other oil with the
exception of the imported paln-kernal oil, whether produced domestically or
imported, produce soaps having the characteristics, necessary in these soaps.
- Since 1920 coconut-oil soaps have assumed greater proportions in our busi-
ness. In 1926 coconut-oil soaps formed approximately 20/. percent of our total
production. In 1933 coconut-oil soaps were approximately 32/., percent of our
total produetion-an increase of 6 percent of the total volume since 1920. Our
section of the soap industry could not exist without the volume of the coconut-oil
soaps which they produce.

The market price of coconut oil today is approximately 2% cents per pound
f.o.b. the Pacific coast. That means a price of approximately 31/1 cents per
pound delivered to the Middle West soap companies.

With the addition of the excise tax of 5V cents per pound on coconut oil, the
price of this product would be raised to 81X, cents per pound. Advancing tle
price of coconut oil two and one half times will necessitate an advance in
coconut-oil soaps-and a drastic advance.

What will such an advance mean to this industry? It means that the coco-
nut-oil soap business, without which this section of the Industry cannot exist,
will be driven to foreign soap manufactures.
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Let us consider the position in which tile Canadian soap makers will find

themselves should this tax go into effect. They can purchase the coconut oil
in Canada at approximately 3/ cents per pound delivered to their plant. They
can make up this soap, ship it into this country--paying a 15 percent ad valorem
duty-and sell soap in Dayton, Ohio, where we are located, at a lower price
than we can make the soap right here; and they cannot only sell the soap in
Dayton, Ohio, at a price lower titan the cost of the soap at our plant, but they
-can sell all of the coconut-oil soap in this country at prices far below those
at which an American soap maker c'an produce coconut-oil soaps.

The specialty soap manufacturers In this country, of which we represent
-olly one, cannot exist without the tonnage possible through the production
and sale of coconut-oil soaps.

It is true that during 1926 the average price of cmonut-oll soup was 9 1/4
-eents per pound on the coast. But, this price was regulatted by the law of
supply and demand, and the foreign soap nlanufacturers were paying com-
parable prices.

In 1926 with coconut oil at 91/ cents per pound, base soaps were sold at
12 cents per pound in barrels f.o.b. Dayton. Today base soaps of the same
anhydrous soap content are sold at 01/j cents per poand freight paid to cus-
tomer, whieh--considering the average freight rate-means that they are being
sold today at 0 cents per pound f.o.b. Dayton, Ohio.

In 1920, 00 percent coconut oil base soaps were selling at a price 100 percent
higher than prices now lit effect-in some cases more. The total volume of
.business on oil soaps was 30 percent greater in 1920 than in 1933. The costs
.of manufacturing have not decreased in proportion, and today, with the pres-
,ent prices of coconut oil, the percentage of the labor cost-which must be con-
sidered in the cost of any soap-is greater in proportion to the raw material
cost than it was in 1926.

It is our opinion that few, if any, of the specialty soap manufacturers were
table to show a profit in 1933. Take away from us 321/j percent of our volume
and we cannot exist. That is exactly what the application of the 5-cents-per.
pound tax on coconut oil will do. There is no domestic-produced oil to which
we can turn to replace the coconut oil which we are now using in our kettles.

The consumer will continue to buy where he can get the best price-and witl
a 5-cents-per-pound tax on coconut oil, the lowest prices on coconut oil soaps
will be offered by foreign manufacturers.

If the American specialty soap manufacturer is eliminated, there will be
4a immediate downward drop in the demand for corn oil, sobean oil, and
tallow, domestically produced fats which go into 05 and 70 percent of the
volume they produce. It is. conceivable that the result of titis tax will defeat
the purpose for which It was intended.

The specialty soap manufacturers producing potash soaps represent a small
part of the total soap business, but the greater part of the users of crude
corn oil and soy bean oil particularly-and in a lesser degree, tallow. They
represent businesses which are more or less individually operated-small
units-but numerically there are many more of these soap specialty manufac-
turing plants than there are of those plants manufacturing bar soaps, which
are concentrated in larger producing units.

In checking over our purchases of oils last year we note that less than
one third of those purchases were coconut oil, the balance-more than two
thirds-were domestically produced oils Including corn oil, soybean oil, and
animal fats and oils.

In conclusion, we would say that from the standpoint of the specialty soap
manufacturer, the danger of the 5 cents per pound tax on coconut oil lies
in the facts that:

First: Coconut oil soap business will be handed to foreign soap manufac.
turers who are able to purchase the raw material at the normal market.

Second: It is very doubtful if the specialty soap manufacturer could con-
tinue his business without the volume represented by the coconut oil soaps
in which no domestic fats could be substituted.

Third: That without the specialty soap manufacturer, domestic producers
will be deprived of the volume of corn oil, soybean oil, and animal fats now
belnk consumed by the specialty soap manufacurers, which in our case,
represents more than twice the volume of coconut oil which we use.



466 REVENUE ACT OF 1934

BRIEF OF DANIEL McIVER, REPRESENTING TEXTILE SOAP
MANUFACTURERS OF THE UNITED STATES

Hon. Chairman and Senators: I am appearing before your honorable com-
mittee oil behalf of the textile sol) manufatcurers, with plants in nearly every
State in the East, mostly small manufacturers taking care of the textile trade,.
each more or less in our own vicinity. There are quite a number of these
plants which, if this proposed tax is placed on coconut oil, will be very hard'
hit, if not put out of business.

Take our own concern. In the old days ive did not use coconut oil because
In those days we catered mostly to the woolen and worsted industry, and soap
made from red oil and olive oil was used for wool scouring, while the fulling
of thA cloth was done by the heavier soaps, palm and tallow. But, today the
picture has changed. The textile mills are demanding soaps which will " sud"
freely and readily and rinse out quickly, because of the lighter materials used
in wearing apparel. And, of course, we have got to give them what they want
and what will do their work. We found that by the use of lauric acid- onl
coconutt oil, added to our soaps, the required results were obtained so far as
the woolen and worsted trade Is concerned.

Now, turning to the cotton-finishing plants, which, of course, are many, they,
too, demand a soap of free-sudditng and quick-rinsing qualities, and again we
turn to coconut or lauric acid, which give the desired results.

The textile world has, in the post few years, developed the rayon and
celanese materials with which you are all familiar, and again we were con-
fronted with producing a soap or oil which would finish this material in a
proper manner. After trying several kinds of soaps, including olive oil and the
finer soaps, and several other oil materials, we finally turned to laurie acid
or coconut-oil soap to do the trick, and today we are making soaps and sul-
phonating laurie acid or coconut oil for the finishilig of the products.

We, therefore, believe that said tax if imposed on coconut oil Is far reaching
and will not alone penalize the soap manufacturer, but will, in turn, create
higher prices on all goods into which this material goes without giving any
relief to anyone whatsoever.

Our trade, as a whole, feel that I am representing theta, and rest Ihir
case with you.

Respectfully submitted.
CoMwI il1sE ON BANKING AND CURRENCY,

By DANIEL MOIMFs.

Senator LONEROAN. I ask that the following letter and brief sent
me by Senator Bulkley be inserted in the record.

UNITED STATES SENATE,
COMMITTrP ON BANKING AND CURRENCY,

lion. AUGusTiN. LONERoAN, March 12, 193..
Senate Oflce Building, Washington, D.C.

,MY DAR SENATOR LONEMAN: Enclosed I am handing you brief which has.
beeh prepared by the Procter & Gamble Co., of Cincinnati, one of the largest soap,
nnufactm'ers in the country, protesting against the proposel1 5-cent excise tax
on Poconut oil, whit 1h is a part of the revenue bill.

A number of protests have also come to me from the rubber Industry, in
view of the amount of' oil which is used in the manufacturing lurocesses.

I sball appreciate your careful consideration of this Item with reference to
the possiility of exempting foreign oils which arc uood for Industrial purposes.

Sincerely yours,
ROBERT J. BULKLEY.

On behalf of the soap industry of the United States, we desire to bring to
your attention section 602 of the House revenue bill no. 7835 placing an excise
tax of 5 cents per pound on coconut oil and sesame oil. This matter is now
before the Senate Finance Committee.

The effect of such a measure will be far-reaching In the United States,
affecting the welfare of our employees and the health of the country and for-
reasons covered in this statement, which explanation immediately follows, we
ask for the elimination of this item from the revenue bill or Its amendment
In order that coconut oil may be Imported Into this country free of tax when.
used in soap or other inedible products.
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Firet.--This excise tax of 5 cents per pound on coconut oil is In effect placing

a 200-percent tariff, a discriminatory singling-out of coconut oil (sesame no
factor).

Seoond.-The soap industry never asked for tariff protection on their manu.
factured products. The tariff on Imported soap Is: "Par. 80, soap; Castile,
15 per centum ad valorem; toilet, 80 per centum ad valorem; all other soap
and soap powder, not specially provided for, 15 per centum ad valorem."

This excise tax on coconut oil is equivalent to three times the import tax
on soap.

It will permit foreign-produced soaps made lit Canada, England, and central
Europe to come freely Into the United States.

T lrd.--This tax will affect disastrously an Industry in this country repre-
senting 248 plants, an investment of approximately $00,000,000, producing
soap to the value of $300,000,000, employing approximately 25,000 people.

Fourth.-It will create higher prices for soap. Twenty-five percent of all
the fats going into the soap kettle was coconut oil. The tax Is 200 percent,
so in effect, without any increases in the balance of the fats, it would repre-
sent a 50 percent increase in the cost of tile total fat used.

Fifth.-Furthermore, paragraph 603 of the revenue act now carries an
excise tax of 5 percent on toilet soaps which are largely produced from coconut
oil. This in effect is doubling the taxation.

Siath.--It is freely admitted by the health authorities, the medical profes-
:sion, and the hospitals that the free use of soap and the frequent washing of
the hands is the most Important factor in preserving health of the country.

S6venth.-When the House committee passed this tax, I feel sure that suffi-
dent consideration was not given to the effect It would have on the soap
industry and the country. Soap enters into every phase of our American life-
iII the home, hotels, hospitals, offices, shops, stores, schools, factories, steam
laundries, and various Industries, particularly the silk and wollen industries,
mnd is the outstanding element in preserving the health of our people.

Eighth.-The one real byproduct of soap making is glycerin recovered from
the soap lyes. Through distillation we secure chemically pure glycerin used
In the drug trade and in so mniny channels affecting the welfare of our people;
also the dynamite grade which Js necessary to the powder industry, not only
Iln times of peace but in times of war. Coconut oil is the highest yielding
glycerin factor of all the fats and oils and contains approximately 40 perCent
more glycerin than alimal fats. A break-down in the production of glycerin,
Itn our opinion, would be a very serious menace to the country. Durinmg the
World War ships were provided to bring in copra and coconut oil In order to
Increase the output of glycerin.

Ninth.-As we understand It, this excise tax was not Intended primarily as
a revenue measure, but solely as a prohibitive tariff. Press dispatches talked
of giving the money collected back to the Philippines. Therefore, tile people
of this country are being heavily penalized without any compensating benefits
recurring to the agricultural or dairy communities.

Tenth.-The soal) industry has contended repeatedly that Inasmuch as our
,own production of oils and fats it this country was largely edible and con.
sumed as such that tariff or tax action should be against tlese oils when used
for edible purposes al permit the free entry of these oils when denatured for
soap or teclnkal usage, which is the proper solution of this matter and a
solution that is to the best Interests of the country. This excise tax makes
no distinction between oil used for edible and the oil used for technical or
inedible purposes.

Elcventh.-The soap industry the world over has always been given preferen-
tial treatment in connection with raw materials. This Is true today in Canada,
Dngland, Germany, and other countries, and largely through the effect It has
on the health of their people and the byproduct glycerin, which is so necessary
iI munitions and jVug trade.

Twelfth.-Every fat and oil the soap industry buys in the U'nited States is
a byproduct of agriculture or animal production and of such minor importance
that it has'no bearing on the major production. Wd would not raise cattle for
tallow; we would not raise hogs for grease; we would not raise cotton for
eottbn oil. Furthermore, every effort is being made by our Government to
reduce these productions and plans are in effect to reduce the supply of hogs
and cotton. Cattle has Just been added to the list of controlled productions,
the effect of which is to reduce the supply of animal and vegetable fats in the
United States.
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Coconut oil, on account of its peculiar qualities, permitting free sudsing.
and lathering In hard water (and a great deal of the country still has hard
water) is necessary to the soap industry to blend with the animal fats and
produces a soap that call be freely and satisfactorily used by tile people of
this country.

There are a great many facts to be considered and we are attempting in tile
following paragraphs to point out items of general Interest in connection
with the effect of this excise tax ol tile soap industries.

This tax Is aimed primarily at tile consumption of coconut oil in the
edible industry. The 1988 census figures have not ps yet been published by the
Government Census Department. The figures for the calendar year 1932 stow
the consumption of coconut oil as follows: Pounde
Soap -------------- ------------------------------ 370, 056, 000
Oleomargarine -------------------------------------- 123,219,000
Confectionery, other edible ----------------------------- 49,185, 000
Miscellaneous. inedible ---------------------------- ----- 1055,000

Total --------------------------------------- 9409, 515, 000
You will see from the above statement that 70 percent of the coconut oil

consumed was In soap and other inedible usage and 30 percent was consumed
In edible channels.

The use of soap and the character of soap has changed materially over
some years ago. The development of home power-washing mticlnes las made
It necessary to have a quick sudsing soap product. In the same way a great
many silk and wool articles of apparel are washed in- the bathroom where
quick sudsing soaps are required. The public today wants i good soap at &
reasonable price.

Over a large part of the United tSates hard water is quite common and
a quick-sudsing or free-lathering soap is absolutely essential to proper handling.

To make white soaps and soaps that have a free sudsing or lathering property,
and a soap that can be used in hard water, coconut oil is absolutely essential..
Furthermore, to use the low grade animal fats and vegetable oil foots (refuse
from refining vegetable oils) that are available to the soap maker In the United
States, imported oils must be blended with them, as represented by the
importation of coconut oil, pain oil, and sulphurated olive oil, to produce soaps
that are satisfactory for the general use in the United States today.

The use of coconut oil in soap has not been at the expense of domestic fats
11114l oils, but is necessry to carry these productions of recovered animals fats
and oils and make a satisfactory soap as the increase in the pioductlion of
fats and oils in the United States available to the soup kettle has been entirely
recovered fats in which the farmer, dairyman, or cattleman has no interest.

The increase in the production of tallows and greas.-es has come entirely
from rendering establishments whb* collect the butcher shop, restaurant, and
hotel scraps, and from rendered animals. Today 70 percent of all the tallow
and grease produced in tile United States comes fromn this source and only
30 percent of the production actually comes dire tly from the kill of.-ivestock
In the packing-house plants.

-In the refining of cottonsed oil, depending on the quality of the seed. there
is a loss of 8 to 9 percent in weight, which Is referred to by the refining in-
terests as cottonseed foots. These foots are taken by the soap manufacturer
and distilled and used as a secondary fat.

Every pound of refined cottonseed oil produced is used edibly.
In the case of all of the above, the cattle, hog, and sheep raiser has beem

paid the meat price and the refiner hs paid the cotton oil price. and the loss
in refining becomes one of the Items of cost in the conversion of the product,
and does not directly affect the price paid for cottonseed.

There is no possible way whereby tiny excise tariff can affect the farmer's
original production from which these items are recovered. They represent
recovered tallows and greases which, as we have already explained, reach
the soap kettle:

Through the renderers and are the butcher-shop scraps from the sale of
meats, so that the meat price has already been paid;

From grease recovered by the city rednetion plants which handle the accumu-
lation of household scraps.

We have contended that if this group is sincere in their opposition from the
standpoint of the farmer and dairyman's interests, their Interest should be
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confined to the edible situation and not to the inedible consumption of these
imported oils.

The denaturing of vegetable oils can be done cheaply and effectively, and as
there is no oil produced in the United States available to the soap kettle, there
is no reason for penalizing the soap manufacturers because some of the oils
imported are used edibly.

This action would increase the price of soap sharply to the entire consuming
public without any compensating benefits to the farmer or dairy interests.

In order that you may understand fully the soapmaker's position as affecting
his supply of fats and oil, the following table will indicate what the soapmaker
uses and how it is divided as between the domestic fats and the foreign oils.

UNITIM STATES a0r DOMESTIC PRODUCTION 58 PERCENT OF TOTAL

Pounds
Tallow ----------------------------------------------- 551,816, 000
Grease ----------------------------------------------- 143,724,000
Fish oils ------------------------------------------ 49 091,000
Foots (vegetable oils) ----------------------------------- 138,200,000
Vegetable oils ------------------------------------------ 12,468,000

Total --------------------------------------- 895, 299, 000

IMPORTED OILS 42 PERCENT OF TOTAL

Coconut oil --------------------------------------- 376, 0m,000
Palm oil ----------------------------------------- 170, 419, 000
Sulphurated olive oil --------------------------------- 32, 789, 000
Marine animal oils ----------------------------------- 49, 000, 000
Miscellaneous vegetable oils --------------------------------- 15,000,000

049,264,000

Grand total --------------------------------- 1, 4, 563, 000
The consumption of soap in the United States has been growing faster than

any possible production of materials in this country.
Soap produced: F ounds

1909 .----------------------------------------- 1 , W04, 000
1933 ------------------------- -------------- 3, 168,985,000

Fats and oils consumed in producing:
1909 ----------------------------------------- 750,000,000
1933 ---------------------------------------- 1,548, 200, 000

This increase has been due largely to increased population and to the develop.
ment of local water works, which has brought running water to the homes of
a great number of people in this country; to a higher standard of living
on the part of our people through the efforts of health authorities in educating
our people to the necessity of maintaining a high state of cleanliness in
personal living conditions.

Due to the lack of domestic fats the soap manufacturer finds himself In
the position of having to go out of the country in order to secure the necessary
supply of fats to take care of this increased consumption.

We are not killing any more cattle. As a matter of fact we killed less
cattle last year than we did in 1910, as our statement shows, and only 30
percent of our supply of tallow comes from direct kill of cattle and 70 percent
comes from recovered fats through rendering establishments.

Every effort is belig made to reduce the cotton crop further, which will mean
less cotton, less cottonseed and less cottonseed oil.

As you know there are no coconuts grown in the United States. There are
no palm nuts grown in the United States. While there are some olives pro.
duceol in California, they are used edibly and none are available for pressing,
thereby furnishing no oil to the soap kettle.

The statement has been repeatedly made on the floor of Congress that soap
bas not been reduced in price. The largest selling brand of soap of the Proc-
ter & Gamble Co. is P. and G. The white naphtha soap and we give you the
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prices going back to 1928 at which this soap sold In the United States in
100 box lots.

Per boo
January 1, 1928 ----------------------------------------- 3.70
February 14, 1929 ---------------------------------------- 8.85
February 1, 1930 ----------------------------------------- 8.70
January 17, 1981 ---------------------------------------------------- 3.20

'July 18, 193 ------------------------------- 2.55
May 8, 1983 -------------------------------------------- 2.65
January 11, 1934 ---------------------------------------- 2.30
February 16, 1934 --------------. ------------- 2.30

The effect of an advance of this kind coming at a time when the soap in-
dustry has been cooperating with the National Recovery Administration pro-
gram to keep down the price of. our products to the consumer is going to be
a very disturbing one. It also affects a lot of allied soap users, particularly
the hospitals who are heavy users of soap; the steam laundries who have been
affected very severely by the depression and an advance of this kind coming
upon one of their principal Items of cost Is going to be disastrous to that
Industry.

The soap industry should not be penalized because 30 percent of tle coconut
oil Imported Is used In edible channels. Why not put the tax, if any, where it
belongs-on the edible product.

The refiners of the United States have gone further and have voluntarily
agreed to eliminate foreign oils entirely from edible consumption.

Furthermore, so far as the cottonseed-oil production is concerned, with the
exception of a surplus carried from the bumper crop of 8 years ago, we are
consuming edibly every pound of cottonseed oil produced In this coug7 from
a normal crop; and last year, with the cotton production of 13,144,000 bales,
there was produced the year ending August 1, 1933, 1,272,780,000 pounds of
refined cottonseed oil, and consumed 1,222,348,000 pounds of refined cottonseed
oil (all of which was consumed edibly).

The Government and the trade records end each season with August 1.
You will see from the above that we consumed this past season practically

the entire production of cottonseed oil edibly, and this from a crop of 13,144,000
bales.

Foreign oils were no factor in establishing the prices of edible fats In this
country, but the effect of the lard pressure was a very determining factor In
pressing down on our entire fat situation and affecting the price of all fats.

The effect of the proposal to place an excimi tax of 5 cents per pound on
coconut oil would be as follows:

1. It would confer no benefit to the farmer of the United States because our
domestic farms produce practically no industrial oils and fats so far as the
soap manufacturer is concerned.

2. It would penalize i3very faf'ter along with every other consumer in the
United States In higher-priced soap without conferring compensatory benefit
upon any single, group.

3. It would allow the United States to be flooded with foreign merchandise
Into which these Inedible oils go and more particularly the free shipment of
soap on the part of foreign countries.

4. It would destroy any possibility of export business.
5. It would destroy that portion of the oil-seed-crushing Industry In the

United States which serves the Industrial users of oils and fats.
6. It would affect seriously the labor situation in such manufacturing plants.
If we grant the argument of our opponents that it will raise the price of the

United States production of fats and oils that go into soap, then we believe we
are conservative In saying that It will increase the cost of soap to the consumer
50 percent of the price he Is paying today.

The soap industry produces none of Its raw materials, all of which must be
purchased in the open market. Therefore the price they pay is reflected in the
price of their product.

Yours very truly,
THm PROflE5 & GAMBLz Co.,

By F. M. BARNES.
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Distribution of ois among their major usee in United States In 1932

oil Percentcn
Pounds of total of grandoftt total

Food column:
Palm kernel oil I ................................................
Olive oil I .......................................................
Palm oil I .......................................................
Coconut oil I ....................................................
Miscellaneous oilsI .............................................Tallow ..............................................
Oleo oil end ste arn.... .........................
Corn and enut oil .........................................
Cottonseed oil ..................................................
Lard ......................................
Butter ..............................................

Total .........................................................
Soap column:

united States or domestic production (58 percent of total):
Tallow, etc .................................................
FIse ..................................
Fies ois.table ol) ...............................

etab ole ).............................................

Imported oils (42 percent of total):
Coconut oil ......................................
Palm oil ..................................
Suiphurated olive oil .......................................
Marine animal ois ..........................
Miscellaneous vegetable oils............................

Total............................ a ...................

Drying oils column:
CIinawood oil ................................
Perilla oil ......................................................
Miscellaneous oils ..............................................
Fish oils ....................................
Linseed oil ..................................
Soybean oil .....................................................

Total .........................................................

Miscellaneous manufactured products column:
Coconut'and palm kernel oils ...................................
Inedible olive oil and foots ...................................
Rapeseed oil ....................................................
Castor oil .......................................................
Palm oil ........................................................
Miscellaneous oils ..............................................
Linseed oil .....................................................
Fish oils ........................................................
Soybean oils ....................................................
Corn oils .......................................................
Tallow, etc .....................................................
Grease .........................................................

Total .........................................................

Grand total ..................................................

11,310,000
74,919,000
22,803,000

17,404,000

46,28 ,000
38,953,000
37,645,000

1, 135,203, 000
1, 889,000,000
2,0 9000,000

0.20
1.82
.40

3.04
.49
.82
.85
.68

20.05
33.36
39.01

.7.....

......... a

5,683,354,000 100.00 73.8

mi, 818, 000 ..........
143,724,000 9 ..........
49,091,000 3.17 .........

138, 200, 000 9........12, 408,00 0.80~i........

376,050,000 24.35 ..........
176, 419,000 11.42 ..........
32, 789,000 2.11 ..........
49, 000, 000 3.16 ..........
15,00,000 .98 .......

1,548,200,000 100.00 20.1

67,170,000 20.84.......
5,020,000 1. 5.......
3,520,000 1.10 ......

19, 616,000 6.09 ..........
215,269,000 60.81 ..........

11,593,000 3.60 ..........

322,197,000 100.00 4.2

1,040,000 .65 ..........
5,066,000 3.17 ..........
0,318,000 3.95 ..........

10,721,000 6.71 ..........
9,324,000 5.83 ..........
8,093,000 5.03 ........
8,492,000 2.18 .......

12,723,000 7.96 .......
1,875,000 1.17 ..........
2,152,000 1.35 .......

39,295,000 24.59 .......
58,819,000 30.81.........

159,818,000 100.00 2.1
= 1 ... -

7,6 93, 669,00 0 1 ....................

471
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Comparatt'e (ompositions of tVp'al fats and oils

Edible group Soap group

Lad Cotton- Corn oil Peanut Sesame Coconut Palm ker.
seed oil oil oil nel oil

Glycerides of:
Saturated fatty acids:

Caprolo .......... .............................. .......... .......... .0 None
Capryiio ........ ........................................ 9.0 8'.0
Caprc .................. .......... .......... .............................. 10.0 6.0
Laurie ...................... 0................................. .......... 45.0 50.0
tyristie ................ 2.......... 0.14 .............................. 2D. 0 16.0

Paimitfe ................ 24.6 20.0 7.3 7.3 7.3 7.0 6.5
Stearte ................. 15.0 2.0 3.3 .5 4.4 8.0 1.0
Arehidfe ............... .......... 0.6 0.4 3.6 4.0 ...................

.L.gnocer . ........................... 0.2 2.9 0.4 ....................
Unsaturated fatty acids:

Ole ................ 50.4 35.0 43.4 0. 7 46.0 2.0 16.6
Linollo ......... 10.0 42.0 39.1 23.1 35.2 .......... . .0

Soap group Drying group

Tallow Palm oil Whl Inedible Linseed Wood oil Soya beanTalow almoffI aleoilolive oil oil

Glycerides of:
Saturated fatty acids:

Myrlstlo............... 2. 0 0.6 8.0 Trace .....................
Pamiti..............29.0 44.0 12.0 9.2 2.7 3.7 6.5
Stear................ 24.8 2.9 .......... 2.0 5.4 1.2 4.2
Arachidie ...................... . 2 ................... . .7Lignoeerie .............. .......... . ... :....... ...........

Unsaturated fatty acids:
Oleic .................. .44. 5 43.2 25.0 83.1 5 0 13.6 32.0
Palmitolel0......... ................... 17.0 ............... .......... ..........
Linolo ................. ....... 9.5 20.0 3.9 8.5 .......... 49.3Linolento ............... . 1.1 ...... 2. 2
Elaeostearlo ............................................. 72.8.......
(Clupandonio) .............................. 18.0 ........ ..............................

References: Chemical Technology and Analyses of Oils, Fats, and Waxes, Lewkowitsob; Edible Oils
and Fats, 0. D. Elsdon; )our. Amer. Chem. Soc. No. 42-1797, 0. S. Jamieson; Pamphlets published by
United States Bureau of Chemistry, Washington, D.C.

TAX ON GASOLINE

STATEMENT OF FAYETTE B. DOW, REPRESENTING THE
AMERICAN PETROLEUM INDUSTRIES COMMITTEE

The CHAIRMAN. Is there anyone here on gasoline? We are going
to give gasoline 10 minutes in the, aggregate.

Senator GORE. Do you think that is enough?
Senator McADoo. Mr. Chairman, did you say 10 minutes or 10

hours?
The CHAIRMAN. What they asked for was 10 minutes.
Mr. Dow. The request made was for 15 minutes in the aggregate,

and 10 minutes of it go to me.
The CHAIRMAN. We will give 15 minutes, and 10 minutes to you.

How many are there?
Mr. Dow. Three.
The CHAIRMAN. Have you an understanding now that you are

to take 10, and they are to take 5?

I
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A VoicE. It will take us 5 or 6 minutes.
The CHA=mAN. TogetherI
Senator McAroo. For each of you?
Mr. Dow. I should like 10 minutes if I could have it. If I can

get through in less time, I shall be glad to do it.
Senator McADoo. Mr. Chairman, I suggest that this gasoline tax

is a very important matter, and I suggest that these three gentlemen
be allowed 10 minutes each.

The CIRAJRMAN. I do not think that would be practical. The
trouble is, Senator, we will have to have a session this afternoon
if we do that. We have some other witnesses, and there has been
a brief or two filed in the gasoline tax. It has been thoroughly dis-
cussed on this proposition.

Mr. Dow. It has not been discussed this time.
The CHAIRBIAN. Not this session. But if there is one thing which

I think the committee understands, it is the gasoline tax, and they
want to take it off if they can.

Mr. Dow. Thank you, sir. May I proceed I
The CHAIRMAN. Yes.
Mr. Dow. The American Petroleum Industries Committee is a

committee organized a year or so ago to study taxation affecting the
industry, to assemble facts, to disseminate information, and to a
certain extent to guide our tax work in the industry.

I have prepared a statement for the record. It is a fairly compre-
hensive study of this subject. I shall not have time to review it here,
but I should like to call attention to 2 or 3 of the phases of this
subject which I think are of outstanding importance. First of all,
I wish to remind the committee that the responsibility for the Fed-
eral taxation of gasoline rests squarely upon the Finance Committee
of the Senate. It was originally rejected by the House Ways
and Means Committee. it was then rejected by the Finance Commit-
tee of the Senate, and'then after the Secretary of the Treasury had
appeared a second or perhaps a third time and revised the estimates
of revenue needs, the Senate Finance Conunittee felt forced-

The CIAIRMAN (interrupting). We are familiar with this whole
program and picture.

Xr. Dow. You remember it, you say?
The CHAIRMIAN. Very distinctly.
Mr. Dow. Since that time this subject has been studied by a com-

nittee of the Ways and Means Committee, called the Committee on
Double Taxation, and there is a printed volume, and a very large
proportion of that printed volume is given over to the study of
double taxation with reference to gasoline, and I have incorporated
in my statement, which I will file here, references to it, which I
think are pertinent.

Senator GoRe. Do you think "double" is quite a broad enough
t e r m ? "'

Mr. Dow. I could say triple, or quadruple. I could go on with
some multiplication, but I am giving the title'which the Ways and
Means Committee gave to their subcommittee.

Here is the significant fact with which we start. Admittedly, this
field of taxation was fully occupied by the States before the Federal
Government entered it. We have now available for the first time
the complete tax receipts of all of the States for the year 1931 from
all sources, their entire revenue, and I have set the substance of that
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out in my memorandum. It shows that taking all of the States in
the aggregate in 1931, 38 percent of all of their revenues were de-
rived from special motor-vehicle taxation, principally gasoline.
There were only five States in the Union in 1981 which derived less
than 25 percent of their total revenues from this source. There
were 40 that derived more than 30 percent, there were 21 that de-
rived more than 40 percent, 4 more than 50 percent, and 1 as much
as 75 percent from this source of taxation.

Senator GORE. Which one was that
Mr. Dow. Florida was 75 percent. And that was the situation at

the close of 1931, and, as you remember, you entered the field in
June 1932. I have set forth in" my memorandum the details with
respect to that, State by State.

Senator GORE. I would just like to interject in the record at that
point that of all of the taxes raised by the National Government,
the States, counties, cities, municipalities, townships, and school dis-
tricts, 20 percent of our 14 billion raised by all the tax agencies
in the United States combined, is raised on gasoline.

Mr. Dow. I am glad to have that additional statement in the
record Senator. I had not made that particular comparison. I
was taking the State situation as a prelude. .

I wish to point out to you the relation between this gasoline taxa-
tion and the price of gasoline ; what it means in terms of wholesale
and retail prices. The detail is shown in my memorandum. I have
set forth the prices of gasoline at the first of each month, the aver-
age for 50 representative cities, for the last 15 years. Summarizing
that situation, there is a retail sales tax on the average on gasoline
alone of 36.2 percent. That is a retail sales tax. That combines
the State average of 30 percent and the Federal of 6.2. That means
that, out of every dollar spent for gasoline by the consumer, 36.2
cents goes for taxes. Of the wholesale price, there is an aggregate
State and Federal tax on gasoline of more than 100 percent; and I
wonder if the members of this committee realize that, if we repeal
every State tax on gasoline tomorrow, there would be on the statute
books in the Federal Act a manufacturer's sales tax of 20 percent on
gasoline. In other words, the average wholesale price of gasoline
today is approximately 5 cents a gallon the country over. You have
a tax of 1 cent. That is a 20-percent manufacturer's tax on a most
essential commodity of wide use and wide distribution, and that is
add'od to the tax burden which had already been levied by the States.

The CHAIRMAN. YOU appreciate that this committee and Congress
have no desire to enter the field except as a matter of necessity, to put
on a gasoline tax. That is why we went into it. but you must ap-
preciate-I am sure that the petroleum people and the automobile
people appreciate-the fact the Federal Government has greatly
increased appropriations for the public roads construction-400 mil-
lions last year, and additional this year.

Mr. Dow. I am sorry. Senator -
The C AIRMAx. I wkill withdraw the remark, because I did not

want to get into an argument about it, but it is a fact.
Mr. Dow. Well, sir, it is a fact that you appropriated last year

$400,000,000 for roads. It takes just $26,400,000 for interest and
amortization charges on that amount-in other words, one fifth of
I cent a gallon Federal tax would take care of the entire $400,000,000.
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The CHAIRMAN. That is not all. That was just for 1 year. We
have been expending seventy-five to a hundred and a hundred and
fifty million.

Mr. Dow. Perhaps you do not recall my statement when I appeared
here before, but it is in the record. That if you take ,'Ie entire his-
tory on the one hand of the special taxation of gasoline and of spe-
cialmotor vehicle taxes, and you take on the other hand the entire
appropriation of the Federal Government for roads from the in-
ception of State aid down to date, and you will find that the taxes
,exceed the amount of the Federal al)propriation. The amount was
square.

The CHAIRDIAN. You are talking about State taxes and county
taxes and Federal taxes, too. The amount of the Federal taxes ob-
tained does not balance that.

Mr. Dow. If you take from the history of the beginning of the
special Federal taxes on automobiles, parts, tires, tubes, and gasoline,
and put that in one column, and put in the other column the appro-
priations of the Federal Government for roads, you will find that
the balance is in favor of the tax and not of the Government
appropriation.

The CHAIRMAN. I won't argue with you, but I doubt the statement.
Mr. Dow. I put the figures in the record when I appeared before

the Committee.
The CHAIRMAN. That was in 1932, and since then we have appro-

priated $400,000,000 and this year we intend to have $250,000,000 or
$300,000,000 from the Federal standpoint alone.

Mr. Dow. In the Federal tax on gasoline, you have collected at
the present rate of 1 cent, $125,000,000-

The CHAIRMAN (interrupting). $120,000,000.
Mr. Dow. All right. $120,000,000. That more than takes care

on an annual basis of your $400,000,000, because it only takes
$26,400,000 a year to pay the interest and amortization on
$400,000,000.

Senator MoAvoo. I think regardless of that, Mr. Dow, it is an
economic question as to how far this particular commodity can bear
further taxation or bear the taxation already imposed upon it. All
of the oil states, like California, Oklahoma, and Texas, for them
this is really a very serious problem. I nican the Federal and State
taxation on gasoline, and now it is proposed to go still further and
put a tax on crude oil.

The CHAIR AN. We have recently decreased the gasoline tax one
half cent a gallon.

Mr. Dow. That is correct.
The CHAIRMAN. And we hope to proceed in an orderly way to try

to take it off.
Mr. Dow. May I. say one other thing, and then I may finish. Sen-

ator, and that is this. The industry is not complaining simply be-
cause it wants to be in a complaining mood. What is happening is
this. This gasoline tax over the country is so large that it cannot
be fifly collected. It is impossible to fully collect a 86 percent retail
sales tax or a 100 percent wholesale tax. The result of that is that
tax evasion is making it practically impossible for the petroleum
industry to maintain a stabilized market structure. That is having
an adverse effect upon the earnings of the petroleum industry, an([
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the result is that it is not paying the corporate income taxes which
in our judgment would be paid by the industry if we had a reason-
able taxation on its principal product.

Senator GORE. You mean the bootleg gasoline.
Mr. Dow. Yes, sir. That is found and set forth in the report of

the committee on double taxation.
The CHAIRMAN. Thank you very much. Please file your brief.
Senator GoPE. Could you add one or two paragraphs in regard

to bootlegging in this report that you speak of?
Mr. Dow. Have set forth the finding of the Committee on Double

taxation on gasoline bootlegging, and it is set forth in my statement.
Senator CONNALLY. In your written statement that you are filing?
Mr. Dow. Yes, sir. Should you want to take the time to read it.

it is there.

BRiIW OF FAYETTE B. DOW IN BEHALF OF TIE AMitERICAN PETROLEUM INDTISTBiES
COMMITTEE WITH IIKSPE'T TO FEDERAL TAXATION Or GASOLINE AND LUBItI-
CATING OIs

Tile Federal taxes on gasoline and lubricating oils shouhl be repetled ats of
tile (lose of the current fiscal year, June 30, 1934.

I

The Federal gasoline tax originated In the, Finance Cojitmittee of the Senate
and It is therefore appropriate that this committee should to k6 action to repeal it.

The origin of the Federal tax on gasoline is no doubt well understood by the
members of this committee. Bt If I may take the liberty or refreshing your
memories with reference to it, I will remind yu Hnt whien the Revenue Act,
1932, was under considerntion, there was sonte discussion Iby Secretary Mills
at the hearings before tlhe House Ways and Means with reference to a pos-
sible Federal gasoline tax. The Ways and Means Coininittee rejected the fill-
position of a gasoline tax at that time. When thte bill cante to the Senate
Finance Committee a Federal tax on gasoline was again considered and this
committee also rejet ted It. The revenue act as reported to the Senate by this
committee (11(i not contain a Federal tax on gasoline. But while the bill was
being debated on the floor of'the Senate, Secretarty Mills again appeared before
this committee and revised his estimates of the revenue needs of the Govern.
meant, indicating a need of substantial additional reve w e. Under these eireuni-
stainces, and at the eleventh horn. this cominitte . under the compuislon of
finding quickly a means of securing additional revenue. reported-and I am
.sure reluctantly, in favor of a Federal gasoline tax.

It has been the viewpoint of this committee, I believe, that the Imposition
of the Federal gasoline tax was only a temporary expedient and this is con-
firmed by the report of the Finance Committee. dated May 10, 1938, in which
'(11J sold:

"Your' committee is of the opinion that the gasoline tax should be reserved
for the States after June 30. 1934."

It would be entirely appropriate, therefore, for this committee, which origi-
noted the Federal gasoline tax as a temporary expedient, to recommend its
re~pol.

II

The conclusion that the Federal gasoline tax has been regarded by the com-
mittees of both the House of Representatives and the Senate as a temporary
measure is abundantly confirmed by committee reports.

I have already quoted from the report of the Senate Finance Committee on
this subject. The House committee, in the report of iti; subcommittee on
dould taxation, said:

"When the gasoline tax was first discussed in the House of Representatives
(of the United States It was felt by many that this field of taxation was fully
occupied by the States and should be left to them. The House did no Include.
this tax In the revenue bill n sent to the Senate. The Senate, however, in
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the light of later figures as to the deficit and as to the probable tax yield, was
obliged to amend the bill by including a tax upon gasoline." (Report, p. 169.)

The same report on double taxation stated:
"The Federal (gasoline) tax is a temporary measure."
When this subject came up for discussion before the Ways and Means Com-

mittee of the House at this session, Chairman Doughton said:
"The CHAIRMAN. This was an emergency tax. I am sure Congress was

reluctant to impose a tax on gasoline but in order to balance the Budget
Congress felt that it was necessary temporarily to impose a tax of 1 cent
a gallon on gasoline.

"Over the objection of the House it was passed in the Senate, and we
concurred in it because they said the whole structure of the Government
would perish if the Budget were not balanced, and we, too, were anxious
to balance it, and consequently in the rush to close the session of Congress
and to balance the Budget we imposed the gasoline tax."

(Hearings, p. 824, Dec. 20, 1938.)
Nothing further need be said to show that this Federal gasoline tax was

enacted as a temporary measure, and I believe that it is still regarded by both
committees and by the vast majority of the Members of both Houses of
Congress as a temporary measure.

III

There are sound reasons for repealing the Federal gasoline tax at this time.
1. The Federal gasoline tax invades a field upon which the States rely to

a very large extent for their revenues.
Everyone knows that gasoline and other motor-vehicle taxation has been

tremendously increased in recent years, but I think very few people realize-
perhaps even the members of this committee do not realize-the proportion
of total State tax revenues which is derived from motor-vehicle taxes. By
motor-vehicle taxes I monn the gasoline tax, the personal property tax on
the motor vehicle, and reogistraition fees. I shall attach to this statement a
table which shows the figures for all States (appendix A). The year 1931 is
the latest year for which a figure of total State revenues is available. In
that year total State revenues from all sources amounted to $2,324,522,000.
The collections of motor-vehicle taxes by the 48 States and the District of
Columbia amounted to $880,735,112. or 37.8 percent of the total. In other
words, in 1931 the States were getting approximately 38 percent of their
total revenues from special motor-vehicle taxation. This does not include
gasoline taxes levied by namuy counties and municipalities and, of course,
it does not include the Federal gasoline tax.

' ,he members of this committee All be interested, I think, at this point, in
the figures for their individual Str, .s. qhey are as follows:

Automobile Percent
registration Total State meht, ,
fees and gas revenue total State

tax revenues

California .................................................... $40,62. 911 $126.249,000 39.2
Colorado ................. ...................... 8, 165. 070 22,301,000 36.6
Connecticut ....................... 12,087,5 35 41,019,000 30.9
Delaware ................................................... 2, 115, 254 14,852.000 14.2
Georgia .. ............................... 17.570, 053 40,369, 000 43. 5
Kentucky ..................................... 13,652,238 37,357,000 36.5
Massachusetts ........................................... 22 306,682 74, 020, 000 30. 1
Michigan -----------.-------------------.----------------- 43,653, 637 109, 096, 000 40.1
Mississippi ......... ...... 8.......................... .303,551 10, 084,000 43.5
Missouri ........................................... 19,340, t93 51,485,000 37.5
New 1 [ampshire...................................... 4,014,602 11, 38, 000 43.1
North Carolina ..................................... 20,188, 852 40,427,000 49.9
Oklahoma .. .............. 17,52Z,N39 39,675,000 44.3
Pennsylvania ........................................... 64,059,849 195,982,000 32.6
Rhode Island .............................................. 4,2 IN,514 12,865,000 32.3
Texas................................... 44, 509,205 110,738,000 40. 1
Utah ...... ........................... ...... 3,437, 30 13.48,9 000 23.3
Virginity .................................................. - 17, 504, 472 4 35, 921000 3.3
W isconsin ....................................................... 7, 505, 178 63,020,000 43.6

Total receipts; does not show actual allotments to States. I)oes not include proceeds front bond issues.
Figures on State revenues obtained from the U.S. Census Bureau.
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There are only 5 States in the Union which collect less than 25 percent
of their total revenues from motor-vehicle taxation. There are 40 States which
collect more than 30 percent. There are 21 States which collect more than
40 percent. There are 4 States which collect more than 50 percent. And
there is one State which collects more than 75 percent.

2. The Federal gasoline tax constitutes the most conspicuous and Inde-
fensible Instance of double taxation.

As we have shown, the States are collecting annually approximately
$900,000,000 in special motor-vehicle taxation. To this must be added Federal
tnxes of $125,000,00) on gasoline: mnd, as estimated by the Treasury for the
fiscal year 1934, $22,900,004) on lubricating oils; $3,200,000 on auto trucks:
$24.300,000 on other autos and motor cycles; $25,500,00 on tires and tubes;
$4,200,000 on parts and accessories.

The total annual imposition of niotor-vehicle taxes is approximately
$1,105,100,000.

'Th subject of double taxation las been de t with at some length in the
report of the subcommittee of the WiVys and Means Committee of the House,
already referred to. That report clearly Indicates that gasoline is both
doubly and excessively taxed. The report wits prepared in order to form a
basis for an effort in a direction of eliminating double taxations, duplications,
anad overlapping. The subcommittee In transmitting the report expressed the
hoe "that it may form a basis for a revision of our taxation system as a
whole in order that the tax burden may )e more equitably distributed."
(Report, p. v.) The report states that prior to 1932. every State in tho
Union, the territory of Hawaii, and the District of Columbia Imposed a tax
on gasoline. The Federal Governelt entered this tax field on June 21,
1932, with a 1-cent tax on gasoline limited to expire on June 30, 1933. It has
since been extended to June 30, 1935. After reviewing the gasoline taxes then
Imposed by the 48 States and the District of Columbia, the report of the
subcommittee on double taxation states:

"But even this does not represent tlhe entire burden. Many of the counties
and cities also impose additional gasoline taxes." (Report, p. 168.)

The following table shows the present rate per gallon in effect in each State:
Alabama -------------------- 6 California ------------------- 3
Arizona --------------------- 5 Nevada --------------------- 5
Colorado I --------------------- 4 New Hampshire --------------- 4
Connecticut ------------------ 2 New Jersey -------------- 3
Delaware--------------------3 New Mexico ----------------- 5
District of Columbia ------------ 2 New York ------------------- 3
Florida--------------------- 7 North Carolina --------------- 6
Georgia ---------------------- 6 North Dakota ---------------- 3
Idaho ---------------------- 5 Ohio ----------------------- 4
Illinois ---------------------. .3 Oklahoma----.-------- ------ 4
Indiana --------------------- 4 Oregon_- ------------------ 5
Iowa ----------------------- 3 Pennsylvania ----------------- 3
Kansas --------------------- 3 Rhode Island ----------------- 2
Kentucky ------------------- 5 South Carolina ---------------- 6
Louisiana 5 South Dakota ---------------- 4
Maine ------------------------ 4 Tennessee ------------------- 7
Maryland ------------------- 4 Texas ---------------------- 4
Massachusetts --------------- 3 Utah. -- 4
Michigan3 Vermont-------------------- 4
Minnesota ------------------- 3 Virginia --------------------- 5
Mississippi ------------------- 6 Washington ------------------ 5.
Missouri -------------------- 2 West Virginia ----------------- 4
Montana -------------------- 5 Wisconsin ---------------- 4
Nebraska -------------------- 4. Wyoming ------------------- 4'
Arkansas -- _ ----------------- 6

In alppendix B, attached to my statement. there is a llst of the coities and/or
municipalities which levy taxes on gasoline, over and above the state tax,
the rate of tax, and the purpose for which the tax is used.

It has undoubtedly been recognize(d by most Mtembers, of Congress, probably
biy every Member of Congress, that in enacting a Federal tax on gasoline Con-
gress invaded a field which had been fully exploited, to say the very least, by

'Colorado increased to 5 cents for period Feb. 1 to Aug. 21, 1934.
sArkansas increased to 6% cents if bonds are issued under Act.
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the States. A typical instance of this attitude of Members of Congress is tile
statement of Representative Ragon, then a nivnber of the Ways and Means
Committee, at the time when tile extension of the Federal gasoline tax for
another year was under consideration. He said:

"I am one who would like to see this tax removed as soon as we can. In the
first place, I think it invades a field of taxation that has been preempted by
the States, and, in the second place, I think we should, as soon as we call,
make a sharp line of demarcation between the two fields of taxation, the one
in which the Federal Government should have priority and one in which the
States should have priority; but it is necessary to continue this tax." (Con-
gressional Record, Apr. 20, 1933, p. 2032.)

3. The present taxes on gasoline, Federal and State, are clearly excessive.
when shown in their relation to the cost of gasoline.

The gasoline taxes are sales taxes. The average for the States is 4.18
cents per gallon. The Federal tax is 1 cent, making the aggregate average
tax 5.18 cents per gallon.

On January 1, 1934, the :average retail price of gasoline In 50 representative
cities, exclusive of tax, was 14.3 cents per gallon. If to this price is added the
combined State and Federal tax of 5.18 cents, it is shown that the tax is 36.2
percent of the average retail price, including tax. To put the matter in another
way, out of every $1 spent for gasoline, 30.2 cents go for State and Federal
taxes and 03.8 cents for tile gasoline itself.

If comparison is made with wholesale prices, the aggregate average gasoline
tax is a tax of considerably more than 100 percent.

Gasoline Is one of the greatest necessities of modern life, ald I respectfully
submit that on such a conmnotlity the tax of more than 100 percent on tile
wholesale price or a retail tax of 36.2 percent is indefensible.

The subcommittee's report on double taxation contains abundant evidence
that that committee regards the gasoline tax as excessive. The report says:

"It appears that tile combined Federal, State, and local levies upon gasoline
increases the sales price to the eonsuiner from 30 l xrcent to more than 100 per-
cent, depenlding upon tle State fvoled. Ths Is a high percentage, and while
the tax is productive ntind easy ta collect, it Is evident that the rates are ap-
proaching the point of dini-shing returns." (Report p. 169.)

The report also says:
"If gasoline Is classified as a necessity, as undoubtedly it must be in many

cases, then tie tax burden Is unlirecelentedly high for a necesk.ity" (Report,
p. 20).

Finally, leaving out of congderation all State, county, and municipal gasoline
taxes, the Federal gasoline tax alone, at the present average wholesale price
of about 5 cents per gallon, is a manufacturers' sales tax of 20 percent. This
may be compared with th e original proposal of the Ways and Means Committee
In 1932 for a general manufacturers' sales tax at the rate of 2:% lwrcent.

4. A comparison of gasoline prices and taxes ili 1926 with the corresponding
figures for 1933 shows that increases in gasoline taxation have offset a sub-
stantial part of the gasoline price reductionl.

In 1919, when the gasoline tax was first emcted in the State of Oregon,
the average service-station rice of gasoline in 50 representative cities (see
appendix C) was 25.4 cents per gallon.

In 1926 the average service-station price of gasoline in these 50 cities, ex-
cluding tax, was 20.9 cents. In that year the average State gaisoline tax was
2.3 cents, or 10 percent of the retail price to the consunier.

Ii 1933 the average service.stittion price of gasoline in the sane cities, ex-
cluding tax, was 12.7 cents. It that year the average combined State anid
Federal gasoline tax was 5.4 cents, or 30 percent of the retail price to the
cotisumer.

In other words, fisom 1926 to 1933 the average price of gasoline, excluding
tax, was rc(luce(I from 20.9 cents to 12.7 cents, or 39 percent, while the gatsoline
tax wvas increased from 2.3 cents to 5.4 cents, or 135 percent.

The motor-vehicle users pald $253,000,00 in gasoline taxes in 1920. In
1933, taking into account an inrrensed consumption, they pald $843.000,000.

These comparlsois clearly slow that increases in gasoline taxation have
offset a substantial part of the gasoline price reduction.

Winlie we are dealing with the subject of gasoline prices it comparison with
1920, it might he helpful to the comijittee 14) have before it the latest index
figures of the Department of Labor. Tlese are shown in Wiholesaile Prices,

40932-34-3-:1
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January 1934, issued by that Department. These are wholesale price indices,
taking 1926 as 100. Of the 11 major commodity groups tabulated by the
Department of Labor, petroleum and Its products is at the very bottom when
compared with the 1926 price level. The index figure for the petroleum-prod-
ucts average for the year 1933 was 41 on the basis of the 1926 price as 100.
This may be compared with the following major groups:

Year 1933
All commodities ---------------------------------------- 65.9
Farm products ------------ ------------------------------ 1.4
Hides and leather products --------------------------------- 80.9
Foods ------------------------------------------------ 60.5
Textile products ---- ------------------------------------ 04.8
Fuel and lighting ---------------------------------------- 66.3
Metals and metal products --------------------------------- 79.8
Building materials --------------------------------------- 77.0
Chemicals and drugs ----------------------------------------- 72. 6
House-furnishing goods --------------------------------------- 75. 8
Miscellaneous ----------------------------------------------- 2.5
Petroleum products ------------------------------------------ 41.0

5. Excessive gasoline taxation places a heavy burden upon the oil industry
and is a large contributing factor in making it lin)pssilble for the industry to
earn a sufficient nlet come to pdy corporate income taxes.

It must be apparent to everyone who is familiar with tax collection that it is
impossible to fully collect sales taxes which constitute 30.2 percent of the retail
price and more than 100 percent of the wholesale price. Gasoline-tax evasion
is serious. It unquestionably accounts in many instances for the market de-
noralliation which has made a stable retail price structure practically impos-

sible. The expansion of retail outlets has results in an exceedingly keen
competition for business. Most of the effort to increase gallonage at service
stations and roadside pumps, for the purpose of reducing operating cost, has
been by price cutting. An operator who can evale part of his gasoline-tax
obligation by one device or another can use that evasion to reduce his price.
In so doing lie ultimately reduces his competitor's wlice. The marketing opera-
tions of the oil industry are conducted at a serious loss and gasoline-tax eva-
sion has a large measure of responsibility for it. If the industry, which has
12 billions of dollars Invested, couhl earn a fair profit, it could pay corporate
income taxes to the Federal Government. Those who have any first-hand
knowledge of the marketing problems of the oil Industry know that ga.soltlne-tAx
evasion, due ill largest part to excessive gasoline taxes, is responsible in no
small way for the oil industry's failure to operate profitably.

On tills subject the report of tile subcommittee Oil double taxation said:
"A very high rate of tax create.4 alh Incentive to evade by bootlegging or

otherwise, with a resulting loss of revenue to the States and competitive hard-
ships to reputable distributors and dealeis."

The oil industry Is so seriously menac-d by evasions of gasoline taxes that
it has set up its own organizations and is spending substantial amounts (of
,money ini many areas to assist the States in the full collection of these taxes.

It is also a demonstrated fact that the( excessive gasoline taxes have reduced
gasoline consumption, thus contributing to overproduction.

This point has been demonstrated at previous hearings before this committee.
It is discussed in the report of tile subcommittee on double taxation which
said :"tlThere were declines in consumption in 1931 in all States having a gasoline
tax rate of more than 2 cents per gallon. Where the tax rate was 3 cents.
the decline wias 1 percent; 4 cents, 3 percent; 5 cents, S percent; 6 cents, nearly
14 percent."

The American Petroleum Institute has published figures showing the decline
in gasoline consumption in 1932 as compared with 1931, for the various States
grouped according to tile gasoline tax rate in effect during 1932.

In States where the 1932 State tax rate was 2 cents per gallon, the decline
In gasoline consumption in 1932 as against 1931 was 4 percent; 3 cents per
gallon. 5.2 percent; 4 cents per gallon, 9.1 percent; 5 cents per gallon, 8.9
percent; 6 cents per gallon, 11.3 percent; and 7 cents per gallon, 12.7 percent.

An objection to this comparison might be made on the ground that soant (if
the States with high tax rates have been more adversely affected by general



TAX ON GASOLINE 4810

economic conditions than the average State. This phase of the matter has been
that subject of a very able study presented before the l1-year meeting of the
American Petroleum Institute (on May 18, .933 ("Gasoline Taxation and Its
Effect on Consumption ", by Sidney A. Swensrud). Tile study demonstrates that
adverse economic conditions (1o not explain the relative reductions In consuinp-
tion, but Indicates that the principal cause was excessive gasoline taxation.

While econoilic conditions have undoubtedly contributeld to reduced consunlp-
tion, there can be no doubt that, in those localities where the taxes are 50, 75,
or 100 percent or more of the retail cost of tile gasoline, these taxes have been
a large factor Ii cutting down tile use (if automotive transportation.

6. The Federal Government now has sources of tax revenue which were not
available when the Federal gasoline tax was enacted.

As already shown, the Federal gaisolline tax was hurriedly Imposed, after
tile Senate committee had reported tit, Revenue Act, 1932, to the Senate, in
an effort to balance the Budget and with full knowledge that this tax was
objectionable because it placed a further burden upon an already over-taxed
commodity and invaded a tiled of taxation which had been fully occupied by tile
States. It was imposed orlgintlly for one year only with tile thought that
other sources of laxatimon wuld be ftunfl to replace it. At that time a tax
upon beer or wins or distilled srlt6eg no,!e npscd. These politlll(Jdi-
ties have now 1iecnle subJect,t# e.0 t ktjoi 4wil yield to tile Federal
Government a revenue of not:,ts"' ,4:00, r -year, whit tile proba-
bility that the yield will mote = , , he the cus-
toms duties are Included. 1her be no lissll qiesttoi but that had her,.
wines. and dlIstllled spirits be6ni ilable fo(WA'tS tio t, the time (of the
Revenue Act. 19R, w,4 smn1er co etion, the m Ial tai hi-gas0line would
not have been I mkot. It, is .Zlttedthat these new, Urees of taxation.
sh(14l vow be ued 0to replace tik Federal gasoline tax. It is.also well ullnder-
sto-ml that other sources pf,"detl taxatlou can now be epeced to yield
ine rsievones, suh,/dxal, as the corporate&And persona I Ic mne
taxes.

7. The cicesStV# ta Qq pl0ac1 ,uPQ4 'gasoline is OeO Bdng a source of
tax revenue which Is ot er*W44e Inherently sound.

It is mi ve .Bly recognized t the gasoline tax, properly levied. fuily
colleced, and Wittythe proceeds;'properly tised, i a valuable ant sound( source
(,f tax revenue. The gasoline tax should ie flrst, reasonable .n amount; seoll(l.
fully collected; thlrd wholly applied to the construction 4'i'. maintenance of
roads. If those 0i ndIpls are tollowed,lo gasoline tax il , Provlde sufficient
funds for a splendid hlhwa syte in the United States. But it Is equally
clear that an inheremtly sounW$ can be abused. Gasolie taxaton 1has bel
greatly overdlone. Many-,of 'the States have 'Imassed their gasoline taxes
beymd tile point of reasonableness, and there bpasbeno an Increasing tendency
to divert the proceeds ot this tgx -froi a construtton and maintenance
to other uses.

it Is estimated that as much as $200,000,000 is being diverted from roads., lit(]
road work thereby curtailed. Much of this diverted h(ley gm,s into cliieiels
tilat do not oflqid oli,rtuldtles for ,nllloylleivlt s51h asli are offered by tlhe
building 111nd 1111lIntelllnce of road,.. The Federal tax, superimposed upoll these
State taxes, has increa sed tile total gasoline tax brden to ii point where Ir is
Jeopardizifg the source of revenue. The po int of diminishing returns has been
reached and passed.
The Stales tire beglmlill"g to realize that they have overdone gasoline taxomi

and that tile Federal tax lilts invaded all Verbtlrdeled field of taxation.
Nine States have 11enllorlalized Congress to repeal the Federal tax. These
States tire Arkansas, Mississippi. Montana, New York, Nevada, North Carolina.
Oklahoma, Oregol, and Suth Dakota.

It is. of course obvious that the needs (if tile F'oderal Govermll(nt fur
revenues are great. "'It may be reasoimably expected that tax burdens will he
Increased. But tile present emergency spending of millions of dollars by tle
Federal (lovernnont i. it behalf of all idust ries. nit (ollllolilitles, all groups
of people in an extraordinar. elymrt to break the depression. Under st1c0h
cirunsta nes there Is no consideratlm1 more importa lit than that tax blll'don
should be eqfluitably distributed. There can le no'Justification for the selev.
tiol of a single commodity, or a small. special group of commodities, to be tile
subject of excessive taxation. Tile time has cole well Congress sholill
re(OL.,nize the Inequities of Its pr'eselit tax levies. A start shoul now be made
to i;dlow tile principles laid doivn ill the relmrt of the Subcollllittee Ol dollble
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taxation-that is, to eliminate "double taxations, duplications, and over.
lappings." To quote again from the report of this committee, there should be
"a revision of our taxation system as a whole In order that the tax burden
may be more equally distributed."

APENwx A

STATEMENT OF FAYETTE, B. Dow

State motor taxcs equal to 3S percent of total State revicnnue, 1931 caries from
14 percent to 75 percent

[From Facts and Figures, 1933 edition, National Automobile Chamber of Commerce]

Automobile Total
registration State

fees and revenue
gas tax I (thousands)

Alabama ..... $10,576,866 $31,360
Arizona ...... 3,971,796 13,47
Arkansas .. 9,943,594 23,413
California.... 49,626,911 126,249
Colorado..... 8,165,079 22,301
Connecticut.. 12,987,535 41,919
Delaware.... 2,115,234 14,852
Florida...... 19,838,138 26,372
Georgia...... 17,570,053 1 40,369
Idaho ........ 4,507, 729 12, 351
Illinois ....... 47, 492,182 122,608
Indiana ...... 24, 36, 654 58,410
Iowa ......... 23,467,202 ,'6,339
Kansas...... 14,130,795 36,923
Kentucky._ 13, 652,238 37, 537
Louisiana. 13,947,027 34, 590
Maine ....... 7,560,819 24,297
Mar yland... 10,928, 809 33, 574
M assachu I-

setts ....... 22,306,682 74,020
Michigan .... 43,653,637 109,096
Minnesota... 21,855.004 05,603Mississippi--- 8, 303, 551 19, 084Missoin. _... 19,346,93 51.485

Montana..... 4 517 646 1 13,514
Nebraska.... 12, 838: 649 23, 389
Nevada...... 1, 160,245 4, 929New hlamp-shire ....... 4,914,602 11,398

Percent
motor

vehicles
to total
State

revenue

33.7
29.3
42.4
39.2
36.0
30.9
14.2
75.2
43.5
36.5
38.7
41.7
50.6
38. 2
36. 6
40.3
31.1
32.5

30.1
40.1
33.2
43.5
37.6
33. 4
54.8
23.0

43.1

Automobile
registration

fees and

New Jersey..! $33,015,836
New Moxico. 3,912,801
New York... 72,421,072
North Caro-

lina ......... 20,188,852
North Dako.

ta ......... 3,829,358
Ohio....... I .52,146, 758
Oklahoma.... 17, 522,539
Oregon ...... 1 13,127,422

Sen syl I
vania . .. i 64.059,849

Rhode Island.; 4,165,514
South Caro.

lina ....... ! 10, 035,997
South Dakotal 6,202,847
Tennessee...:! 16,041,708
Texas ....... 44,509, 205
Utah ......... 3,137,530
Vermont ...... 4,322, 457
Virginia 17,604,472
Washington.. 18,650.032
Wisconsin.... 27,1505,176
West Virginia 9, 906, 98o
Wyoming.... 2,314,681

United
States ' 880.735,112

Total
State

revenue
(thousands)

$97, 515
13,527

269,317

10,427

17, 642
88,328
39,675
29,767

195,0821
12,805

25, 089
19,696
30,924

110,738
13,438
10,278
45, 921
39,904
03, 020
24, 54310, 4871

Percent
motor

vehicles
to total
State

revenue

33.8
28.9
28.8

49.9

21.6
59.0
44.3
44. 1

32.6
32.3

40.0
31.4
43.4
40.1
23.3
42.0
38.3
46.7
43.6
40.3
22.0

i2, 324, 5221I 37. 81
Total receipts; does not show actual allotmebts to State. Does not include proceeds from bond issues.

Figtros on State revenues obtained from the U.S. Census Bureau.
2 Includes District of Columbia, $2,349,750.

APPENDIx B

.To STATEMENT O FAYvrTE B. Dow TO SENATE FINANCE (COMMITTEE, 'Mtit. 14,
1934

L..'t of State8 anid the coUtiCs and/or inlfici(lIitiv..; therin n'lich lcvy a tao
On. tilaolifn, the tate of tax, and tho purpose tot which the rrie -is uscd,
as of Apr. 1, 1933

ALABAMA 1, COUNTY GASOLINE TAXES

Rate of Purpose for which Rate of lurpome for whichlCounty tax per tax Is used County tax per i u e
galo gallon aisue

Jackson...........2$0.03 Roads .......... Montgomery. I $0.01 Seliool.
Limestone .......... .03 .do....... Pleke,, ......... .02 lioa.
Madison ........... .03 Rdo..... . ndol)h .......... .

I State tax is 0 cents per gallon.
2 $0.01 to Scottsboro.



TAX, ON GASOLINE

List of States and the counties awl/or muniolpalitles thereit which levii a tam
on gasoline, the rate of tax, anfl the purpose for which the revenue is used,
as of Apr. 1, 1988-Continued

ALABAMA CITY AND TOWN GASOLINE TAXES

(T-Town; C-City; PJ-Police Jurisdiction, 3 miles as the crow flies, from city limits)

Gasoline tax Kerosene tax

Municipality Purpose for which tax used
City P.. j City P.J.

Abbeville ...............
Albertville ..............
Alexander City ..........
Aliceville ................
Altoona .................
Andalusia ...............

Anniston ................
Arlton ..................
Ashland .................
Atmore ..................
Attala ...............
Auburn .................
Austinville .........
Banks .............
Bay Minette ............
Beatrice ...............
Bessemer ...............
Birmingham ............
Boaz ...................
l3rantley ..............
Brewton ...........
Brighton ...............
Brundidge .............
Camp Hill .............
Carrollton .............
Castleberry ............
Cherokee ...............
Childersburg ...........
Citronelle ..............
Columbia ..............
Courtland.............
CullmIan ............... I
Dadeville .........*1
Decatur ........... . i
I)enopolis ...........
Dothan ........
Dotler .........
East Brewton ...........
Electric ..............
Elba .............
Enterprise .........
Eufaul a .............
Eutaw ..................
Fairfield .................
Faulkville ...............
Floral ..................
Florence .................
Foley ...................
Fort i)eposit ...........
Fort Payne .............
Frisco City. ..........
Gatisen ...............
Geneva ..................
Geortana ...............
(lenwood ..............
loodwater ..............

Gordo ...................
Goshen ..................
Greenville ...............
Guntersville .............
llackleburg.... .....
liamillon (luke (ill...
lianeeville ...............
lartselle ....... .......
leadland ........ 

tomewood ...... .
ilurtshoro ....... ,
Irondale .................
Jackson ...... ..........

CentsI

1
:1

Cents

3j

.2
I

PSo..~

Cent8

. 1......

.°......... I

o....... ...........
Iji

2: 1 ...
2i 1......

,12 .......

I !..........; ..........
........

3

.......... ..........
! . .".... ....

2 1 i...........

I , 2 '1 ...... ..

1.. ..........
. i..........

1 ..........

." .........

2 , 1 ..........

2 2 , ..........

...... .... .. ..

1 1

2 1 1 ... ..

I ........I ..........

........i... ..r

2 2 -- - -

-- --- -

2,------

.. .. ... .. ... .

14' 3 F

...... o..,4

....... ,

..........

..... .....

.o.........

o°.........

o.o.....o.

.. ....... o

...2....

. ......... i .....
....... ................. .

t .......... ..........

'
, .. . . ..........

2 .. . .. . ... .. ..

Streets; fire department.

Schools (bonds).
bridges.

City streets,

General fund.

General fund.

Do.
Streets.

General fund.
Streets.

Do.

General fund; s.ho A.
Streets.

Do.

General fund.

Do.
Do.

Streets.
Do.

General fund.

Do.

Do.

Schools.

Streets.
.Do.

General fund.

It

483



484 REVENUE ACT OF 1934

List of States and the countie.9 and/or munMepalitie8 therein which levy a tax
on, gasoline, the rate of taor, and the purpose for itiheh the revenue 1s ised,
(1 of Apr. 1, 1933-Continued

ALABAMA CITY AND TOWN GASOLINE TAXES

(T-Town; C-City; PJ-Pollce Jurisdiction. 3 miles as the crow flies, from city limits)

Gasoline tax I Kerosene tax
Municipality City p.J. I -- Purpose for which tax used

.. City P.. I
_______I ____________ ___

Kennedy ................
Kingston ................
LaFayette ...............
Leeds ....................
Leighton ................
Linden ..................
Lineville .................
Lipscomb ................
Luverne .................
Marion ..................
McKenzie (lake oil) ......
(Lake oil) ................
Mobile ..................
Montgomery ............
Moulton ................
Muscle Shoals .........
Now Breston ............
Newsville ...............
Northport ...............
Notasulga ..............
Oneonta .................
Opelika ..................
Op p...................
Oxford ...................
Ozark ...................
Pell City ...............
Petry ............
Phil Campbell......
Piedmont ...............
Pinckard ................
Prattville ................
Pineapple ..... ....
Prichard..........
Ragland ...........
Red Boy ................
Red Level ...............
Reform ..................
Repton ..................
Roanoke ................
Robertsdale .............
Russellville ..............
Salem ...................
Sheffield ................
Silver Hill ...............
Steppeville ..............
Sulligent ................
Summerdale .............
Sylacanga ............
Talladega ..............
Tarrant City ...........
Thomasville .............
Town Creek .............
Troy ....................
Tuscalooa ..............
Tuscumnla ..............
Tuskegee ................
Union Springs ...........
Uniontown ..............
Valley Ilead .......
Vernon ...............
Vila .....................
Wadley .................
Walnut rove ...........
Warrier .................
Waverl. ................
Wetumlpka ..............

Cents
1
I
1
1
1
1
1
1
1

Cents, Cents Cents I
. ..I '. . ".. . Schools.

. . . . ........... I .......... Streets.
...... ..... !. Streets, bridg
-.......... .................... General fund,

- --- -- .. .. Do.
42 , . Streets.
i .......... .......... Schools.

i sl , ,i Do.. . . ............. ....... Screets.... I .........ii......... stees

IN General fund.•" .......... ,. . . ' °

....................I------ .... ! ......... i Schlools,

.2 . . .......- .................... i.......... ...........'

N *........ .......-: Streets.
!2 ............ ........ . Do.

I I i Schools.
2 ........ . ...... i Streets.

2" ! '2General fund.
......... .......... .......... I Streets.

- ~ . General fund.IStreets.
.. ..................... General fund.

1 ---- Do..... ..........:: ::: :: ::. . . .................

. I.Do... .... Do.1 Schools.

Do.
i~i) General fund.

2 ........... i .......... General fund;
°.. .. ..... ..o . ..... . .... I °

---------- --...... . I .......... Streets.II .......... i..... Do.
'......... Do.

.......... .... ...... :.........

.......... .......... ;. Do.
.......... . General fund.

t2 ... .......... . . .

t .......... ........... Schools.
! ......................

'2 ......... Streets.
} .......................! Do

D.... ................. Do.
......... !2....... Do.

....... ........ : schools.

S:................ .Streets.
. ......... ... ...

N .......... ...........
I .......... ... .... ... .... . ..°.

es.

charity.



TAX ON GASOLINE 485
List of States and the counties and/or munioipalitfes therein which let/ a tao

on gasoline, the rate of tax, and the purpose for which the revenue is uedt,
as of Apr. 1, 1988--Continued

FLORIDA CITY AND TOWN GASOLINE TAXES
[State tax, 7 cents per gallon]

Total tax Purpose for which tax is used
per gallon

Cents
Bay Harbor .................................................... .. ItQ
Bronson .................................................. 1 treet lights.
Shipley ......................................................... 1 Street work and cleaning.
De Funlak Springs ............................................. 1 Street cleaning.

Lnn Haven ................................................. 1 General fMarlana ........................................................ I Onrlfund.
Milleville ..................................................... 1 ( .
Palatka ......................................................... 1 General expense.
Panama City ................................................... I Do.
Pensacola ....................................................... Repairs and Improvements.
St. Andrews .................................................... (1).
St. Augustine ................................................... 1 Paying for city lot-street

work.
Wewahitchka ................................................... 1 General fund.
Williston ........................................................ 1 Indebtedness for streets.

All gas In Bay County is from Panama City, where there is a storage tax (see P.C.).

LOUISIANA PARISH GASOLINE TAXES
(State tax, 5 cents per gallon]

Acadia ..........................................................

Avoyelles ...................................
Assumption ..................................
Beauregard ..................................
Blenville ........................................................
Calcasieu .......................................................

aldwell ........................................................
Claiborne ......................................................
East Carroll ......................................................
East Feliciana ...................................................
Evangeline ..................................
Franklin ....................................
Grant ...........................................................
Iberls ...........................................................
lberville ........................................................
Jackson .........................................................
Jefferson .......................................................
Jefferson Davis ..................................................
Lafayette .......................................................
Lincoln .........................................................
Livingston ......................................................
Madison ........................................................
Natchitoches ....................................................
Orleans .........................................................
Plaquemine .....................................................
Pointe Coupee .................................................
Rapides ........................................................
Red River ......................................................
Rtichland ........................................................
Sabine ..........................................................
St. Bernard .....................................................
St. Charles ......................................................
St. Ilelena ......................................................
St. John Baptiste ...............................................
St. Landry ..................................
St. Martin ................ t.....................................
St. Tammany ...................................................
Tangapihoa .....................................................
Tensa ........ ..................................................
Terrebonne .....................................................
Vermillion ......................................................
Vernofl ..........................................................
Washington.....................................................
Webster .........................................................
West Carroll ....................................................
West Feliciana ..................................................
Winn ...........................................................
New Orleans (municipality) ....................................

1

1
1
1
1
1
1
1

1
I
1
1
1
1
1
I
1
1
1

1

1
1

*1
1

'1

Construction, maintenance,
and repairs of parish roads
and bridges.

Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
I)o.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
l)o.
1)o.
Do.
Do.
Do.
Do.
Do.
Do.

Paving fund.



486 REVENUE ACT OF 1934

List of States and the counties and/or rnuniotpalities therein which levy a tam
on gasoline, the rate of tax, and the purpose for which the rerenue is used,
as of Apr. 1, 193-Continued

MISSISSIPPI COUNTY GASOLINE TAXES

[State tax, 6 cents per gallon]

Tot gallta

Cents
Hancock ........................................... Retiring bonds Issued for
Harrison ............................................ construction of sea wall.
Jackson ......................................................... 2

MISSOURI MUNICIPALITY GASOLINE TAXES

[State tax, 2 cents per gallon)

cents
Albany- ....................................................... I
Aurora--g . r..................................................
Bland .........................................................
Boonville .......................................................
Bowling Green------------------------------------------- 1
Branson ........................................................
Brentwood .....................................................
Bridgeton----------------------------------------------- I
Carutoerville ...................................................
Centertown .....................................................
Chamois .........................................................
Clayton .......................................................
Clinton .........................................................
Columbia- .pri.................................................. 1
Dots ........................................................
Excelsoir ....................................................... I
Ferguson ........................................................
Glendale ........................................................

luster ........................................................ I
Jefferson------------------------------------------------ 1I
Kansas City--------------------------------------------- I
Kirkwood ......................................................
Lexington ....................................................... 1
Liberty ----------------------------------------------------------
Linn ------------------------------------------------------------
Lupus ..........................................................
Maplewood ---------------------------------------------------
Marionville .....................................................
Marshall ------------------------------------------------------- I
Meta .............................................................
Mexico ............................................................
Moberly ---------------------------------------- "-----------------
M orrio,- ...................................................... . I
North Kansas City ..................................... , --------
Olivette ......................................................... 1
Osceola .......................................................... 1
Owensville ...........................................
Ozark .................................................
Republic -------------------------------------------------------- I
Richmond Heights ..............................................
Rockhlll .........................................................Rolla ............................................................. I
St. Joseph ----------------------------------.------------------- I
St. Louis .......................................................

Savannah ........................................................
Sedalia ........................................................-
Springfield ....................................................... I
Stanberry ....................................................... 1
Shrewsburg ......................................................
Trenton ................................... ......................
Union ...........................................................
University ...................................................... 
Vandalia .............................................. 1
Valley Park ...........................................
Walnut Grove .................................................. I
Warsaw .........................................................
Webster Grove ..................................................



TAX ON GASOLINE 487
Lists of States and the counties and/or municipalitles there witch. levy a tax

on gasoline, the rate of tax, anl the purpose for which the revenue is u8et,
as of Apr. 1, 1938-Continued

NEW MEXICO CITY AND TOWN GASOLINE TAXES
[State tax 5 cents per gallon]

Total tax Purpose for which tax Is usedper gallon

Beleu ........................................................... 1 G.Cents1 General fund.
Clovis ....................................................... Y
Estancla ..................................................... 1 Municipal building, sewers

and parks.
.Gallu ...-...------------------...-.... 1 Publicity fund.

Lov ton----------------------------------------.. . 1 General purposes.
Magdalena ...................................................... 1 Road fund.
Mountainair .................................................... 1 Municipal building, fire pro-

tection etc
Santa Fe ........................................................ j General fund.
Socorro .......................................................... I Road fund.
Las Vegas ....................................................... 1 General fund.

APPENDIX C

To STATI-3MENT OF FAYETTE B. Dov TO SENATE FINANCE ('OMM11rEE

Gasoline prices 1919-24 (average 50 relorsentative cities in, the Unitc States)
(First of month in cents per gallon]

Tank Service Service Tank Service Service
wagon station State station wagon station State station
(exclud. (exlud- gasoline (includ- (exclud- (exclud- gaoline (includ-

Ing lng tax Ing Ing Ig tax ag
tax) tax) tax) tax) tax tax)

1919

January ........February-...
March ...........40l ............

IY ............

June .............
July .............
August-.....
Septemberl.....
October .........
November.......
December .......

1920

January .........
February .........
March ...........Lpril ............
may............

June .............
July ..............
August ........
September .......
October .........
November .......
December .......

1921

January ........
February ........
March ...........Aril ............
may............

Julie.........
July............
August ..........
September.
October.
November .......
December .......

$0. 2424
.2426
.2422
.2417
.2417
.2426
.2442
.2414
2385

.2385

.2386

.2384

.2377

.2517

.2568

.2769

.2789

.2867

.2895

.2909

.2983

.3017

.3005

.2968

. 2959
.2874
.2040
.25.19
.2507
.2367
.2103
.2133

.105• ..005

.2191

.2340

'$0. 2543
$ 2545
2541

.2538

.2538
2547
.2563
.2555
.2532
.2532
.2530
.2531

.2531

.2671

.2727

.2931

.2953

.3037
3007
3081
.3155
.3189
.3190
.3151

4.

.3143

.3(01

.2825

.2755

.2711

.2570

.2397

.2345

.2305

.2273
2399
2545

$0.0002
.0006

.0008

.0008

.0008

.0008.0008

. OW8~.0008

.0008

.0008

- 0010
.0008.0008

.0010.0010

.0010

.0910

.0010

.0910

.0010.0010

.0016

.0016.0010

.0016

.0022(022

.0028
:0028
0028
.0028

$0.2543
.2545
.2543
.2544
.2546
.2655
.2571
.2563
.2540
.2540
.2538
.2539

1922

January .........
February ........
March ...........4Lril ............
my ...... ..... .

June ............
July .............
August ........
September ......
October .........
November .......
December .....

1923

$0.2238
.2219

.2181

.2174

.2309

.2447

.2493

.2411

.2290

.2288
2074

.1992

.2539 January ......... 1948

.2679 February ........ .1965

.2735 March .......... 2159
.2939 April ........... 2176
.2961 May ............. 2096
.3045 Jno ............. .2012
.3077 July ............. 2003
• 3091 August .......... 1933
.3165 September ....... .1664
.3199 October ......... 1581
.3200 November ....... 1460
.3161 December ....... .186

1924

.3153 January ......... 142

.3071 Februory........ 1783

. 2839 March.......... .1908

.2771 April ........... 1895

.2727 ,Ma y ........... .1895

.2586 June ............ .1878

.2419 July ............ .1795

.2307 August .......... 1685

.2-333 September ....... 1638

.2301 1 October ......... 1523
2427 November ....... 138-1

•2573 December ... .1394

$0. 2493
.2425
.2391
.2398
.2519
.2668
. 2713
12030
.2514
. 2514
.2301
.2219

.2177

.2192

.2392

.2409

. 2333

.2250

.2236

.2179

.1916

.1834

.1717
1641

1709
.2035
.2160
.2158
.2158
.2145
.2071.1954
- 1908
. 1780
.1038
.1648

$. 0032
0032
0038
.0038
.0038
.0040
.0040
.0040
.0040
.0040
.0040
.0040

.0040

.0040.0040

.0079

.0081

.0087

.0107
.0119
.0119
.0123
.0127
.0127

.0137

.0137

.0138

.0141

.0141

.0149

.0153

.015

.0155

.0155
.0155
.01 :

$0.2525
.2457
.2427
.2436
.2657
. 2708
.2753
. 2070
.2264
S2554
.2341
.2269

.2217

.2232

.2432

. 2488

.2414

.2337

.2343

.2298

.2035

.1957

.1844

.1762

.1846

.2172
2298
2296
2299
2294

.2224

.2109
2063
1935

.1793
1803



488 REVENUE ACT OF 1 984

Gasoline prices 1919-24 (average 50 representative cities in the United States)-
Continued

(First of month in cents per gallons

Tank Service Service Tank Service Service
won station State station wagon station State station

(exclud. (exclud- gasoline (Includ- (exclud- (exclud- gasoline include .
Ing in tax Ing ing ing tax Ing

ax tax) tax) tax) tax)

1925

January .........
February ........
March ...........
April ............

lune .............
july.............
August .........
September .......
October .........
November .......
December .......

1926

January .........
February ........
March ...........
Apr .......play ...... _. ......
June .............
July-........
August ..........
September .......
October.....
November.:::....
December .......

1927

January .........
February ........
March ...........
April ............mvay ............
June .............
July.............
August .........
September .......
October .........
November .......
December .......

1928

January .........
February.March ........
April ............

ay ............

ne .............
J Iy............
August .........S eptember .......
October .........
November .......
December .......

1929

January .........February. ....... *
March ...........April ............
Alay .............
June .............

July .............
August. .........
September ......

0. 139
.1687
.1910
.1878
.1835

.1932

.1948

.1701

.1597

.180
S1579

.1620

.1626

.1731

.1768

. 1838

. 1978

.1982

.1982

. 1978

.1947

.1849

.1791

.1779

.1787

.1736
.1628
.1539
.1508
.1521
.1527
.1507
.1489
.1485
.1408

.1468
S1469
.1501
.1515
.1543
.1550
.15804
.1608
.1642
.1642
.1637
.1596

.1594

.1490

.1490

.1498

.1498

.1588

.1606

.1594
.1584

80.1853
. 1950.2174
.2140
.2099
.2185
.2193
.2207
.1976
.1858

.1848

.1898

.1896

.1994
.2031
.2103
.2231
.22a2
.2232

.2229

.2189

.2089

.2041

.2020
.2037

.1997.1893

.1798

.1771

.1770

.1785

.1751

.1718

.1699
.184

.1680
.1874

.1710

.1780

.1788

.1784

.1791

.184

.1878

.1878

.1874

.1832

.1828

.173

.1738
.1744
.172
.1838
.182
.1834
.1832

$0. 0161
.0165
.0173
.0203
.0219
.0221
.0228
.0232
.0233
.0233
.0233

.02333

.0233

.0233
.0237

.0242

.0242

.0242

.0244

.0244

.0244

.0244

.0244
.0244

.0246
.0250
.03
.020
.0271

0279
.0290
0298

.0300

.0303
.0305
.0305

.0307
0307

.0303

.0304

.0305

.0304

.0304

.0304

.0302

.0302
.0302
.0304

.0308

.0312

.0318
.033o
.0350
.0350
.0370
.0374

$0.1814
.211r)
.2347
.2343
.2318
.238W
.2421
.2439
.2209
.2091
.2081
.2081

.2131

.2129

.2231

.2273

.2345

.2473

.2478

.2478
.2473
.2433
.2333

.2285

.2275
.2287

.2250

.2159

.2069

.2050

.2089

.2083

.2051

.2021

.2004

.1989

.1981
. 1981
.2t13
.2054
.2092
.2088
.20
.2150
.2180
.2180
.2176
.2136

.2134

.2050
.2054
.2080
.2102
.2188
.2212
.2204

.2206

o 1929

October .........
November .......
December .......

1930

January .........
February ........
March ...........
pril .......my.............

June..........
July...........
August ..........
September .......
October .........
November.'
December.::::::

1931

January .........
February ........
March ............
April ............1%ay ...... ......
June .............
July.............
August .........
September .......
October .........
November .......
December .......

1932.

January .........
February ........
March ...........April ............
MAY ............
June .............
July.............
August .........
September .......
October .........
November .......
December .......

1933

January .........
February ........
March ...........April ............
may ............

June .............
July ............
August ..........
September .......
October .........
November .......
December .......

1934

January .........
February ....
March .......

$0.1600 *0. 1832 8).0374 1 $0.2186
.1586 .1788 . 0374 .2162
.1562 .1754 .0374 .2128

S. IB4
.1524
.1440
.1408.150
.1502.143
.1485
.1452
.1374
.1347

.1325

.1292

.1331

.1292

.1179

.1155

.1119

.1121

.1100
.1109
.1143
.1132
.1192

.1189

.1197

.1203

.1240

.1304

.1302

.1349

.1317

.1281

.1147

.1212

.1200

.1161

.1002

.1038

.1019

.1028

.0987

.1180

.1207

.1280

.1347

.1338
.1322

.1334
1287
IN6

.1732

.1684
.1614
.1574•.1676
.1678

.1637

.1655

.1620

.1542

.1512

.1475

.1448

.1479

.1446

.1829

.1281

.1251

.1244

.1201

.1197

.1331

.1213

.1281

.1279
.1293
.1288
.1317
.1384
.1379
.1438
.1399
.1388
.1234
.1300
.1287

.1248

.1141

.1125

.1002

.1101

.1053

.1241

.1270

.1324

.1444

.1433

.1419

.0376

.0378.0380

.0380

.0378

.0378
.0878
.0378
.0378
.0382

.0382
.0384
.0388
.0398
.0400
.0401
.0405
.0409
.0409
.0409
.0408
.0408

.0408

.0408

.0413

.0413

.0413

.0414

.0514

.0514

.0514

.0514

.0514
.0516

.0516

.0515

.0515

.0515

.0515

.0515

.0867
.0567
.0W8

.0W8
.0508

.1H3 .018

.1380 .052

.1405 .0521

.2108
:2060
.1994
. 1951
.2058
.2058
.2016
.2033
.1998
. 1920
.1890
S1857

. 1832

. 1727* 1881

.1652

.1849

.1610

.166
.1640
.1621
. 1689

.187

.1701

.171

.1730

. 1707

.1793

.1980

.1913
1882

.1748

.1814
. lb0

.1764

.1686

.1010

.1607
.1616
.158
.1808

1837
.1892
.2012
.2001
.1987

.1951

.1900
•192

I
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LIST OF 50 REPRESENTATIVE CI0ZES

Atlanta, Ga.
Albuquerque, N.Mex.

Baltimore, Md.
Birmingham, Ala.
Boise, Idaho.
Boston, Mass.
Buffalo, N.Y.
Burlington, Vt.
Butte. Mont.
Cisper, Wyo.
Charleston, S.C.
Charleston, W.Va.
Charlotte, N.C.
Chicago, IIl.
Denver, Colo.
Des Moines, Iowa.
Detroit, Mich.
Dover, Del.
Fargo, N.Dak.
Hartford, Conn.
Houston, Tex.
Huron, S.Dak.
Jacksonville, Fla.
Lexington, Ky.
Little Rock, Ark.

Manchester, N.H.
Memphis, Tenn.
Milwaukee, Wis.
Newark, N.J.
New Orleans, La.
New York, N.Y.
Norfolk, Va.
Omaha, Nebr.
Philadelphia, Pa.
Phoenix, Ariz.
Portland, Maine
Portland, Oreg.
Providence, R1.I.
Reno, Nev.
Salt Lake City, Utah.
San Francisco, Calif.
South Bend, Ind.
Spokane, Wash.
St. Louis, Mo.
Tulsa. Okla.
Twin Cities, Minn.
Vicksburg, Miss.
Washington, D.C.
Wichita, Kans.
Youngstown, Ohio.

APPENDIX D TO STATEMENT or FAYET B. Dow

RNFEMNE TO OTHER STATEMENTS ON THE FEDERAL TAX ON GASOLINE AND ON
LUBRICATINO OILS BEFORE THE WAYS AND MEANS COMMITTEE OF THE HOUSE
Or REPRESENTATIVES OR THE FINANCE OOMMIT E OF THE SENAI

Statement of J. Howard Pew before the Ways and Means Committee (p..887,
Hearings, 72d Cong., 1932).

Statement of W. R. Boyd, Jr., before the Ways and Means Committee
(p. 892, Hearings, 72d Cong., 1932).

Statement of C. B. Ames before the Finance Committee p. 369, Hearings,
72d Cong., 1932).

Statement of Fayette B. Dow before the Ways and Means Committee (p. 181,
Hearings, 73d Cong., 1938).

Statement of J. Howard Pew, same.
Statement of Fayette B. Dow before the Ways and Means Committee

(p. 821, Hearings, 73d Cong., 1933).

STATEMENT OF HARVEY L. COBB, REPRESENTING CERTAIN
AUTOMOBILE ASSOCIATIONS

Mr. COBB. Mr. Weeks is in Philadelphia engaged in the trial of
a law case and could not get down, but I have a short brief which
he has asked me to file. For the record, my name is Harvey L.
Cobb, and we are appearing here in opposition to a continuation
of this tax, representing the American Motorists' Association, the
Keystone Automobile Club, which is the largest motor club it1 the
East, and the Automobile Club of Southern California, which is the
largest club in the world. We are the fellows that pay the 36
percent sales tax. Also for the record, Mr. H1 G. Armstrong. who
is the head of the National Rural Letter Carriers, is here. He is
not scheduled to appear but he has asked me.to say that his organi-
zation is opposed to the continuation of this tax and it means
approximately $450,000 a year to them. They travel approximately
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450 million miles a year, or about 1,450,000 miles a day, those rural
letter carriers, and one cent a gallon represents a very serious burden
to them.

I appreciate very much the opportunity of having a chance to go
on record, and I just want to call your attention to the statement
made in your report on May 10 to the effect that after June 30 of
'this year the committee felt then that this tax should be reserved
to the States. We felt then as you expressed it, and we feel so
today.

Senator GoRE. When was that made?
Mr. COBB. May 10, 1933. I have it here, but I will not take your

time to read it.
The CHAiRM.AIx. We are familiar with it.
Mr. COBB. In which is stated that the tax should be reserved to the

States.
The CHAIRMAIN. We were expressing the hope that the question of

the tax on gasoline be left to the States, and we expected to get out
of this field as quickly as revenues of the Government would permit.

Mr. COBB. And we are for that.
The CHAI1MRMN. Thank you very much.
Senator GORE. The Federal Government imposes this gasoline tax,

and some of the States do. Some of the States auth4brize the counties
and municipalities to do that. Do you know how many?

Mr. Conn. I have set forth in my brief a complete analysis of the
State and county taxation. It is principally in the South that the
counties are taxing gasoline in addition to the States and the cities,
but there are a large number of States in which that additional
assessment has been made.

(The brief of Mr. Weeks is as follows:)

BRIEF OPPOSING CONTINUANCE OF FEDERAL GASOLINE TAX
FILED BY AMERICAN MOTORISTS' ASSOCIATION, J. BORTON
WEEKS, PRESIDENT

The American Motorists! Association has neither the intention nor the desire
to occupy the time of your committee. with a lengthy restatement of its position
as regards the Federal tax upon motor fuel. It Is desirous only of making c
statement sufficiently brief to avoid presuming upon your patience, but suffi-
ciently definite again to indicate to you that this association and its members
now, as in the past. are opposed to the principle of a Federal tdx upon gasoline
and opposed to the continuance of the existing 1-cent Federal tax. We wish
further to point out that, in making this statement, we second the opinion
expressed by your committee last year that after June 30, 1034, the taxittion of
gasoline be left exclusively to the States.

We can tell you nothing regarding gasoline-tax rates of which you are not
already cognizant. You know, quite as well as do we, that the Federal tax
upon motor fuel represents tax duplication. Elimination of such duplication,
specifically by withdrawal of the Federal Government from the field of gasoline
taxation, was recommended last year by the Vinson Subcommittee of the House
Ways and Means Committee.

You know, quite as well as do we, that the present 1-cent Federal gasoline
tax increases by more than 20 percent the average rate (4.21 cents per gallon)
at which the gasoline sales tax generally is imposed throughout the country.
Actually, it increases State gasoline tax rates from 14.28 percent, in States
levying a 7-cent gasoline tax, to 50 percent, in States levying a 2-cent tax. The
Federal tax alone represents in relation to current average retail price of
gasoline, (14.05 cents on Mar. 1) a sales tax of nearly 8 percent.

The Congress of the United States repeatedly has refused to impose a 2 per-
cent or even a I percent tax upon commodities generally. It expressed fear
that such a tax would increase too greatly the burden of taxation and the



TAX ON GASOLINE 491

cost of living. We submit that if a 2 percent sales tax levied upon all com-
modities is too expensive a sales tax four times as great levied upon one
commodity cannot be considered as other than exorbitant.

To perpetuate such as injustice is to ignore the obvious. The motor vehicle
is no longer a luxury. Ownership is no indication of wealth. It is, however, a
sign of money spent for useful goods put into circulation with far-reaching and
beneficial influence.

The average person who operates a motor vehicle in these days of tle forced
elimination of superfluities does so either because it serves him In his business,
is a necessary medium of transportation, or is at most the last remaining
means of earning a livelihood. It should be necessary to be required to prove
to your committee that any Federal tax imposed upon the motor vehicle or its
owner is a burden, a deterrent to the recovery of business, and a handicap.
to the restoration of prosperity, just as would be any other special class tax.

Frequently the argument is advanced-possibly by members of your com-
mittee-that Federal taxation (if motor fuel and motor vehicles is justified by
the expenditure of Federal funds for roads. That once was a correct picture.
of the situation. However, the decline in Federal expenditures for roads and
the increase in Federal] taxation of the motor vehicle have changed the pictuI'e
completely.

Even if receipts antl expenditures actually balance, there is some question as
to the justice ol' directly taxing highway users for roads, which are, andl must,.
rpresenit G(overiuneiit service. Nit such direct tax is imposed upon the ])ene-
ficiarles (of other Government services.

You do not directly twK, for protection, those residents of cities guarded by
permanent forces (if the Army or Navy. You do not directly tax, for benefits
received, those who make full use of United States post offliees. You do not
directly tax, for *oRenelences afforded, those who use and profit by the use of
the waterways. Why select the highway user to bear a tax burden created by
financing the cost of Government services which, like these other services, are
of general benefit?

The American Motorists' Association once again urges that you eliminate
duplicate taxation by eliminating from the 1934 revenue 1il1 the provislOn fo.
continuing the Federal tax upon ntiotor fuel, and that you l)ut into a1t1ton the
conviction f your committee that (oi and after June 80, 1934, the taxation of,
gasoline lie left exclusively to the States.

STATEMENT BY J. H. ALPHIN ON BEHALF OF THE AMERICAN
TRUCKING ASSOCIATIONS, INC., ON OPPOSITION TO CONTINU-
ATION OF 1-CENT FEDERAL TAX ON GASOLINE

Mr.. CHAIRMAN AND ME MBS OF THE COMMITrE:
My name is J. H. Alphin, Eldorado. Ark. I appear on behalf of the American

Trucking Associations, Inc. I am a vice president of that association and nwin-
ber of the National Code Authority for tile Trucking Industry. The American
Trucking Associations, Inc., is a national organization, a federation represent.
tive of 10S regional, State, and local motor-truck associations. Its vomstituc, nt
groups are representative of approximately 500,000 owners having about 750,000
vehicles. The code authority, representing tile Industry, speakqs for approxi-
mately one and a half luillioni owners, representing close to two million vehicles.
Under the provisions of our code it is estimated that many operators conie
within the Jurisdiction of the code authority.

Our Interest in tli lill is confined chiefly to the section which would continue
the 1-cent Federal tax omi gasoline. I need not go into a recitation of statistics.
Members of this committee well know that commercial motor vehicles consumiie
gasoline; that the consumption of gasoline by motor-trucks is between two alld
three times as much per ile as that consumed by passenger cars. Two million
vehicles operating an average of 10.000 miles each year Ivill consume tremendous
amounts of fvel, and would pay a large sun of money to the Federal Treasury
in the form of tax on gasoline.

When the Federal gasoline tax wias first proposed it was done so as a
revenue measure. While heretofore the gasoline tax was looked upon largely
as a State tax, the fact that tile Federal Government was forced to tap this
source of revenue was not objectionable. And tilts in spite of the fact that
many of the Stptes, particularly some of the Southern States, had increased
their State taxes to a level wholly out of proportion to tlle selling price of
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the product Itself. I say the Federal tax on gasoline, at the outset, was not
objectionable. The Government needed money. The motor vehicle owner was
an easy source of revenue

Since then, however, the Federal Government has relaxed the tax on gasoline
because other sources of revenue have become available and now, because of
the repeal of prohibition, more sources of revenue are opened up to the
Federal Treasury.

We believe the gasoline tax is a tax that should be reserved solely to
the States. We think that It is time now for the Federal Government to
relax the burden on motor-vehicle users by removing this Federal tax.

When the Federal Government decreased the Federal tax by one half cvnt
some of the States, anticipating that the entire tax would be removed,
Immediately set about to increase the State tax. You well know that in some
of the States the gasoline tax is inordinately high. Perhaps tile States are
justified in having their gasoline tax high. That is not a point at issue here.
The point is, however, that the Federal Government if it can find other sources
of revenue should grant some relief to the motor-vehicle owner and leave the
matter of taxation of gasoline use to the respective States.

STATEMENT OF WILLIS CRANE, AMERICAN PETROLEUM
INDUSTRIES COMMITTEE

Mr. CIANZ. Mr. Chairman and Senators: I just want to take a
moment to file a statement that has been prepared, and to tell you
what it is and why I am filing it.

This deals with section 603 of the new bill which has to do with the
administration of the oil and gasoline tax. This section was put in
the new bill as the result of conferences between the Treasury De-
j)artment and the Ways and Means Committee in executive session.

lat took place after the public hearings before the Ways and Means
Committee, and of course, we had no opportunity to appear there, but
since that time we have been in frequent conference with both the
Bureau of Internal Revenue and the Treasury Department, and the
result has been that we have suggested here in this statement, new
language for section 603, which we think will serve the purpose of
the original section 603, and that is to prevent tax evasion. We are
hopeful that when the Treasury Department comes before you in
executive session, that a similar 'amendment will be proposed by the
Treasury.

The CHAIRMA. We will take it up with them. I suppose you
have conferred with Mr. Parker, but if you have not, we would be
glad if you would do so.

Mr. C an. Thank you, sir.
'(The matter referred to is as follows:)

MEMORANDUM SUBMIT nY AMERIOAN PETROLEUM INnuSTIaS COMMITTEE WITH
RESPECTr TO SECTION 003 oF H.R. 7835

This memorandum is submitted in behalf of the American Petroleum Induq-
tries Committee.

Section 603 of 11.11. 7835 would amend the Revenue Act of 1932, as amended,
in important particulars dealing with the administration of the Federal gasoline
and lubricating oil taxes.

These changes were originally proposed by the Bureau of Internal Revenue
and, in turn. by the Treasury Department in executive committee sessions of
the House Ways and Means Committee after public hearings had been com-
pleted. At that time the petroleum industry was unaware (if the proposed
changes, and there was, therefore, no opportunity to appear before the Ways
-and Means Committee.



TAX ON GASOLINE 493
The apparent purpose of the changes proposed was to prevent tax evasion.

While the petrolemn industry is, of course, intensely Interested in preventing
tax evasion, for Its own protection, the provisions of section 603 of H.H. 7835
seemed Impractical of operation, so it was considered wise to revise the lan-
guage. With this in view, numerous conferences have been held with the Oomn-
missioner of Internal Revenue and the Treasury Department. The purpose of
these several conferences was to determine language for section 003, which
would effectually prevent tax evasion and at the saitme time minimize adminis-
trative difficulties both for the Government and the petroleum industry. The
specific language which we suggest for section 6OJ is indicated in appendix A
hereto. This language has been adopted as the result of our conferences with
the Commissioner of Internal Revenue and the Treasury Department, and we
anticipate that the Treasury Department may suggest similar language for.
an amended section 603.

In the interest of preventing tax evasion the suggested amended language
of section 603 would provide:

1. For registration, with the oppropriate collector, of every producer of oil
or gasoline purchasing tax free.

2. For the giving of a bond by such producer in an amount satisfactory to
the collector conditioned 'that he shall not engage in any attempt, by himself
or by collusion with others, to defraud the United States of any tax under
such sections; that he shall render truly and completely all returns, state-
ments, and inventories required by law or regulations iii pursuance thereof
and shall pay all taxes due murder such sections; and that he shall comply
with all requirements of law and regulations it pursuance thereof with respect
to tax under such sections ".

3. A penalty for failure to register. to give bond, or for false representations
consisting of a fine of not more tha $5.000 or imprisonment of not more than 5
years, or both, together with costs of prosecution.

4. The right of the Commissioner of Internal Revenue to revoke registra-
tion of any manufacturer or producer found guilty of willfully evading ally
Federal or State tax on gasoline.or libricating oil.

5. For making information respecting Federal oil and gasoline taxes avail.
able to the States with a view to az excliange of information by the States
and the Federal Government by which tax evasion may be prevented.

0. A new definition of gasolinee" which is designed to assure assessment of
taxes on all gasoline.

Probably the amendment of section 603, which we suggest will be found
not controversial. However, for your Information we attach hereto, as ap-
Iendix B, copy of the brief which we filed as part of our conversations with
the Commissioner of Internal Revenue and the Treasury Department. It
will explain in large part the Impracticable administrative situation which
would arise under original section 63, both from the standpoint of tile
Government and that of the petroleum industry. It may be helpful, however.
to outline briefly here the essential considerations which make it apparent
that our suggested amendment offers the best plan for a practical administra-
tion of the gasoline and lubricating oil tax.

At the present time, under st tons 617 and 601 (e) (1) of the Revenue
Act of 1932, as amended, sales to manufacturers of gasoline and lubricating
oil are made free of Federal taxes. Section 017 specifically provides that the
tax on gasoline "shall not apply in the case of sales to a producer of gasoline ",
Section 601 (e) (1) provides that "no t.x shall be imposed * * * upon
lubricating oils sold to a manufacturer or producer of lubricating oils for
resale by him."

i addition, section 620 of the Revenue Act of 1932, as amended, provides
for exemption from tax, in the case of material sold for further manufacture,
or to a State or political subdivision thereof for use in the exercise of an
essential governmental function.

Sections 017, 001 (c) (1) and 620 each contemplates that where sales are
made by ongl producer to another, the second or last producer In any chain
of sales between producers shall be subject to tax upon his sale to tile con-
sumer. This plan recognizes the practical operation of the petroleum industry
and when strictly administered assures collection of taxes on the total vol.
unie of oil and gasoline sold or used for domestic consumption except, of
course, the volume purchased by sucll tax-exempt agencies as States, etc.
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Following nearly 2 years of experience with the operation of the 1932 law
and the regulations thereunder, the industry has adjusted itself to the pro-
cedure there provided for administration of the taxes.

Section 603 of H.R. 7835, as passed by the House of Representatives, would
exactly reverse the administrative plan with which the industry has become
familiar by eliminating all tax-free sales in the first instance, requiring pay.
went of the taxes on every sale by the first producer, and providing a system
of refunds or credits which it seems would be a burden not only upon the
petroleum industry but upon the Bureau of Internal Revenue itself. Section
603 would deprive producers of gasoline and lubricating oil of the right to
make tax-free sales under sections 020, 601 (c) (1), and 617, but would reserve
the right to producers of obtaining a credit or refund under the circumstances
of sale contemplated by these sections.

In the very nature of the petroleum industry there is a constant exchange
of thousands of cars of petroleum products between producers. Many re-
fineries are equipped to make one kind or quality of oil or gasoline; others
a different kind or quality. Many refineries run only to certain cuts of the
crude oil with their residue to be sold to and further refined by other refineries
differently equipped. Some refineries operate upon crude oil; others use only
unfinished material. Many refineries have limited marketing outlets; others
have marketing facilities beyond their own refining capacity and are buyers for
resale. This constant exchange of products between component parts of the
petroleum industry is an inherent characteristic of the industry and one
which cannot be overlooked in any practical administrative plan having to do
with the collection of taxes.

Ordinarily such exchanged oil or gasoline must be held in storage for long
periods before being resold or, in the case of materials purchalsed for furthler
refining before being further processed, the sale of the finished product. Ilk the
case of gasoline, it has been estimated that the average period of storage in
the tanks of the purchasing producer is about 21/j months. Lubricating oils and
oils of a similar nature purchased for further refining are held in storage an
even longer period, as long, on the average, as 0 months. If it were required
that tax be paid on this material at the time of sale by the first producer, the
result would be that the investment in the industry's Inventory would be very
greatly increased, running into many millions of dollars. The industry would
be compelled to pay increased personal-property taxes because of the increase
in investment, and its cost for insurance and expansion of credit would be
similarly increase(] by millions of dollars. In addition, due to the nature of
the products, the industry would suffer a severe loss due to evaporation, leak-
age, fires, etc., in connection with materials purchased by one producer from
another but never actually sold to the consuming public.

In the case of lubricating oil, an even greater loss would be suffered than in
the case of gasoline. Many unfinished oils are used in the manufacture of
motor oils, with a substantial output of nontaxable articles. P or example, take
the case of the Pennsylvania producer who operates on cylinder stocks instead
of crude oil. In every instance the unfinished oil (cylinder stock) which serves
as the basis of his operations would be subject to a tax on the total volume
moving out of the refinery from which he purchased the material But when
this producer further refined the unfinished oil, as much as from 18 to 23 per-
cent would constitute petrolatum, or some similar nontaxable product. A loss
ok 'some 21/ percent in refining operations would also be hicurred. The net
result would be that while this producer was compelled. to pay a tax on 100
percent of the volume moving out of the first refinery, lie in turn would sell
only from 75 to 80 percent of that volume in taxable articles. Section 609. as
originally constituted, would effectually put this type of producer out of business
because he could not afford to absorb the tax on the amount of his inbound
material represented by petrolatum, or any residual nontaxable products, and
operating losses.

Of course, a matter of direct interest to the Buremu of Internal Revenue and
the Treasury Department is their own cost of administration. It is clear that
if the original section 603 were enacted the administrative difficulties of the
Government would be greatly increased. Take the following example as
illustrative, and it is really a representative case:

Let us assume that a carload of gasoline is sold by producer A to producer
B, thence to producer C, who in turn sells it to the consuming public. As we
would interpret original section 603 of H.R. 7835, in this chain of sales it would
be necessary for each of the affected producers to pay a tax to the Government,
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independent of the others. Tlds would amount iii this case to a payment of
taxes to the Government by all three producers, leaving them to am involved
proof of two separate clais for credit. in tile first ph)ae, producer C, upon
payment of tAkx on tile gasoline in question would file appropriate evidence in
support of a claim for refund of such tax from producer D. Producer B in turn
would be reluired to tile appropriate evidence with the Government indicating
that the gasoline covered by his return has been resold and tax paid under it,
that his vendee has been repaid the tax, or consented to a credit or refund in
behalf of producer B. Having secured credit or refund from the Government
covering taxes paid directly by it, producer B would then be required, in order
to make itself whole of the tax passed on to it by producer A, to follow the
same procedure of proving its right to a refund from producer A. Then, in
turn, producer A wouhl be required to file the iecessary evideiie with tile.
Bureau of Internal Revenue to secure the credit or refund of tax pilid by it to
the Government in connection with the original sale.

It is clear that if such a procedure were enforced, to protect producers from
duplicate taxation, the industry itself would not only be put to a tremendous
and expensive effort but the Bureau of Intermit. Revenue would be forced to
greatly increase administration examination of recurrent claims for credit and
refund, far in excess of the 9Prts required under the present
exemption certificate set- 1'

We think the plan. est is the practical one.

Strike out sert in following:

"SEC. 003. T 31 N

(a) See c (1) et o : ~ amended, is
amended o wing pson liable
for tax un file bon ed in section

Sb 8~ ~~ ow N4/~ ainendeal, Is
amended ! foil .,

"'(a) T reby Imji14 V r r importer
thereof, or ducer te ,of except that
under reg descri 1 toner wit roval of the
Secretary JM at ase of s producer of

"'(y) If a uses wise , pl'oduction of
gasoline) gaso free of t r imported by him.
such use shall aes of this ti sale. Any person
to whom gasoline\ r after the effective
date of the Reven the producer of such
gasoline.'

"(c) Effective on tle f• after the enactment of this
Act, section 617 (c) (2) of of 1932, as amended, is further
amended to read as follows:

"'(2) The term gasoline means (A) all products commonly or commercially
known or sold as gasoline (including casinghead and natural gasoline), ben.
zol, benzene, or naphtha, regardless of their classifications or uses; and (B)
any other liquid or a kind prepared, advertised, offered for sale or sold for
use as, or used as, a fuel for the propulsion of motor vehicles, motor boats, or
airplanes: except that it does not include benzol or naphtha (other than gaso-
line), sold for use otherwise than as a fuel for the propulsion of motor vehicles,
motor boats, or airplanes, and otherwise than in the manufacture or produc,-
tion of such fuel, and does not include kerosene, gas oil, or fuel oil.'

6(d) Section 017 of the Revenue Act of 1932, as amended, is amended by
adding at the end thereof the following subsections:

"'(d) Every person subject to tax under this section or section 601 (c) (1)
shall, before the first day of tle first month after the date of the enactment
of theRevenue Act of 1934. or before commencing manufacture or production
register with the collector for the district In which is located Ills principal
place of business (or, if he has no principal place of business it the United
States, with the collector at Baltimore, Maryland) and shall give a bond, to be

46932-34-32
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approved 14' such collector, conditioned that he shall not engage in any at-
tempt, y)3' himself or by collusion with others, to defraud the United States of
any tax tinder such sections; that lie shall render truly and completely all
returns, statements, and inventories required by law or regulations in pur-
suance thereof and shall pay all taxes due under such sections; and that lie
shall comply with all requirements of law and regulations in pursuance thereof
with respect to tax under such sections. 1iueh bond shall be in suci sun as the
collector niay require in accordance with regulations prescribed by the Com-
missioner with the approval of the Secretary, but not less than $2,000. The
collector may froni time to time require new or additional bond i acordance
with this subsection. Every person whofais to register or give bond as re-
quired by this subsection, or who in connection with any purchase of gasoline
falsely represents himself to be registered and boiled as provided by this
subsection, or who willfully makes any false statement in ont application for
registration under this subsection," shall upon conviction thereof be fined not
more titan $5,000 or imprisoned not more than five years, or both, together with
the costs of prosecution. If the Comnissloner finds that any manufacturer or
producer has at any time evaded Federal or State tax on gasoline or lubri-
cating oil lie may revoke the registration of such manufacturer or producer,
and no sale to, or for resale to, such nanufaicturer or producer thereafter shall
be tax-free under Section 020, as amended, but such manufacturer or producer
shall not be relieved of the requirement of giving bond under this subsection.

"'(e) Under regulations prescribed by tile Commissioner with the approval
of the Secretary, records required to be kept under section 601 (') (1), as
emended, or this section, and returns, reports, and statements with respect to
such taxes filed with the Commissioner or a collector, shall be open to inspection
by such officers of any State or Territory or political subdivision thereof or the
District of Columbia as shall be charged with the enforcement or collection of
any tax on gasoline or lubricating oils. Tile Commissioner and each collector
shall furnish to any of such officers, upon written request, certified copies of
any such statements, reports, or returns file! in his office upon the payment of
a fee of $1 for each 100 words or fraction thereof in the copy or copies
requested.'"

APPENDIX It

MEMORANDUM SUn1MInr By AMKRICAN PTKOLCUM INDUSThIS COMMIfTlV: WITHT
RESrECT TO STcuoN 603 or H.R. 7835 INTRODUOMD IN THE HOUSE OF REFPRESENT-
ATIVES FERUARY 9, 1934

This memorandum is submitted in behalf of the American Petroleum Indus-
tries Committee.

Under section 003 of H.R. 7835, introduced In the House of Representatives,
February 9, 1934, it is proposed to abtemi the Revenue Act of 1932, as amended,
in Important particulars dealing with the administration of the Federal gasoline
and lubricating oil taxes.

For convenient comparison we show in appendix A hereto. in parallel columns,
the provisions of the existing law which would be affecttl by the proposed
amendment and the provisions which would le substituted therefor.

(a) At the present time, under section 617 and 601 (e) (1) of the Revenue
Act of 1932, as amended, sales to manufacturers of gasoline and lubricating oil
are made free of Federal taxes. Section 617 specifically provides that the tax
on gasoline "shall not apply in the case of sales to a producer of gasoline."
Section 601 (c) (1) provides that "no tax shall be imposed * * * upon,
lubricating oils sold to a manufacturer or producer of lubricating oils for resale
by him."

In addition, section 620 of the Revenue Act of 1932, as amended, provides for
exemption from tax in the ease of materials sold for further manufacture or
to a State or political subdivision thereof, for use In the exercise of an essential
governmental function.

Sections 017, 001 (&) (1) and 620, each contemplates that where sales are
made by one producer to another, time second or last producer in any chain of
sales between producers shall be subject to tax upon his sale to tie consumer.
This plan recognizes the practical operation of the petroleum industry and
when strictly administered assures collection of taxes om the total volume of
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oil and gasoline sold or used for domestic consumption, except of course, tile
volume purchased by such tax exempt agencies as States, etc.

Following a year and a half of experience with the operation of the 1932 law,
and the regulations thereunder, the industry has adjusted itself to the procedure
for administration of the taxes.

Section 603 of II.R. 7835, would exactly reverse the administrative plan with
which the industry has become familiar by eliminating all tax-free sales in the
first instance, requiring payment of the taxes on every sale by the first pro-
ducer, and providing a system of refunds or credits which we believe would be
found to be a burden not only upon the petroleum industry but upon the
Bureau of Internal Revenue Itself. The proposed amendment would deprive
producers of gasoline and lubricating oil of the right to make tax-free sales
under sections 620, 601 (e) (1) and 617, but would reserve the right to manufac-
turers of obtaining a credit or refund under the circumstances of sale contem-
plated by these sections. Il the case of lubricating oil the proposed amendment
would even go so far as to deprive producers of lubricating oil of the right
to refund or credit in transactions involving sales of one producer to another
for resale. Such a change In procedure at this time would work a great
hardship upon the petroleum industry and we think it would increase the
administrative difficulties of the Bureau of Internal Revenue.

In the very nature of the petroleum industry there is a constant exchange
of thousands of cars of petroleum products between producers. Many refineries
are equipped to make one kind or quality of oil or gasoline: others a different
kind or quality. Many refineries run only to certain cuts of the erude' oil with
their residue to be sold to and further refined by other refineries differently
equipped. Some refineries operate upon crude oil; others use only unfnilsled
material. Many refineries have limited marketing outlets; others have market-
Ing facilities beyond their own refining capacity and are buyers for resale.
Exchange of products between component parts of the refining industry is an
inherent characteristic of the industry and in a subsequent chapter we will
point out to you, in some detail, the hardships which the proposed amendment
would Impose upon tie industry and urge that there be no change from tile
existing provisions of the law with respect to tax-free sales.

(b) Section 603 of IR. 7835.also proposes a new definition of the term
"gasoline' t to govern the application of the tax. At the present time "gaso-
line" is defined to mean " gasoline. enzol, and any other liquid, the chief use
of which is as a fuel for the propulsioZ of motor vehicles, motor boats, or
airplaness" In substance, the proposed new definition would add caslnghead
and natural gasoline, naphthas, regardless of use, and "any other liquid which
is prepared, advertised, offered for sale, or sold for use as. or used its, a fuel
for the propulsion of motor vehicles, motor boats, or airplanes." We will
prop se a definition which we think will adequately protect the Interests of the
Federal Government, but whieh will prevent 'a widening of the application of
the tax to such commodities as industrial naphtha, fuel oil, etc.

(e) Section 603 of H.R. 7835 provides for registration of manufacturers and
filing of bond. We are in sympathy with the principle of these requirements
because we believe they would provide an excellent means of preventing tax
evasion. It should be understood at the outset that the American Petroleum
Industries Committee, and Its affiliated division and state committees, are in
entire sympathy wih and in suplN)rt of any sound plan for the prevention of
tax evasion.

1. THIO PROPOSAL TO ELIMINATE TAX-FREE SAMKS WOUi.D IMPOSE AN NJIST BUIIREN
ON TIE I'l'IROLUM INDUSTRY

(a) The elimination of tax-free .akfes would require an unjusot antd mmncee-
sar increase In fn veontorie.-As we have seen in the preceedling chapter there
is a tremendous voltiwe of petroleum products for exchange between producers.
Ordinarily, such interchange of oil or gasoline must be held in storage for long
periods before being resold, or in the case of further refined materials, before
sale of the' finished material. It may reasonably be estimated that gasoline
purchased by one producer from another is stored In the tanks of the purchas-
tng producer for a period on the average of about 2V months. Lubricating oils
are stored for an even longer period than gasoline, probably on an average as
long as 6 months. If it should be required that the tax be paid on this oil at
the time of the sale by the first producer, the investment in the industry's
inventory would be very greatly increased, running into inany millions of
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dollars. Of course, the industry can ill afford any such added strain upon its
financial resources under presmt conditions, and this additional burden should
not be imposed upon it.

In this connection, it should be mentioned that the increase in investment
in inventories would Increase personal property taxes in cases where the
inventories are stored over a period of months. Insurance costs would also
be increased by virtue of additions to insurable values of the products stored.
-The increased cost of the inclusion of the tax would make it necessary to in-
crease the credit extended to all those who now buy on a tax-free basis.
This would result in increasing the credit extension by the industry by many
millions of dollars.

(b) The vase of gasolne.-l. The very nature of gasoline makes it sus-
ceptible to losses due to shrinkage, because of temperature variations or be-
cause of losses incident to tra.nsportation, handling, evaporation, leakage,
refinery operations and fires.

Gasoline is transported by tnnk car, by tank truck, by tanker, and by pipe
line. Each of these means of transportation Involves a loss by evaporation,
by leakage, by contamination, and by fire. Losses due to these causes have
been estimated to amount to at least 2 percent and probably would be some-
what greater. We have seen the substantial storage which is necessary in the
tanks of the purchasing producer. This is another source of loss due to evap-
oration, leakage, and fire.

In support of the foregoing statement losses from handling and evaporation
assume alarming proportions as evidenced by Bureau of Mines Report of
Investigations No. 3138, of August 1931.

This report (appendix B) based on actual tests during tle summer and fall
of 1930 near Kansas City, under the ,direction of Ludwig Sehmidt and C. J.
Wilheln, Bureau of Mines engineers, in cooperation with the Stnte of Okla-
homa, states conclusions and makes findings which demonstrate that losses
from bulk plant storage tanks protected with the most modern nd approved
pressure and vacuum relief valves and vapor-tight gage hatches show loss
figures ranging from 1.4 to 3.54 percent.

These results were obtained from tests of 12.000 and 100,000 gallon bulk
storage tanks for a parlod of 41/2 uionths, May 29 to October 15. The product
was not moved during the entire period and the report points out that had
unloading and refilling been conducted during that time additional losses
of 1/4 to J : percent would have been experienced.

In conclusion the report states that the minimum storage loss of 1.4 percent
was attained only by the use of specially insulated tank housing and the appli-
cation of white paint, an uninsulated tank painted red showing the maxinmum
loss of 3.54 percent. The report further calls particular attention to the fact
that the Investigators (lid not conduct a test on the ordinary type tank such as is
being used at a vast majority of bulk stations now, a tank not equipped with
modern vapor-saving devices. That being true, the report does not reflect In
full the great difference in evaporatioil losses between these tanks and those
with modern fittings, and painted with -%vhite nonheat conducting paint.

Unless some allowance from the total taxes were permitted. to cover such
losses from shrinkage, the results would be, under the proposed legislation,
that taxes would be Imposed on a volume of gasoline which a purchasing
producer could not sell to the consuming market.

2. At the present time agreements creating a National Petroleum Agency
are being executed by companies whose runs to stills represent the greater
part of the refinery capacity of the United States. The purpose of this agency
is to purchase distress gasoline, to stabilize gasoline markets. and to maintain
the proper relationship between the price of gasoline and the price of crude
oil. This agency has received the approval of the Secretary of the Interior
and is the result of many weeks of discussion among the members of the
industry of the Petroleum Administration Board and the Petroleum Adminis-
trator. If gasoline sold to the National Petroleum Agency is subject to the
federal gasoline tax imposition, without allowance being made to the agency
for shrinkage, evaporation or loss. a double penalty will be imposed upon the
industry in its efforts and those of the Government to carry out the policy of
the present administration. In the first place the gasoline tax Imposition will
be an added investment in the gasoline inventories accumulated 'by the agency.
These inventories will be resold when, and as market conditions in the Industry
Justify. In the second place, the agency after holding the gasoline for :a period
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of many months, will not have the volume of gasoline to sell which it actually
purchased. To the extent that there is a difference between the volume pur-
ehasmel and the volume sold, there will be the equivalent of double taxation
upon tile gasoline acquired by the agency. In the event that the petroleum
agency should not be a producer, serious questions might arise as to the ability
of any subsequent purchaser of the gasoline from the agency to secure refunds
of the Federal taxes levied and collected on the gasoline purchased by the
agency and later resold.

(c) The case of lubricating oil.-An even more serious situation would arise
in the case of sales of lubricating oil under the proposed amendment than In the
case of gasoline transactions involving lubricating oils also are subject to
shrinkage and other losses inherent iil gasoline transactions, but In1 addition
they are subject to the difficulty that where unfinished oils are used in tile
manufacture of motor oils, the result is i substantial output of nontaxable
articles. For example, take the case of the Pennsylvania prmNlucer who operates
on cylinder stocks instead of crude oil. In every instance tbe unflnilsled oil
which serves as the basis of his operations would be subject to a tax on the
total volume moving out of the refinery from which he purchased the material.
But when this producer further refines the unfinished oil, as much ats from 18
to .3 percent will constitute petrolatum, or some similar nontaxable product.
A loss of some 2% percent in refining operations would also be Incurred. The
net result would be that while this producer has been compelled to pay a tax
on 100 percent of the volume roving out of the first refinery, lie in turn would
sell only from 75 to 80 percent of that volume in taxable articles. The pro-
posed amendment would quite effectually put this type of producer out of
business because he could not afford to absorb the tax on the amount of his
inbound material represented by petrolatum, or any residual nontaxable prod-
ticts, and operating losses.

There is no apparent purpose in section 603 of H.R. 7835 to permit continua-
tion of sales between producers of lubricating oil for resale without duplica-
tion of tax. At the present time provision is made in section 601 of the Reve-
tine Act of 1932, as amended by H.R. 5040. that "no tax shall be imposed
under this section upon lubricating oils sold to a manufacturer or producer of
lubricating oils for resale by lip." While section 603 of H.R. 7835 contem-
plates that refunds or credits may be allowed lit the case of sales of gasoline
for resale, no such provision Is made with rpspect to lubricating oils.

Of course, this would impose a very severe handicap upon the lubricating
oil producers and would undo entirely what was accomplished by I.R. 5040
In its amendment of section 001.

II. TIIE ADMINISTRATIVE DIFFICTLT'rF INIfERENT IN TIlE PROPOSED AMENDMENT

In the proposed legislation It Is contemplated that while the tax shall be
paid by the original producer lit the first Instance, refund or credit may be
secured where transactions actually enter the channels contemplated by sec-
tions 620 and 621 (i) (1). This procedure would involve substantial practical
difficulties In administration, not only for the petroleum industry, but for
the Bureau of Internal Revenue itself.

In order that tile matter may be clear, let us assume for purposes of
illustration tlat, one producer sells to another producer a carload of lubri-
eating oil. Let us further assume. in nccordance with the usual practice in
the industry, that the stcond producer uIrehases similar carlonlds of oil from
ether producers. In connection with en'h of thvse transactions the original
producer pays the tax. The aggregate amount of oil purchased then goes into
a common tank of the second producer. Some of this common store of oil
may be sold in the sane form in which purchased. Some way be further
manufactured into motor oils. leaving a residue of petrolatiun or other non-
taxable articles. Soine of the oil may be sold by the second producer to all
exempt agency such as a State or political subdivision, or it may be sold to
a dealer who in turn will sell to such all exempt agency.

We belieVO that it would be physically impossible in the light of the actual
sales practices in tie industry to prove, for example, that any particular part
of oil' purchased from any given original producer has gone into any given
channel of consumption. It may be, going back to our Illustration, that the
oil sold by the first producer, thence mixed with the product of other pro-
ducero in the tanks of the second producer, will find Its way into taxable
channels. But, on the other hand, it may find its way to tax-exempt agencies.
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This is a *practical difficulty which we do not believe could be overcome by
any regulations which the Bureau might prescribe. If the Bureau Is to insist
upon strict proof of the disposition of the oil before making credit or refund,
then there will inevitably be a duplicate taxation on any oil which Is exchanged
between producers prior to sale to the consuming public.

Under the existing procedure, it is unnecessary to trace each particular ship-
ment through from the first producer to one who sells to the public. It is only
navessary that each selling producer participating In any chain of sales shall
have in his files an appropriate certificate showing sale for further manufacture
or export. The essential check which the existing law provides to see that
there is nio tax evasion is a requirement that the producer who sells to the
public shall make it return of all of his sales, and pay tax on them, unless he
has appropriate certificate as to any volume which may have been sold I tax
exempt channels.

In this connection, we will suggest to the Bureau in our later discussion of
means to be taken to prevent evasion, that appropriate registration under
strict supervision ard the requirement of a reasonable bond will adequately
protect the proper revenues of the Government.

Let us take another example to indicate the difficulty of administration and
the hardships which the proposed amendment would entail. Let us assume
that a carload of gasoline is sold by producer A to producer B, thence to
producer C, who in turn sells it to the consuming public. As we would inter-
pret section 6013 of H.R. 7835, in this chain of sales it would be necessary for
each of the affected producers to pay a tax to the Government, independent of
the others. This would amount, in this case, to a payment of taxes to the
Government by all 3 producers, leaving them to an involved proof of 2
separate claims for credit. In the first place, producer C,o upon payment of
lax on the gasoline in question would file appropriate evideni e in support of
a claim for refund of such tax front producer B. Producer B in turn would
be required to file appropriate evidence with the Government indicating that
the gasoline covered by his return has been resold and tax paid under it. that
his vendee has been repaid the tax. or consented to a credit or refund In
behalf of proilucer B. Having secured credit or refund firim the Government
covering taxes paid directly by it, producer B would then be required, in order
to make itself whole of the tax passed on to it by producer A, to follow the
same procedure of proving its right to a refund from produc(,r A. Then in
turn, producer A would be required to file the necessary evidence with the
Bureau of Internal Revenue to secure the credit or refund of tax paid by It
to the Government in connection with the original sale.

It is clear that if such a procedure is enforced, to protect producers from
duplicate taxation, the industry itself will not only be put to a tremendous aid
expensive effort but the Bureau of Internal Revenue will be forced to greatly
Increase administration examination of recurrent claims for credit and refund.
far in excess of the administration efforts require under the present exemption
certificate set-up of the regulations:" '

A further objection to the proposed legislation is that It apparently would
prevent any refund or credit in connection with any shipment of lubricating
oil from one producer to another, despite the fact that according to the attirma.
tie terms of the proposed amendment, each of these producers would be
%compelled to pay a tax on the same oil. It will be observed that, under the
proposed amendment of section 617, subparagraph (e), specific provision is
made for refund or credit in connection with gasoline resold in the original
form, but no such provision is made in the proposed amendment dealing with
lubricating oil.

We have thus far dealt primarily with the difficulties of administration
from the standpoint of the industry. We should call attention to the fact that
section 603 of H.R. 7835, If adopted, would impose a very great burden of
administration upon the Bureau itself. We have seen that under the proposed
language of the amendment, each producer participating in any chain of sales
will be compelled to pay taxes and file a claim for refund or credit. It would
follow that there must be a claim for refund or credit with accompanying
proof in connection with every shipment moving into exempt channels, or
between producers. We believe that this would impose upon the Bureau a
burden of administration which could not be intelligently handled without a
very large increase in its personnel.

Even under the present procedure, which involves a relatively limited number
of claims for credit or refund, the Bureau does not make it a practice to
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inform claimants for credit as to the outcome of the Bureau's examination of
the claim, unless the claim is denied. Of course, if any general system of
credit claims is adopted, it would be essential that prompt information be given
the industry with respect to the action taken upon the claims. Otherwise, the
industry would be continuously faced with tile possibility that years after
particular shipments moved there would be demands for very large sums of
additional taxes, an( there would lie no practical way that the industry could
protect itself from such a contingency. The Bureau should also be reminded
that the new administrative procedure would necessarily Involve a new pro.
cedure for claims for credit and would require that each such claim be
subjected to a field audit.

M. THU I)EFINITION OF " GASOIJE"

Section 608 of H.R. 783 would define the term "gasoline" as including
not only those products commonly and commercially known as gasoline but
also benzol, benzene, and niplitha, as well as "amy other liquid which is
prepared, advertised, offered for sale, or sold for use as, or used as, a fuel for
te propulsion of motor vehicles, motor boats, or airplanes."

This proposed definitloln would include any liquid which In infrequent cases
might be used for the propulsion of motor vehicles but which is ordinarily
used for other purposes. For example, fuel oil is of course ordinarily used
for heating purposes. However ,under certain circumstances it is usable as
a diesel-engine fuel for boats and trucks. It Is inconceivable that the Bureau
has any purpose, by the proposed definition, to tax fuel oil.

Similarly, kerosene, gas oils, and crude oils are not ordinarily used for
the propulsion of motor vehicles, motor boats, or airplanes. However, there
are infrequent instances where all of these fuels are so used. Of course,
the language of the definition should be so restricted as to prevent widening
of the application of the tax on gasoline to fuels of this character.

We suggest the following definition of "gasoline" in lieu of that proposed
in section 003:

"The term 'gasoline' means' (A) all products commonly or commercially
known or sold as gasoline (including casinghead and natural gasoline) and
(B) all products ordinarily, practically. and commercially usable iii internal-
combustion engines for the propulsion of motor vehicles, motor boats, or
airplanes, except kerosene ,fuel oil, or gas oil."

IV. SOM OO STRhUvCIVO sUoGETIO.N8 FOR PR .TIOYq OF TAX EVASION

As we have Indicated, the 'petroleum Industry is intensely Interested, for its
own protection, in preventing tax evasion. It spends many thousands of
dollars annually in efforts to assist governmental authorities in securing pay-
ment of the taxes. It is in entire sympathy with any purpose of the Bureau
of Internal Revenue to prevent tax evasion.

We object to the proposal to eliminate tax-free sales because of the tre-
mendous hardship which elimination of these provisions o existing law would
impose upon the industry.

However, we believe that there Is merit in the ljroposild to require regis-
tration of all producers of lubricatlig oil and gasoline. We also think there
is merit in the proposed requirement that bond be furnished by such producers
in reasonable amoutl.

In addition, we think that it would be advisable to require, by regulation,
that eanh registrant definitely show that he is a bona fide producer. Tile Amer-
ican Petroleum Industries Committee would be glad to discuss with the Bureau
the ternis of such regulations.

While we agree with the bond requi'ements in principle, it is necessary
that there be some account taken of the fact that the greater part of the
petroleum industry Ns financially responsible. This suggests that any bon
requirements to be enacted into law should contemplate a niinium (of $5.000,
andi a maximum of $50,M00. Further. the produce . " should be permitted to
deposit securities of the United States In an amount satisfactory to the col-
le.tor; in lieu of the bond. if that is desired by the producer

We further volunteer the suggestion that there should be statutory pro-
vision permitting exchange of gasoline-tax information between the Federal
Govenment and the various States. Exchange of information of this sort
would serve as an effective check upon the pa vnent of taxes.
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We are persuaded that tax evasion would be effectually prevented if our
suggestions of (1) controlled registration, (2) requirements of reasonable bond
or United States security, and (3) exchange of information between the State
and Federal Governments are adopted.

APPENDIX A

PsovIsIoNs or REVENUE ACT or 1932 (As AMENDED BY H.R. 5040)
TAXATION OP GASOLINE AND LUBICoATING OIL COMPARED WITH
PiOPosvD IN H.R. 7835

PRESENT L.w

TITLE IV-MANUFACTUBERS' EXCISE
TAXES

Sno. 601. Excise taxes on certain
articles (as amended by addition of
last paragraph at (c) (1), by H.R.
5040, enacted June 16, 1933, 15 days
later).

(c) There is hereby imposed upon
the following articles sold in the
United States by the manufacturer or
producer, or Imported into the United
States, a tax at the rates hereinafter
set forth, to be paid by the manufac-
turer, producer, or importer;

(1) Lubricating oils, 4 cents a gal-
lon; but the tax on the articles de-
scribed in this paragraph shall not
apply with respect to the importation
of such articles.

Under regulations prescribed by the
Commissioner with the approval of the
Secretary, no tax shall be imposed
under this section upon lubricating oils
sold to a manufacturer or producer of
lubricating oils for resale by him, but
for the purpose of this title such ven-
dee shall be considered the manufac-
turer or producer of such lubricating
oils.

'Src. 620. Tax.free sales (as amended
by H.R. 540, see. 4, enacted June 10,
1933, effective July 1, 193).

Under regulations prescribed by the
Conmmissioner with the approval of the
Secretary, no tax under this title shall
be Imposed with respect to the sale
of any article-

(1) for use by the vendee as a ma-
terial in the manufacture or produc-
tion of, or as a component part of, an
article enumerated in this title;

(2) for resale by the vendee for
such use by his vendee, if such article
is in due course so resold;

(3) for resale by the vendee to a
State or political subdivision thereof

As AWWUNG
AMENDMENTS

PROPOSED LAW

TITLE IV-EXCISE TAXES

Sco. 608. Taxes on lubricating oil
and gasoline.

No change.

No change.

Any person to whom lubricating oils
were sold tax free under this para-
graph prior to the effective date of its
amendment by the Revenue Act of
1934, shall be considered the manu-
facturer or producer of such lubricat-
Ing oils. Every person liable for tax
under this'paragraph shall register
and file bond as provided in section
617. No sale of lubricating oil after
the effective date of the amendment of
this paragraph by the Revenue Act of
1934 shall be tax free under section
620, and no credit with respect to tax
on any such sale shall be allowed
under section 621 (a) (1).

A credit against tax under this para-
graph, or a refund, may be allowed
or made to a manufacturer or pro-
ducer with respect to the sale (after
the effective date of the amemniment
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for use In the exercise of an essential
governmental function, if such article
is in due course so resold.

For the purposes of this title the
manufacturer or producer to whom an
article is sol under paragraph (1) or
resold under paragraph (2) shall be
considered the manufacturer or pro-
ducer of such article. The provisions
of paragraphs (1) and (2) shall not
apply with respect to tires or inner
tubes or articles enumerated in section
604, relating to the tax on furs.

SEc. 621. Credits and refunds (as
amended by H.R. 5040, sec. 4, enacted
June 16, 1933, effective July 1, 1933).

(a) A credit against tax under this
title or a refund, may be allowed or
made-

(1) to a manufacturer or producer,
in the amount of any tax under this
title which hias been paid with respect
to the sale of any article (other than
a tire or inner tube) purchased by him
and used by hint as material in the
manufacture or production of, or as
a component part of, an article with
respect to which tax under this title
has been paid, or which has been sold
free of tax by virtue of section 20,
relating to sales of articles for further
manufacture.

(2) to any person who has paid tax
under this title with respect to* an
article, when the price on which the
tax was based is readjusted by reason
of return or repossession of the article
or a covering or container, or by a
bona fide discount, rebate, or allow-
ance; in the amount of that part of the
tax proportionate to the part of the
price which is refunded or credited.

(3) to a manufacturer, producer, or
importer in the amount of tax paid
by him under this title with respect to
the sale of any article to a dealer, if
the manufacturer, producer, or im-
porter has in his possession such evi-
dence as the regulations may prescribe
that (A) such article has after the
date this paragraph takes effect been
delivered by the dealer to a State or
political subdivision thereof for use In
the exercise of an essential govern-
mental function and (B) the manu-
facturer, producer, or importer has re-
paid or agreed to repay the amount of
such tax to the dealer or has obtained
the consent of the dealer to the allow-
ance of the credit or refund.

(b) Credit or refund under subsec-
tion (a') shall be allowed or made only
upon compliance with regulations pre-
scribed by the Commissioner with the
approval of the Secretary.

of this section by the Revenue Act of
1934) of lubricating oils if the manu-
facturer or producer has in his posses.
sion such evidence as the regulations
may prescribe (1) that such lubricat-
Ing oils have been used by any other
person in the manufacture or produc-
tion of any article upon which tax
has been paid under this title and (2)
the manufacturer or producer has re-
paid or agreed to repay the amount
of such tax to such person or has ob-
tained the written consent of his ven-
dee to the allowance of such credit or
refund.

No change.

No change.

No chan&
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(c) In no ease shall interest be al-
lowed with respect to any amount of
tax under this title credited or re-
funded.

(d) No overpayment of tax under
this title shall be credited or re-
funded (otherwise than under subsec-
tion (a) (1), in pursuance of a court
decision or otherwise, unless the per-
son who paid the tax establishes, in
accordance with regulations prescribed
by the commissioner with the approval'
of the Secretary, (1) that he has not
included the tax in the price ot the
article with respect to which it was
imposed, or collected the amount of
tax from the vendee. or (2) that he
has repaid the amount of the tax to
the ultimate purchaser of the article
or unless lie files with the ('Commis-
.soner written consent of such ulti-
mate purchaser to the allowance of the
credit or refund.
Sw. 617. Tax on gasoline.

(a) There is hereby imposed on
gasoline sold by the Importer thereof
or by a producer of gasoline, a tax of
1 cent a gallon, except that under
regulations prescribed by the Com-
missioner with the approval of the
Secretary the tax shall not apply in
the case of sales to a producer of
gasoline.

(b) If a producer or importer uses
(otherwise than in the production of

gasoline) gasoline sold to him free of
tax. or produced or Imported by him.
such use shall for the purposes of
this title be considered a sale.

(e) As used in this section-
(1) The term "producer" includes

a refiner, compounder. or blender, and
a dealer selling gasoline exclusively to
producers of gasoline, as well as. a.
producer.

(2) The terni "gasoline" means
'gusollne. benzol, and any other liquid
the chief use of which is as a fuel for
the propulsion of motor vehicles,
motor boats. or aeroplanes.

No change.

No change.

Sw. 017. Tax on gasoline.
(a) There is hereby Imposed on

gasoline sold by the producer or Im-
porter thereof, or by any producer of
gasoline, a tax of 1 cent a gallon.

(b) If a producer or importer uses
(otherwise than In the production of
gasoline) gasoline produced or im-
ported by him such use shall for the
purpose of this title be considered a
sale.

(c) As used In this section-
(1) The term "producer" includes

only producers, refiners, compounders,
and blenders; but any person who
purchased gasoline free of tax under
this section prior to the effective date
of its amendment by the Revenue Act
of 1934 shall be considered the, pro-
ducer of such gasoline.

(2) The term "gasoline" means
(A) all products commonly or com-
mercially known or sold as gasoline
( including casinghead and natural
gasoline), benzol, benzene, or naphtha,
regardless of their classification or
uses; and (B) any other liquid whicli
is prepared, advertised, offered for
sale, or sold for use as, or used as, a
fuel for the propulsion of motor vehi-
cles. motor boats, or airplanes.

(d) No sale of gasoline after the
effective date of the amendment of
this section by the Revenue Act of
1)34 shall be tax-free under section
620 and no credit with respect to 'lax
on any such sale shall be allowed
under section 621 (a) (1).

Mu4
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(e) A credit against tax under this

section, or a refund, may be allowed
or made to a producer or importer In
the amount of tax paid by him under
this section with respect to the sale
(after the effective date of the amend-
weat of this section by the Revenue
Act of 1934) of gasoline if the pro-
ducer or Importer has in his posses-
sion such evidence as the regulations
may pre-crlbe establishing that (1)
such gasoline (A) hits been used by
any other person as material iti the
manufacture or production of, or as a
component part of, any article upon
which tax has been paid under this
title or (B) has been resold and tax
under this section paid on such re-
sale or (C) (in the case of benzol
only) was sold for use and used
otherwise than as a fuel for the pro-
pulsion of motor vehicles, motor
boats, or airplanes, and (2) the pro.
ducer or importer has repaid or
agreed to repay the amount of such
tax to his vendee or has obtained the
written consent of such vendee to the
allowance of the credit or refund.

(f) Every person subject to tax
under this section or section 601 (e)
(1) shall, within 30 days after the
enactment of the Revenue Act of 1934,
or before commencing business, regis.
ter with the collector for the district
In which is located lis principal place
of business or, if he has no principal
place of business in the United States,
with the collector at Baltimore, Mary-
land, and shall give a bond, to be ap-
proved by such collector, corfditioned
that he shall not engage in any at-
tempt, by himself or by collusion with
others, to defraud the United States
of any tax under such sections; that
be shall render truly and completely
all returns, statements, and inventories
required by law or regulations in pur-
suance thereof and shall pay all taxes
due under such sections; that when-
ever his sales for any month exceed
or are likely to exceed the amount
upon which the sun of such bond was
based he shall Immediately give notice
thereof to such collector; and that he
shall comply with all requirements of
law and regulations In pursuance
thereof with respect to tax under such
sections. Such bond hall be in suel
sum as the collector may require in
accordance with regulations prescribed
by the Commissioner with the approval
of the- Secretary, but not less than
$2.000. The collector may from time
to time require new or additional
bond in accordance with this section.
Every person who incurs any liability
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for tax under this section or section
601 (c) (1) after 30 days after the
enactment of the Revenue Act of 1934,
without first registering and giving
bond as required by this subsection,
shall upon conviction thereof be fined
nqt more than $5,000 or imprisoned
not more than five years, or both. to-
gether with the costs of prosecution.

So. 630. Exemption from tax on cer-
tain supplies for vessels (as added toy
H.R. 5040. enacted June 16, 1933, ef-
fective July 1, 1933, 15 days later).

Under regulations prescribed by the
Commissioner, with the approval of
the Secretary, no tax under this title
shall be imposed upon any article sold
for use as fuel supplies, ships' stores,
sea stores, or legitimate equipment on
vessels of war of the United states or
of any foreign nation, vessels em-
ployed in tile fisheries or in the whal-
ing business, or actually engaged in No change.
foreign trade or trade between the
Atlantle and Pacific ports of the
United States or between the Un'ted
States and any of its possessions. Ar-
ticles manufactured or produced with
the use of articles ulm the Importa-
tion of which tax has been paid under
this title, if laden for use as supplies
on such vessels, shall le held to lie
exported for the purposes of section
601 (b).

STATEMENT OF 3. P. KERR, REPRESENTING THE ASSOCIATION
OF DRAINAGE AND LEVEE DISTRICTS OF ILLINOIS, VERSAILLES,
ILL.

Mr. KERR. Mr. Chairman. I would like to say a word to this
committee in reference to the tax that is imposed by Congress and
the Government upon lubricating oil and gas, which the farmer must
use in the production of his crop. Personally, I am a "dirt farmer."
I jive on a farm in the heart of Illinois, and while we realize that
the gas tax is a burden, yet we are not yet in a position'to contend
against it, because these taxes are more or less necessary; but this
extra cent on gas which the farmer must use with which to produce
his crop, and the 4 cents that lie must pay on his lubricating oil,
seems to us is a burden that is not justified from any point of view,
and to illustrate my point I take the case of my son, who was
farming last year. He had to borrow $300 from the Farm Credit
Administration in order to enable him to operate. He had to pay
back $70 of the money in taxes on his gas and on his lubricating
oil. And if you would be able to do It. and just how we are going
to come out of it, we do not know. but this is one general effect
that this tax is having upon the farmers as I see it, in my neigh-
borhood.

Senator GEORGE. Do you mean that $70 was paid in Federal tax or
all taxes?
Mr. KERR. No, Federal taxes.



TAX ON OASOLINE 507

Senator GEORGE. Federal taxes.
Mr. KERR. Through gasoline tax and lubricating oil alone; those

two items.
Senator GEORGE. Just those two items?
Mr. KERR. Those two items.
Senator BYRD. Mr. Kerr, does Illinois give a refund?
Mr. KERR. They give a refund on th6 gas that we use for agri-

cultural purposes of 3 cents, but this tax is not refunded.
Senator BYRD. Does practically every State make a refund?
Mr. KERR. Yes; that is true.
Senator BYRD. he Federal tax is not refunded?
Senator GORE. What is the Illinois tax on gasoline?
Mr. KER . Three cents.
Senator Goiw. That is the State tax?
Mr. KERR. Yes, sir.
Senator GORE. Do you know how much of this $70 is assigned to

lubricating oil and how much to gasoline?
Mr. KERR. Approximately $60 was for gas, and the $10 was for

lubricating oil.
Senator GORE. Then the State tax on his gasoline would have been

about $180?
Mr. KERR. It would have been 3 cents a gallon, on approximately

6,000 gallons used in his farm operations. This is not the only seri-
ous phase of this subject. The farmers of Illinois, of course like all
other farmers, are driven to the wall, and they cannot see daylight.
They are seeking to use every possible means to economize, and in
this respect now they are resorting to cheaper fuels, and they are
buying cheaper lubricating oifs, both of which are disastrous in effect
upon their tractors and upon their machinery. I felt I had a right
to appeal to you as a user of these products and as a payer of these
taxes, believiiig that it is a gross injustice andthe "last straw" that
is breaking our backs.

The CHAIRMAN. Well, we thank you very much, Mr. Kerr, for your
statement.

Mr. FAYET rE B. Dow. Mr. Chairman, Mr. Chester Gray of the
American Farm Bureau Federation, would like to file a statement
on the gasoline and lubricating oil tax. (See p. 113.)

The CHAIRMAN. Very well; he has that right.
Mr. Dow. He expects to file it today.
The CHAIRMAN. Mr. Thomas P. Henry, president of the American

Automobile Association, desires to file a brief upon the gasoline tax.
That will be filed and included in the record.

BRIEF OF THOMAS P. HENRY, OF DETROIT, MICH., PRESIDENT
OF THE AMERICAN AUTOMOBILE ASSOCIATION, URGING
REPEAL OF FEDERAL GASOLINE TAX AND OTHER FEDERAL
LEVIES ON HIGHWAY TRANSPORT
I come before you today to reiterate once again the unalterable opposition

of the American Automobile Association and its affiliated motor clubs through-
out the United States to the series of special motor excise ttxes that are now
imposed on highway transport.

In previous appearances before your honorable committee, the re:lsons for
this attitude on our part were fully set forth. So that it Is hardly necessitry for
me to dwell on these reasons at length at this time. Suffice It to say that we
have contended and do now contend that these taxes fire unsound in principle
and (liscriniinatory in character.
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Every month that has passed since those taxes were first imposed has
demonstrated that they seriously affect car ownership and operation, at the
same time that they retard recovery because of their very detrimental effect
on the automobile industry, particularly from the standpoint of employment.

With your permission, however. I will direct my remarks today to the amend-
went introduced by Senator ('aplier, of Kansas, providing for the repeal forth.
with of the 1-cent Federal tax on gasoline. While constituting only one of the
automotive taxes, it is by far the most serious of them front the standpoint
of the individual car owner, particularly the man who is hard pressed to
keep his automobile in operation from day to day.

When the Federal gasoline tax wits included lit the Revenue Act of 1982, at
majority of the Members of both Houses (of Congress frankly admitted that
only an emergency confronting the Treasury would justify such a levy. No
attempt was made to justify it on tany other groutid than that of sheer neces-
sity and expediency. Certainly there were few that undertook to Justify it
on the ground that it wits suitablee in itself or that it had any relation to
ability to pay. In adopting it. every assurance was given to motor vehicle
owners that it would be repeated Just as soon it-, other sources of revenue
became available.

In this connection. I want to call your most particular attention to your own
report no. 58 submitted on May 1, 1933, to the United States Senate. In coll-
nection with tile decision of the committee to extend this particular tax hieyorad
the original 1-year period stipulated in the Revenue Act of 1932, you hid this
to say: " Your committee is of the opinion that the gasoline tax should he
reserved to the States after June 30, 1934."

lit so advocating, the coimlittee clearly recognized the wisdoma (if such it
policy. And yet the life of the tax wias thereafter extended atnd this lih spite
of the fact that the revenue nePods of the various States and the burdens on1 tMe
car owners increased, rather than diminished, during this petihd.

It would be very hard indeed, gentlemen. to cite it Federal tax that has ltecul
niore uniformly condemned by business. industry, anl agriculture, throughout
the United States. No less than eight State legislatures have memorialized
Congress urging its repeal. In view of this widespread sentlimelt and the gen-
eral admission that the Federal Governmtent hats no phlce in this overexploited
field of taxation, it Is difficult to utnderstluld why it is Ileing coltilnued in the
national tax structure from year to year.

We as an association are deeply appreciative of the heavy commitments that
it has been necessary for tile Governmient to make in order to carry out tile
recovery program. These eominittments, however, are no justiflcation what-
ever for this type of tax. General governmental activities should be financed
through general taxation and with this in anind. we have consistently advo-
cated a general sales tax on manufactured products, with legitimate exemptions
for necessities, such as food, clothing, and iaedicine, in preference to this and
kindred levies. 1" "

To summa rize our objections, let me 6ay:
First. We believe that the Federal gaisoline tax constitutes an unwarranted

additional burden on motor transport which is already highly overtaxed.
Second. We believe that the tax Is based on expediency and the ease with

which it is collected rather than on equity and sounl business considerations.
Third. We believe that the entry of the Federal Government into tills field

has further entrenched Ia the tax system of the Nation the evils accruing from
duplication and triplication of taxes.

Fourth. We contend that in levying a gasoline tax for general purposes, the
Federal Government has violated tile only principle of justice that underlay
this tax when the States enacted it, namely, that is should be used for road
purposes alone. The Federal Government has thus placed the seal of its
approval on diversion of special motor vehicle revenue, which is today
threatening the whole motor tax structure of the Nation.

Fifth. We believe that in pyranilding the rate of this tax, the Federal Gov-
ernment las materially contributed to the diminishing returns from it that are
already blooming apparent.

Sixth. We are convinced that the increase in the tax rate fans greatly added
to the motive for evasion amd to that extent has given Impetus to gasoline
racketeering. Congress, itself, recognized this, since within a few days of th¢
passage of the Revenue Act of 1932 a bill, designed to prevent evasion of the
tax, was introduce(].
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Seventh. We believe that continuation of it from year to year will
strengthen the desire and the temptation to convert it into a general and
permanent source of Federal revenue.

Eighth. At a time when the credit and revenue resources of the States
have about reached the breaking point, the collection of this tAx by the
Federal Government Jeopardizes the standing of $1,000,000,000 of road bonds
Issued by the States and subdivisions thereof, and predicated on future gasoline
tax returns.

sqinth. Partly from necessity and partly from policy, the State highway
department are more and more taking over the secondary road systems of
tie States and their ability to take care of these increasing obligations hinges
on revenue from motor taxes and particularly from the gasoline tax.

Ili conclusion, I would like to call the attention of the members of the
committee to some salient facts in connection with motor taxation.

In 1933, the total motor tax bill soared to a new all-time high of approxi-
mately $180,000,000. This was roughly $180,000,000, or 15 percent more than
was paid by motorists in 1930. Of the 1933 total, Federal taxes accounted
for one fourth of the total, or approximately $257,000,000.

The steady rise in the tax burden imposed on car owners has, of course,
imposed new hardships on the average motorist. On the basis of the approxi-
mate total motor tax bill cited above, the average motor vehicle was taxed
$50.47, an increase of $12.75, or 33.8 percent, since 1030.

This current rate means that the average ffiotor-vehicle (witer annually pays
26.7 percent of the average value of his property in taxes. In tile course of 7
years, the average life of a vehicle, lie pays 180.9 percent of the value of his
property in taxes.

While taxes have increased, registrations have deilned. During the 3-year
period, 1930 to 1933, Inclusive, the number of registered motor vehicles has
declined from a peak total of 26.1545,281. to around 23..000. a drop of
nearly 12 per cent. Registration trends during 1932, as compared to 1931.
were particuhlarly significant. Only one State, Washington, had al increase
and this amounted to but 6 percent, and in four of these it was more than 15
percent. Arkansas had 24.5 percent fewer vehicles registered Iin 1932 thia in
1931, Mississippi had 18.8 perecent-less and South Dakotta. 16.1 percent less.

Seriously concerned over the downward tretd in the nuiltber of registered
vehicles, and the prospect of greatly deeretased inotor-tax rewnue, no less th1i111
15 States have reduced registration fees. It is particularly signitflalt that
in several of these, including States which have suffered as niueh as any
others from the ill effects of the depression, registration increases have followed
reductions in license-plate costs.

I trust that your honorable committee will see fit to give consideration to
these things as well as to the indefensible character of the levy itself when
the time comes to act on the amendment offered by the distinguislel Senator
from Kansas. Thank you.

The CHAIRIMAN. Mr. Simpson, I understood that you wanted to
put a resolution in the record.

Mr. SIMPSON. I will be about 3 minutes, Mr. Chairman and mem-
bers of the committee.

The CHAIRMAN. Give your name and whom you represent.

STATEMENT OF JOHN A. SIMPSON, PRESIDENT NATIONAL
FARMERS' UNION

Mr. SimPSON. I am also authorized to speak for the National
Grange. Mr. Brenckman is in the room and asked me to do that.

In our annual convention of the National Farmers' Union last
November,'-on the subject of gasoline tax, this tesolution was unani-
mously passed:

Farmers are the largest purchasers of gasoline of hny group, and the largest
payers of gasoline taxes. We are opposed to the Federal tax on gasoline and
to the diversion of tax funds raised by the various States from road building
and maintenance purposes.
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Farmers are being eliminated from the use of motor-driven ma-
chinery and vehicles on account of excessive taxes on gasoline. I
have looked up for the last 3 years and find that in the purely
agricultural States the consumption of gasoline has declined and de.
clined each year until in some of those States it is a 25 percent
-decline.

We do feel that from another standpoint the Federal Government
should not tax gasoline, and that is that the most of our highways
so far as the States are concerned, the gasoline taxes have 'been
pledged to pay the bonds and expenses of those highways. We like
to be modern and we like to.use gasoline. That is one of the things
that is necessary to be modern out on the farm, and we would
like to have the gasoline tax eliminated.

The only other thing I want in the recc)rd, the Farmers Union
approves the statement made by the Grange yesterday before your
committee of the 5-cent tax on foreign oils and fats.

Senator BARKLEY. I saw a statement in the paper yesterday Mr.
Simpson, claiming that because of the cost of machinery and the
expense of operating machinery on the farms, farmers are drifting
back toward the horse. Do you know whether that is so? Or to
what extent it is true?

Mr. SimPsoN.. It is true to some extent and gasoline taxes are one
of the things that is driving us back to the old way.

Senator CONNALLY. The mule comes in there, too.
Mr. SImPsoN. The mule is a necessary equipment on the farm.

[Laughter.]
MOTOR CLU1 OF IOWA,

Des Moinca, lowt, March 1, 193/.
UNITED STATES SENATE FINANCE COMMITTI,

Senate Offtee BuLldIn, Vashiigton, D.C.
Attention: Senator Pat Harrison, Chairman.

GENT EMEN: Because they are unable to have a personal representative to
voice their objections to the Federal gasoline tax, the boards of directors of
the American Automobile Association Motor Clubs of Iowa have requested
us to send you this communication. They hope that it will receive your careful
attention.

We believe that the Federal jeasoline tax should be discontinued because
it is unfair.

1. In that it imposes upon the users'of one kind of transportation a special
and discriminatory tax.

2. The amount collected from citizens has no relation to their ability to pay,
the burden ofter bearing heaviest upon those who are least able to pay the
tax.

S. It Imposes a special tax upon motorists for the use of government-owned
property (highways) purchased, built, and maintained from other taxes col-
lected from the motorists.

We believe that the continuation of this tax is unwise:
1. Because the motorists as a group have acquiesced to the heaviest taxation

upon any necessity in order to have the above roads. The imposition of the
additional Federal tax in many States including Iowa brings into effect the
law of diminishing returns to such an extent that special legislation has been
necessary and may again be necessary to protect the holders of road bonds
which have been issued in this State.

2. Because it departs from the theory that gasoline taxes should be used
for highway construction. Motorists have acquiesced to extraordinarily heavy
taxes because the proceeds of the taxes were coming back to them in the form
of hard roads. The collection of taxes upon this necessity and the use of
those collections for purposes other than highway construction by the Federal
Government has set an example of diversion which the States are following
to an unprecedented extent.
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3. We further believe this tax t(; be unwise because it imposes an additional
burden uponi the one industry (next to agriculture) whose revival would do
most to restore prosperity to this country.

Hoping that your committee will give serious consideration to these sugges-
tions, we are

Very truly yours,
Motor Club of Iowa, It. E. Rhoades, manager; Eastern Iowa Motor

Clubs, Jos. Wagner, president; Southeast Iowa BMotor Club, W.
P. Cusack, manager; Dubuque Automobile Club, G. J. Timmer.
man, president; Cedar Rapids Automobile Club, Ellsworth
Palmer, manager; Sioux City Automobile Club, Julia Shaw,
manager.

THr. APPALACHIAN WAY A0so7!ATION
C'0winnati, Ohio, March 10, 19/Od.

Hon. PAT HADRISON,
Senate Finaiwe Committee, Washngton, D.C.

DAR SI:NAToR: In regard to the pending revenue bill which includes the
retnactment of the Federal gasoline tax, I would like to present the following
views:

The field of taxation on gasoline has been already preempted by the various
States; in Ohio 4 cents is collected its State tax.

The cost of producing gasoline is a little less than 3 cents a gallhn (2.06
cents in Tulsa), yet this same gasoline on reaching Ohio has to meet that 4-
cent tax, as well as paying a transportation cost of 3.25 cents to get it here.
So that we have an article costing 3 cents that lands in Ohio with a cost to the
wholesale dealer of 10.21 without your Federal tax, and if that is reenacted
the cost to lay gasoline in Cincinnati becomes 11.71 cents per gallon wholesale
and it is a 3-cent article.

To use this gasoline every auto has had to pay a license fee first, a fee that
runs from $4 to $48 for a "personal" car up to as high as $400 for a "com-
mercial vehicle." This is a privilege tax, for tile privilege of using an auto,
yet it cannot be used without gasoline, with the above high taxes.

Do you know any other general commodity that bears such high taxes?
Whatever the requirements for our Federal Government may be, they should

be met with more fairness in distributing that requirenient over all the gen.
eral commodities. Gasoline-driven automobiles are not now a luxury; they
are either a liability or a necessity, and as there are enough of them in use
to make about one to each and-every family, it must be a necessity. Certainly,
they give employment to a viry large number of citizens, and taxes that run
from 50 percent up to 250 percent are not being assessed on any other necessity.

We trust that the present tax by the States will be sufficient.
Yours very truly,

WM. T. CALUmW , Mmiage.

TAX ON CANDY

STATEMENT OF WILLIAM F. HEDE, REPRESENTING NATIONAL
CONFECTIONERS' ASSOCIATION

Mr. HEImE. My name is William F. Heide, associated with Henry
Heide, Inc., for 38 years. I represent the National Confectioners'
Association (-f the United States, a trade association in existence for
more than 50 yearn. The association represents 50 percent of the
number, and 80 percent of the volume of all production manufac-
tured confectionery in the United States.

Eighty-seven percent of all candies sold to the consumer is in units
of pennies, nickels, and dimes.

The average wholesale selling price of all candy during the year
1933 was approximately 13 cents per pound.

4693234- 33
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The low price that candy is sold for by the manufacturer makes
it impossible for the manufacturer to pass the tax on and-it must be
absorbed by the manufacturer.

The CHAIRMAN. Were you before the committee the last time when
we wrote this law?

Mr. HEIDE. Yes, sir; Senator.
The CHAIRMAN. Why don't you change your poliev Why don't

you bring some nice candies in hereI [Iaughter.]
Mr. HIt)i. If I thought that v,ouenjoyed that candy. it would be

a privilege and a pleasure to send you some of it. I will hold yoh to,
that, Senator. And Senator Gore, you will get two boxes, one for
Mrs. Gore and one for the daughter. [Laughter.]

Senator Goa,. I hope then that you are still making good candy.
Mr. HEIDE. Better titan ever.
Senator GomuE. W'e could not take your word for it, though.

[Laughter.]
Mr. Hmim. I will try to prove it.
The number of failures in the candy industry front January

1931 to October 31, 1933, totaled 1,617, with total liabilities of
$19,648,275.

Competitive products, such as chocolate-covered cakes ard
craelers, sweet crackers, sugar-coated crackers and cakes, pastries
an( pies, choxolate-covered ice cream bars, ice cream cones, glace
fruits, plain and salted nuts, dried fruits, such as dates, figs, raisins,
and prunes in packages or in bulk, all kinds of fresh fruit which are
highly competitive with the candy industry, are not subject to a tax.
Candy is as much of a food as any of the above-mentioned sweet
foods and was so regarded by the Ways and Means Comnmittee when
they proposed the sales tax to the flouse in April 1932. At that
time when the House failed to recognize a manufacturer's sales tax,
and t new bill was hurriedly drawn up, candy was among those items
proposed for taxation. Subsequently, it was my privelege to appear
before this committee and from arrangements submitted, the tax
was voted out, but on the insistence from one of the members of your
committee, who objected to the removal of the tax, a 2-percent tax
was restored when the bill was presented on the Senate floor.

In the brief submitted by me at the Senate iinanIce Committee
hearing in the year 1931, 260 manufacturers, doing a volume of
$140,199,693.37 worth of business with $104,506,000 capital invested,
showed a loss of $1,373,346.32. I ant firmly convinced that greater
losses were sustained in the industry during the years 1932 anid 1933
and I am certain that the 2 percent tax was chiefly paid out of
principal or capital investment.

Manufacturing confectioners are desirous to cooperate and carry
out the President's Recovery Program, anl are cooperating. TOO
N.R.A. adds to costs the same as costs of other industries. 11te tax
added to increased costs adds more grief to the industry and is, in
effect, a further tax on capital invested. If Congress passes favor-
ably on the present sugar bill the industry will be faced with an
additional processing tax of at least 50 cents per 100 pounds on sugar
and an equal tax, if not more, on corn sirup.

The excise tax has always been unfair as against competitive foods
not taxed. If the industry is to survive in these days of mounting
costs it must be relieved of this discriminatory tax.

512



TAX ON CANDY

The tax was put on to last f~r 2 years, to expire June 30, 1934. but
was continued for a year, prior to repeal. Now that revenue from
liquor taxes has been restored, we submit in all fairness that the
candy tax should be repealed. The revenue raised from. the 2 per-
cent tax on candy during the fiscal year ending June 30, 1933,
amounted to $3,628,443.24, a very small amount of revenue indeed.
but a great hardship on the confectionery industry.

Senator Rz!t. Would you favor a general manufacturers' sales
taxI

Mr. HEm . Senator Reed, I favor any tax that is equitable to
industry as a whole.

Senator REED. That would be, wouldn't it?
Mr. HEIDE. Yes; I would say it would be.
Senator REP. It has been very successful down in the State of

Mississippi.
The CHAIRMAN. Mississippi's tax is not a manufacturers tax. You

would prefer not to have either one of these taxes, wouldn't you?
Mr. HeiDE. Senator Harrison, I will say for myself that I am in

favor-I know the Government needs revenue-I am in favor of
putting any tax on that Congress should decide upon which puts in
a fair competitive position such items as are competitive with our
industry.

Senator GORE. How many manufacturers of candy are there in the
United States now?

Mr. HEIDE. 1 would say, Senator Gore, there are about 1,200 that
have a volume of $50,00 or more. Wholesale manufacturers.

Senator Gone. How many'do you say failed last year?
Mr. HEIDE. This includes th, wholeiale distributors, and I would

say between the manufacturers and the wholesale distributors there
are between 8.000 anti 9,000. The e aet number I do not know. And
there were 1,640 odd.

Senator Gone. Out of the total, who failed.
Mr. liTIDE. Yes, sir. -
In conclusion, I may say that we make the appeal to you to give

what I have laid before you your favorable consideration to take it
out at the earliest possible opljortunity.

Senator Gone. '1he point is that this tax is a dead weight on the
industry and is a discrimination in favor of its competitors.

Mr. HEDE. It is, Senator Gore. There is no question about it. It
puts all of those other food and sweets industries that are in competi-
tion with our industry, at a decided advantage.

I would like also to file a brief for the Association of Cocoa and
Chocolate Manufacturers.

The CHAIRNMAN. Very well.
(The brief referred io is as follows:)

BRIEF SUBMITTED ON BEHALF OF THE ASSOCIATION OF COCOA
AND CHOCOLATE MANUFACTURERS BY W. PARKER JONES, 801
UNION TRUST BUILDING, WASHINGTON, DWC.

iEASONR WIlY TIl10 EXCISE TAX 0110TbD DW ,EMOVYI FROM C1IOCOLATR

1. Chocolate Is not at more coufwlIon or luxury but Is a highly valuable food
product. While it Is attractive to the lialate it Is not eaten as a inere cou-
fee ion-it Is eaten to satisfy the appetite.

513
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2. At least 95 percent of all the chocolate subject to the existing excise tax Is
sold in units costing the consumer 10 cents or less. At least 95 percent of it
goes to working people of small means.

3. Chocolate is a large user of farm products. The American chocolate
industry consumes annually about 175,000,000 pounds of sugar, milk and milk
products equivalent to about 130,000,000 quarts of milk, several million pX)unds
of butter, and large quantities of Southern-grown peanuts and CaliforniaMlmonds.

4. The tax 411 chocolate is unfair and discriminatory because products compet-
Ing directly with chocolate are not taxed. This applies especially to the
chocolate-covered biscuits and confectimm of various sorts put out by biscult
and baking companies.

5. The excise tax is simply another name for a sales tax which is abhorrent
in connection with food products of ally sort. Chocolate pays the tax because
the law imposes a 2-percent excie tax en "candy ", and the Treasury Depart-
ment rules that chocolate, which is customarily sold through the same outlets
through which candy is sold, is candy. Either chocolate should be exempt from
the tax on candy or the tax on cmidy should be removed. The arguments in
favor of removing the tax from chocolate apply to candy. By far the greater
bulk of candy is sold in small units to working people and people of small
neans. l'he expensive gift packages represent a very small proportion of the
total output of candy.

A study of confectionery distribution by the Department of Commnerce cover-
ing the years 1931 and 1932' shows that 90 percent of all confectioneryT and
chocolate goes to the consutier in penny plCt,4 or 5 cent bars, or bulk at more
than $1 per Imund represented In those years less than, 2 percent, tile balance
of 8 percent representing package candies selling for less tian $1 per Iound oll
retail.

TAX ON NONBEVERAGE ALCOHOL

STATEMENT OF H. B. THOMPSON, WASHINGTON, D.C., REPRE-
SENTING THE PROPRIETARY ASSOCIATION, DISCUSSING
ALCOHOL TAX REDUCTION

Mr. THoMPsON. I am suggesting to this committee, an amendment
to the present alcohol liquor taxing law.

Senator CoUzENs. There is no change in the present bill, is there,
over the existing law?

Mr. TtoMrPsox. I am asking no change in the bill except to add a
new section.

Senator CouzENs. For a reduction?
Mr. THOMPSON. For a reduction. I am suggesting that a new sec.

tion be added to section 606. Without taking time to read the sec-
"tion, the amendment which I am suggesting leaves the present tax of
$1.10 a proof-gallon upon all spirits, and except those which are
intended for use, for sale of beverage purposes, or for use in the
manufacture or production of any article used and intended for use
as a beverage.

The CHARMAN. Now, Mr. Thompson, we have hd this matter
before us a good many times. The question of revenue is not so much
involved, because you want this in connection with the alcohol that
goes into proprietary medicines?

Mr. THOMPSON. Not only that, but generally.
Senator GEORGE. Industrial alcohol?
Mr. TnoMPsox. Alcohol that goes into the arts and industries.
Senator GEORGE. Industrial alcohol?
Mr. THOMPSOn'. All industrial alcohol.
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The CHAIRMAN. Now, would it be hard to administer, in your opin.

ion I The experts say it is very difficult to administer.
Mr. THOMPSON. 'Not at all, because it has been a traditional policy

of the Congress of the United States, insofar as they could do so,
to make a distinction between them. In the Seventy-third Congress
of the United States, at the first session, there was a provision written
into the bill that it should not apply to the use of alcohol by drug-
gists, chemists, and physicians, in the manufacture of medicines. I
am referring particularly to medicines, but not asking that this be
limited to medicines.

In the act of 1918, the American Congress took that matter into
consideration and provided for a differential tax. They raised the
tax then from $1.10 to $2.20 a proof-gallon, and provided for a. dif-
ferential tax of $4.20 when it diverted to beverage, purposes.

They had no difficulty in administering it at that time.
The CHAIRMAN. That was when?
Mr. THOMPsON. In 1918. It followed the enactment of the act

passed which provided that 1 month after its passage no food
or food material might be used in the manufacture of distilled spirits
for beverage purposes and that was followed by the enactment of
the Revenue Act whicil nmade provision for the differential.

Senator CouzEs. That has caused the Department more trouble
than any one thing.

Mr. THOMPSON. It did? I have not so understood it. I had felt
that this matter ought to be approached from this standpoint. The
Government does now exact a tax on all alcohol used in industry,
which has been denatured., They have recognized its use. Then
there is the beverage interest. and1 then there is the manufacturing
interest where pure alcohol has been required.

Senator CoxzErs. After it is denatured, it is not so difficult to
handle.

Mr. TnoMPsox. It has been recooked and recooked. That has
been the experience throughout this period that it was just about as
difficult to handle as in any other way. here were many, a great
many, recooking stills in the United States that were producing ille-
gitimately, alcohol for beverage purpose. A great many were shown
by the prohibition department report. Frankly I have grave doubt
in my own mind-I do not expect that this committee will entirely
be aected by my view-that the raise in the tax from $1.10 to .$2
will operate successfully for the benefit of the revenues. The history
of the country has been against that.

Senator GEOOE. Some of us on the committee had grave doubts.
Mr. THOMPSON. Yes, sir. Will you permit me Just to refer to

one item here? In 1894, in the United States Senate, Senator
Allison, in the Twenty-sixth Congressional Record, page 6941, said:

Distilled spirits are recognized and have been recognized in our laws as
a proper subject of.taxation and we tax them anid have taxed them In the
past, at what might be called tile revenue point, that is the levying such
taxes as would yield the largest revenue.

I remelYer very well when in 1866 we taxed distilled spirits $2 a gallon,
that under that law in 1868 we received in revenue about $14.000,000 only.
In 1868 we changed the entire system of levying the tax upon distilled spirits,
first by preparing the system of stamps whicl now prevails and, secondly, by
preparing a certain amount of tax to be paid at the distillery an(d also an
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additional *amount of tax to be paid as the distilled spirits were distributed
and finally reached the consumer.

If I recall aright, the tax at the distillery was 50 cpnts a gallon. This
with the tax of the wholesale and the retail dealer and the tax the recti-
fier of spirits had was so much a gallon. Thus by this combination of taxes
we provided about 75 cents a gallon as the tax to be paid by the consumers
of the country.
, In the the first year, when the tax was $2 a gallon, we only raled $14,000,000.

Under the new law, with the tax lower and distributed in the way I have
stated, we were able to secure, I think, about $42,000,000.

In other words, the reduction of the tax upon distilled spirits
resulted in an increase in the amount of revenue in about the inverse
ratio as the diminishing of the tax.

In the meantime, as you gefitlemen know, there has been an organ-
i nation in this country of illegitimate industries which have so far
proceeded that they certainly will be prodded, if you please, to exer-
cise their ingenuity in preparing new forms of evading the tax when

ou are proposing a tax of $3.71 on a wine gallon. As it is now you
have about $2.11 a wine gallon, and we do not ask a reduction under
the present $1.10, which I think is as high as the traffic will properly
bear. You add to that now 90 cents and raise that tax to $3.71 a
wine gallon, and you have certainly made an enducement for the
illegitimate distributor to do as they did back at the time that Sena-
tor Allison referred to and probably reduce your revenue;

The CHAIRMAN. Wili You make a constructive suggestion in the
form of an amendment for the record?

Mr. THOMPSON. I have it in the form of an amendment and I also
had prepared here for the use of the committee, a digest of all the
laws in the United States up and until 1926. It does not include the
Act of 1926, nor the taxing act which was enacted by Congress in
January of this year, and I shall be happy if I may leave these with
the stenographer to go into the record.

(The suggested amendment is as follows:)
Amend H.R. 7835 as follows:
After section 600 add a now section to read as follows:
Section 2 of the Liquor Tax Act of 1984 is amended to read as follows:

Section 2. Paragraphs (8) and (4) of subdivision (a) of section 600 of the
Revenue Act of 1918, as amended, (relating to the tax on distilled spirits
generally and the tax on distilled spirits diverted for beverage purposes)
(U.S.C., sup. VI, title 26, see. 1150 (a) (1) and (2)), are amended to read
as follows:

(3) On and after the effective date of this act, $1.10 on each proof gallon
.or wine gallon when below proof and a proportionate tax at a like rate on
all fractional parts of such proof or wine gallon; and

(4) On and after the effective date of this act, if intended for sale for
.beverage purposes or for use in the manufacture or production of any article
used and intended for use as a beverage, if such article when ready for the
market contains more than one half of 1 percent of alcohol by volume, .$2
on each proof gallon or wine gallon when below proof and a proportionate
tax at a like rate on all fractional parts of such proof or wine gallon.

DIoST OF THIE ACTS Or CONGRoSS BEAUING TO IMPOSTS AND DOMESTIC TAXES
IMPOSED UPON DISTIUNLD SPIRITS

Submitted by Mr. Thompson

1. Impost.-The second act passed by the Congress of the United States
(1st Cong.. 1st sees., ch. 2; 1 Stat. 11), on July 4, 1789, an act for laying
duty on goods, wares, and merchandise imported into the United States, levied
a duty of 10 cents per gallon on distilled spirits of Jamaica proof and of. 8 cents
per gallon upon all other distilled spirits.
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2. Impost.-On August 10, 1790 (1st Cong., 2d sess., ch. 29), the Congress
repealed the act of July 1789, and imposed an import tax upon distilled spirits,
ranging from 12 cents per gallon on spirits more than 10 percent below proof,
to 25 cents per gallon on spirits more than 40 percent above proof, according
to the Dycos' hydrometer.

3. Impost anu otloestio tax -On March 8, 1791 (1st Cong., 8d sess., ch.
15: 1 Stat. 199), the duties heretofore imposed upon distilled spirits were
repealed and a tax was imposed upon imported distilled spirits ranging from
2 cents upon spirits more than 10 percent below proof to 40 cents upon spirits
40 percent above proof.

Sections 14 and 15 imposed, for the first time, a tax upon domestic distilled
spirits.

Section 14 provided for a tax upon distilled spirits of domestic product
but made for molasses, sugar, or other foreign materials, of from 11 cents,
on spirits 10 percent below proof up to 80 cents on spirits 40 percent above
proof.

Section 15 provided a tax upon distilled spirits from materials grown in the
United States, of from 9 cents upon spirits more than 10 percent below proof
to 25 cents upon spirits above 40 percent above proof.

The act also provided rather elaborate provisions for the Inspection and
collection of the tax.

4. lmpot.-On May 2, 1792 (2d Cong., 1st sess., chop. 27) the Congress
passed an act to raise a further sum for the protection of the frontiers, etc.,
and provided that, In lieu of the duties laid upon imports, other duties should
be Imposed. The act provided a graduated tax of from 28 cents to 540 cents
per gallon on spirits distilled wholly or chiefly of grain, and from 25 cents
to 46 cents upon other distilled spirits.

5. DomestLo t¢z.-On May 8, 1792 (2d Cong., 1st sess., chap. 32; 1 Stat. 267),
the Congress imposed a tax on spirits distilled from molasses, sugar, or other
foreign materials of from 10 cents to 25 cents.

Upon distilled spirits from materials of the United States, distilled at any
place where the still or stills were of a capacity of 400 gallons or upwards,
a graduated tax of from 7 cents to 18 cents was imposed.

Upon like spirits from stills of a capacity less than 400 gallons, the tax
Imposed was a yearly duty of 54 cents on the capacity, measured in English
wine gallons, of the still. There was a provision that, at the option of the
proprietor of the still, an alternate tax could be paid of 7 cents per gallon
for every gallon of spirits distilled, or a payment made of 10 cents per gallon
of the capacity of the still for each month the still was employed.

6. Domestic tax.-On June 5, 1794 (3d Congress, 1st sess., chap. 48; 1 Stat.
876), the Congress defined ietall dealers in wines and foreign spirits and
provided that such retail dealers should obtain licenses.

Provision was made in this act that it should not apply to "physicians,
apothecaries, surgeons, or chemists, as to any wines or spiritous liquors which
they may use in the preparation or making up of medicines, for sick, lame,
or diseased persons only."

7. Impost and domestic ta.--On the same day, June 5, 1794 (8d Cong.,
1st sess., ch. 49; 1 Stat. 378), an act was passed "making further provision
for securing and collecting the duties on foreign and domestic distilled spirits,
stills, wines, and teas."

This act extended the revenue inspection to "the Stittes and Territories
to be erected in the Northwest and south of the Ohio" and also contained
certain drawback provisions.

8. Domeatlo license tax.-On March 3, 1797 (4th Cong., 2d sess., ch. 11; 1
Stat. 504), the provision granting to proprietors of stills of less than 400
gallons capacity, an option as -to tax payments was abolished and a license
was Imposed for the employment of every such still ranging from 6 cents
per gallon, according to the capacity of the still, for a 2-week period up to
42 cents per gallon for the employment of such still for and during a term of
6 months.

9. The act of January 29, 1798 (5th Cong., 2d sess., ch. 10; 1 Stat. 589),
allowed owners of stills to make an election as to the rate of duty paid, whether
by the year or for a shorter period.10. The act of May 13, 1800 (0th Cong., let sess., eh. 66; 2 Stat. 84), changed
the impost duties on wines and upon sugars and molasses and allowed an
additional drawback upon sugar refined and reexported and upon distilled
spirits made from such materials and exported.
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11. Donwestle tax.--The act of February 25, 1801 (6th Cong., 2d sess., ch.
11; 2 Stat. 102), continued the duties of licenses for selling foreign distilled
spirits.

Section 1 of the act stated that with respect to the several acts therein enum-
erated, including the "1 laying of duties on licenses for selling wines and other
foreign distilled spirits by retail" that they were thereby "continued In force
without limitation of time."

12. Repeal doniestio t@W.-On. April 8, 1802 (7th Cong., 1st sess., cl. 19; 2
Stat. 148), the Congress passed an act discontinuing the Internal duties on stills
and domestic distilled spirits, from and after 30 days from the next June.

13. Domnestio ta.-On July 24, 1813 (L13th Cong., 1st sess., ch. 25; 3 Stat. 42),
the Congress Imposed a license upon distillers based upon the per gallon capacity
of the stills operated and ranging-in case of domestic materials-from 9 cents
per gallon of the capacity of the still If operated for 2 weeks or less, up to $1
per gallon of the capacity, If operated for a year.

If foreign materials were used the tax was more and ranged from 25 cents
per gallon of the capacity If operated for I month, up to $1.35 per gallon for
a year.

Distillers were given the option in either case, of choosing the period rate
under which they would pay the tax.

The act was to continue for I year after the lermination of the war in
force with Great Britain and Ireland.

14. Dotne8tio tax.-On August 2, 1813 (13th Cong., 1st sess., ch. 39; 3 Stat.
72), the Congress imlmosedl a tax upon certain retail dealers, among them, per-
sons dealing "In the selling of any distilled spiritous liquors in less quantities
than 20 gallons." The amount of the license tax was graduated according
to the size of the community.

Retnmptim.-This law provided that nothing "herein contained shall be con.
strued to extend to physicians, apothecaries, surgeons or chemists, as to any
wines or spiritous liquors which they may use in the preparation or making
up of medicines for sick, lame or diseased persons only."

Provision was made that this act should continue for I year after the
termination of the war with the United Kingdom of Great Britain and Irelandand no longer.

~15 .fixemption.-On April 18, 181.4 (13th Cong., 2nid sess., ch. 91 ; 8 Star. 137),
an act was passed dealing with the administration of the licenses "to retailers
of wines, spiritous liquors and foreign merchandise.""Nothing shall be construed to extend to physicians who keel) on hand media.

cines solely for the purpose of making up their own prescriptions for their own
patients, nor shall any physician, surgeon or chemist, for vending, solely to
his practice, medicines to his patients, be subjected to take out license."

10. Domnetio tax.-On. December 21, 1814 (13th Cong., 3rd sess., ch. 15; a
Stat. 152), the Congress amended the act of July 24, 1813, and imposed an
additional tax upon distilled spirits of 20 cents per gallon.

This act required bonds provided penalties Including the forfeiture of
domestic, distilled spirits if the duties were not paid - and provided for
licenses.

17. Dowestic tax.-On January 18, 1815 (13th Cong., 3d sess., ch. 22; 2
Stat. 180), an act was passed to provide additional revenue.

This act Imposed a tax upon a number of commodities and, among other
things, provided for the giving of bonds and the keeping of records by owners
of stills and the issuance of licenses to them and for 'penalties upon failure to
pay such licenses.

Chapter 23. same Congress, imposed a tax upon household furniture above a
certain value. This Is stated merely to show 1he extraordinary exigency
existing.

18. Domestlo tar.-On April 19, 1810 (14th. Cong., 1st sess., ch. 58; 3 Stat.
291), the Congress passed "An act to abolish the existing duties of distilled
spirits within the United States and to lay other duties, in lieu of those at
present imposed, on licenses to distillers of spirituous liquors."

This act provided for licenses for using stills, for bonds, and for taxes on
stills ranging, In the case of domestic materials, from 9 cents for each gallon
of the capacity of the still when used for a 2 weeks' period, up to $2.16 for
each gallon of the capacity of the still when used for a year; and, In the case
of foreign materials, from 23 cents for each gallon of the capacity of every such
still when used for 1 month, up to $2.70 when used 1 year.
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19. Reduction of domestic tw..-.-On April 29, 1816 (14th Cong., 1st sess., ch.
137; 2 Stat. 820), the Congress passed "An act reducing the duties on licenses
to retailers of wines, spirituous liquors and foreign merchandise." This act
repealed the act passed December 28, 1814.

-0. On April 30, 1916 (14th Cong., 1st seas., eh. 172; 3 Stat. 338), an act
was passed allowing drawbacks on distilled spirits upon export.

21. Too reduotion.--On December 23, 1817 (15th Cong., 1st sess., ch. 1;
3 Stat. 401), the internal duties upon licenses to distillers were abolished,
among other things, effective December 31, 1817.

22. The act of September 11, 1841 (27th Cong., 1st seas., ch. 24; 5 Stat.
403), provided that the drawbacks on exported rum distilled from foreign
materials should be reduced in proportion to the reduction in duties on molas-
ses or sugar when imported and that in no case should the drawbacks exceed.
the amount of duty paid on either of these articles.

23. Impot.--On March 2, 1861 (86th Cong., 2d sess., ch. 68; 12 Stat. 180),
the Congress passed "An act to provide for the payment of outstanding
Treasury notes * * * and fix the duties on imports", etc.

Section 6 of this act provided for an Import duty "on brandy, for first proof.
$1 per gallon, on other spirits manufactured or distilled from gratlln, for first
proof, 40 cents per gallon.

24. Domestic tarcs.-On July 1, 1862 (37th Cong., 2d sess., ch. 119; 18 Stat.
432), the Congress passed "An act to provide Internal revenue to support the
Government and to pay interest on the public debt." This act Imposed a va-
riety of internal duties-stamp taxes, licenses, and other taxes.

Among the license taxes were taxes on taverns and eating houses; upon
stock exchange brokers, land warrant- brokers, and other brokers of various
kinds; upon theaters and circuses, and upon Jugglers; upon bowling alleys and
pool rooms; upon tobacconists and confectioners; upon horse dealers, livery-
stable keepers, and cattle brokers; upon tallow candlers and soap manufac-
turers; upon peddlers, and various retail dealers; upon manufacturers of any
kind doing a business above $60 gross; upon apothecaries, photographers,
lawyers, physicians, surgeons, claim agents, and patent agents.

E emption.-There was an exemption as to apothecaries "as to wines or
spiritous liquors which they use exclusively in the preparation or making up
of medicines for sick, lame, or diseased persons."

The act provided for a tax of 20 cents per gallon on distilled spirits of
first proof and for a prolortionately greater tax for any greater strength
than the strength of proof.

The licenses upon distillers was $50 for each license, with a provision that,
if the output was less than "i,0 barrels a year, the license would be $25.

Wholesalers in distilled spirits paid $100 per year. Retail dealers in spirits
paid $20 for each license. Rectifiers paid $25 for each license to rectify up
to 500 barrels of not more than 40 gallons each, and $25 additional for every
additional 500 barrels or fraction thereof.

25. Impost.-On July 14. 1862 (37th Cing., 2d sess., oh. 163; 12 Stat. 544).
an act was passed to increase, temporarily, all duties on imports. This act
imposed a duty of 25 cents per gallon on brandy of first proof and upon other
spirits. 50 cents per gallon.

26. DrmwstIo Tam and Iipost.-On March 7, 1864 (88th Cong. 1st sess., ch. 20;
13 Stat. 14). the Congress passed "An act to increase the internal revenue."

This act amended the act of July 1, 182 (24 supra), and P+ovided that, in
addition to the duties payable for licenses, a tax of 60 cents should be imposed
upon each and every gallon of distilled spirits, distilled, and sold, or removed
for sale, prior to the first day of the next July.

The act also provided a tax of 40 cents per gallon on the first proof upon
all distilled spirits of whatever origin or source imported into the United States
prior to the first day of the next July.

27. Impost.--On June 80. 1864 (38th Cong.. 1st sess., ch. 171; 13 Stat. 202),
an net was passed "to increase duties on imports ", etc. This provided a tax
of $2.50 fot, brandy of the first proof and a tax of $2.00 upon other than
distilled spirits.

28. Dn J'ine 30, 1864 (88th Cong., 1st sess., cll. 173; 18 Stat. 223), the Con.
gress also passed an act "to provide internal revenue to support the Govern-
mont, to pay interest on the national debt, etc.

This act imposed a tax of $1.50 per gallon on distilled spirits on and after
July 1, 1864, and prior to February 1, 1865, and after February 1, the tax was
increased to $2 per gallon, on the basis of the first proof.
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Domeitio Taxe.--The act provided a system of licenses for various persons
and occupations. Among these were licenses upon wholesale and retail dealers
in liquors. Wholesalers with a yearly business of less than $50,000 paid $50
and paid $1 more for every additional $1,000 of business done above $50,000.
Retailers paid $25 for each license. Distillers paid $50 for each license or,
if manufacturing less than 800 barrels, $25. Rectifiers paid $25 if they did not
exceed 500 barrels of not more than 40 gallons each and paid an additional $25
for each additional 500 barrels or fraction thereof.
-9. Domestic.-On March 8, 1865 (38 Cong. 2d sess., ch. 78: 18 Stat. 469).

the Congress passed "An act to amend the act of June 30, 1864." This clarified
the provisions of the previous act but Alid not change the rates upon distilled
spirits except to increase the rate upon brandy from grapes from 25 cents to
50 cents and to provide that brandy distilled from peaches or apples should be
taxed $1.50 per gallon.

30. Domestic TaWaes and Lloehses.-On July 13, 1866 (39th Cong., 1st sess.,
ch. 184: 14 Stat. 98), the Congress passed an act to reduce the internal
taxation and amending the act of June 80, 1804, as amended by the act of March
8, 186.3.

Section 32 of this act provided a tax of $2 on every proof gallon of distilled
spirits.

Wholesale dealers in liquors paid a license of $100 where their sales did not
exceed $50,000 and an additional $1 for every $1.000 of sales abwe $50,000.
Retail dealers in liquors paid $23. Distillers paid $100. Distillers of apples,
grapes, or peaches distilling from 50 to 150 barrels, paid $50 and, if distilling
less than 50 barrels, paid $25. Rectifiers paid $25 when rectifying tip to 500
barrels of 40 gallons each and $25 additional for each additional 500 barrels
or fraction thereof. Hotel keepers, selling liquor at retail, paid an additional
tax of $25, in addition to their license as such.

The act provided "That no tax shall be imposed for any still, stills or other
apparatus used by druggests and chemists for the recovery of alcohol for
pharmaceutical and chemical or scientific purposes; which has been used in
those processes.

E1emptions.-T he act contained a further provision (p. 122) that nothing
should be construed to impose a special tax upon "apothecaries as to wines or
spirltous liquors which they use exclusively in the preparation or making up
of medicines."

81. Domestic Tawes.--On March 2, 1867 (39th Cong., -2d sess., ch. 169; 14
Stat. 471), the Congress passed "An act to amend the existing laws relating to
internal revenue."

Section 14 imposed a tax upon distilled spirits of $2 per gallon.
Section 12 imposed a tax on brandy from grapes of $1 per gallon.
Eremptions.-Section 11 provided that on and after March 1, 1807, there

should be additional exemptions from internal taxation. Among the items were
"alcoholic and ethereal vegetable extracts when sold and used solely for
medical purposes."

An interesting provision is found In section 27, which reads:
"Section 27. And be It further enacted that no distilled spirits which have

been forfeited to the Government in accordance with law shll lie sold for a
price less than the amount of the tax required 1hereon by lawi at the time of
such sale. And if the officer having such spirits in charge slll have been
unable for a period of 90 days, to sell the same for a price equal to the tax.
such spirits In charge shall have been unable for a "period of 0 days, to sell
the same for a price equal to the tax, such spirits shall be destroyed under
such rules and regulations as the commissioner of internal revenue may
prescribe.

32. Reduction of domestic tax-Licenscs.-On July 20, 1868 (40th Cong., 2d
sess., eh. 186; 15 Stat. 123), the Congress fixed the rate of tax upon distilled
spirits at 50 cents per proof gallon.

Distillers with an output of 100 barrels of 40 gallons proof spitits each, paid
$400 and an additional $4 for each barrel distilled in excess of 100 barrels.

Rectifiers paid $200 on an output of 200 barrels or less and 0 cents a barrel
additional for each barrel in excess of 200.

Retail liquor dealer paid $25 a year license. Wholesale dealers paid $100 for
sales tip to $2,500 and an additional $10 for each additional $1,000 of sales
above $Z500.

83. Domestic Tax.-On July 14, 1870 (41st Cong. 2d sess., ch. 255; 16 Stat.
256), the Congress passed an act reducing special taxes upon occupations except
upon distillers, etc.
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Section 21 provided that after the 31st of December, 1870, in lieu of the
duties then Imposed by law, there should be levied upon brandy and other
spirits not otherwise provided for, $2 per proof gallon.

34. Domestlo 5la.--On June 6, 1872 (421 Cong.. 2d sess., ch. 815; 17 Stat.
230), the Congress passed "An act to reduce duties on imports and to reduce
internal taxes ", etc.

Section 12 of the act amended section 1 of the former act by striking out the
word "fifty" and inserting in lieu thereof the word "seventy." Thus the tax
became 70 cents per proof gallon.

Section 13 of this act amended the act of July 20, 1868, imposing taxes on
distilled spirits, etc. as amended by the act of April 10, 1869, and removed the
special tax upon distilled spirits of $4 per barrel, and the tax upon wholesale
and retail sales and the tax on rectifiers of 50 cents per barrel in cases of 200
barrels.

85. Domcstio tax.--On February 9, 1875 (43d Cong., 2d sess., ch. 36; 18 Stat.
307), Congress passed "An act to amend existing customs and internal revenue
laws," etc.

Section 18 provided that retail dealers in liquors should pay a licens,, of $20
and wholesale dealers should pay $100.

Eemption -Section 22 provided "That nothing hereinafter eontainud in tile
revenue laws shall be construed so as to ituthorize the imposition of uIty stamp
tax upon any medical articles prepaired by any manufacturing chemist, plharma-
ceutist, or druggist, in accordance with a formula published in any standard
dispensary or pharmacopoeia in common use by physicians and apothecaries,
or in any pharmaceutical journal issued by any incorporated college of )har-
macy, when such formula and where found shall be distinctly referred to on
the printed label attached to such article, and no proprietary interest therein is
claimed. Neither shall any stamp be required when the formula of any medici-
jal preparation shall be printed on the label attached to such article where
no ownership in such article shall be claimed."

36. Domestio.-On March 3, 1875 (43d Cong., 2d seas., ch. 127; 18 Stat. 339),
Congress passed an act providing that from and after that date the tax on
distilled spirits should be 90 cents pdr proof gallon or, when below proof, per
wine gallon.

37. On February 18, 1878 (45th Cong., 2d sess., 20 Stat. 248), the Congress
passed a joint resolution that a reduction of the tax on distilled spirits was
inexpedient.

38. Dome8tio taz.-On March 1, 1879 (45th Cong., 3d sess., ch. 128; 20 Stat.
827), the Congress passed an act to amend the laws relating to internal revenue.

This act reduced distille&' licenses on the small distilleries so that the
license was $100 where any person distilled less than 500 barrels of 40 gallons
proof spirits a year. Retail dealers paid $25 for their license and wholesale
dealers paid $100.

39. Impoet.-On March 3, 1W (47th Cong., 2d sess.. cl. 121; 22 Stat. 488),
the Congress passed "An act to reduce internal revenue taxation," etc.

Schedule 11, Liquors, (p. 304) provided for a tax on " brandy and other
spirits. . . not specifically enumerated or provided for in this act, $2 per proof
gallon, each and every gage or wine gallon of measurement, shall he counted as
at least one proof gallon."

This act also repealed the tax on medicinal prepartions and other articles
imposed by Schedule A following Section 3437 of the Revised Statutes of that
period.

40. Impost.-On October 1, 1890, (51st Cong., 1st sess., c. 1244; 26 Stat. 567),
in an act to reduce and revise the duties on imports, the Congress imposed a
rate (Schedule H, p. rK89) on brandy and other spirits not provided for of $2.50
per proof gallon, to become effective October 0, 1890.

41. Impost and domestlo.-On August 27, 1894, (43d Cong., 2d sess., ch. 349;
28 Stat. 409), (Iongress passed "An act to reduce taxation, to provide revenue
for the Government," etc.

This act Imposed an impost tax, Schedule H, (p; rt25) on brandy and other
spirits . . . not specifically provided for of $1.80 per proof gallon.

Seqtton 48 of the act Imposed a tax upon all distilled spirits in bond at the
time of the passage of the act and thereafter produced in the United States, of
$1.10 on each proof gallon or wine gallon when below proof.

42. The Act of June 3, 1896 (54th Cong., 1st sess., clh. 310; 29 Stat. 195)
repealed section 01 of the act of August 27, 1894.
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This ict provided that a joint, select committee of three Senators and three
Members of the House of Representatives should be appointed to "consider all
questions relating to the use of alcohol it the manufactures and arts free of tax,
and to report their conclusions to Congress on the first Monday In December
1890."

43. Impost.-On July 24, 1897 (55th Cong., 1st sess., ch. 11; 30 Stat. 151) tile
Congress passed "Ali act to provide revenue for the Government and to encour-
age the Industries of the United States."

Schedule H imposed an import tax upon brandy and other spirits not specifi-
cally provided for of $2.25 per proof gallon.

Provision was made in section 3 (p. 2WJ) for reciprocal trade provisiols with
other countries on several articles, chiefly brandy or spirits. The ditties imposed
under this provision would be $1.75 per proof gallon.

Nrm To raise revenue for the Goverlmnet in the conduct of the war In
1898, no provision was made With respect to distilled spirits but the tox on
fermented liquors was increased from $1 to $2. This was reduced to $1.60 on
Mareh 2, 1901 (50th Cong., 2d sems., ci. 800; 31 Stat. 938). and on April 12, 1902
(57th Cong., 1st seas., cl. 300: 32 Stat. 90) the old rate of $1 was restored.

44. On June 7, 1900 (34 Stat. 217; chap. 3047), the Congress passed an at
providing, from and after January 1. 1907, for the withdrawal from bond. tax-
free, of domestic alcohol "for use in the arts and Industries, and for fuel, light,
and power, provided said alcohol shall have been mixed * * * with methyl
alcohol or other denaturing material or materials, or admixture of saie, suit-
able to the use for which the alcohol is withdrawn, but which destroys its
character as a beverage and renders it unfit for liquid medicinal purposes."

45. On March 2. 1907 (34 Statt. 1250; chap. 2571), the pet of June 7, 1906,
was amended by al act )roviding that, notwithstanding anything In the act of
1000, " do.mestie alcohol, when suitably denatured, may be withdrawn from
bond without the payment of Internal-revenue tax and used in tile manufacture
of ether and chloroform and other definite chemical substances where said
alcohol is changed into some other chemical substance and does not appear in
the finished product as al('ohol."

40. Impost.-On August 5, 1909 (01st Cong.. 1st sess., chap. 0; 30 Stat. 11).
the Congress missed "'Al act to provide revenue, equalize duties, and encourage
the industries of the United States ", etc.

Schedule H provided an import tax upon brandy amnd other spirits of $2.00
per proof gallon.

47. Impost.-On October 3, 1913 (63d Cong., 1st seas., chap. 16; 38 Slat. 114).
the Congress passed "Ali act to reduce tariff duties and to provide revenue for
the Government ", etc.

Schedule H provided an impost tax on brandy and other spirits of $2,60.
Provision was made in section IV (N), subsection 2, that after the 1st day

of January 1914, under regulations of the Commissioner of Internal Revenue
and the Secretary of the Treasury. ".any farmer or association of farmers, an%,
fruit grower or association of fruit growers, or other person or persons light
manufacture alcohol free of tax for deuaturization only, out of any of tile prod-
ucts of fmmis. fruit orchards, or any substances whatever, on condition that
such alcohol shall be directly conveyed from the still by continuous closed
pipes ", etc.
48. ITmpost anid domewstio ta.--On October 3. 1917 (65th Cong.. 1st seas.,

chap. 63; 40 Stat. 300), the Congress passed "An act to provide revenue to
defray war expenses ", etc.

Section 30 provided for a tax of $1.10 in addition to the taxes thmen imposed
on all distilled spirits in bond then or thereafter to be produced in the United
States or imported.

There wits an additional provision that if spirits were to be withdrawn for
beverage purposes or used in the manufacture of any beverage the tax should
be $2.10. Section 304 imposed an additional tax In addition to the increased
tax imposed by the act of 15 percent on all distilled slprits or wities thereafter
to be rectified.

49. Dotm'stle tax.-On February 24, 1919 (65th Cong., 3d sess., chap. 18;
40 Stat. 1057), the Congress passed "An act to produce revenue". etc.

Section 600 (a) imposed a tax on distilled spirits of $2.20 or, if withdrawn
for beverage purposes, $0.40.

Section 604 imposed a floor tax of $3.20 upon all distilled spirits tax-paid
and held at the date of the passage of the act If intended for beverage purposes
or use in beverages.



TAX ON NONBEVERAGE ALCOHOL 523

Section 605 Imposed a tax of 80 cents a gallon on all spirits rectified with
an exception for those distilled over Juniper, etc.

50. Domaestl.-4)n October 28, 1919 (66th Cong., 1st sess.) the congresss
passed the National Prohibition Act, section 10 of title III of this act reads,
In part, as follows:

"SEt,. 10. Upon tie filing of application tilt(] bond and issuance of permit.
denaturing plants may be established upon the pemises of any Industrial
alcohol plant. or elsewhere, and shall be used exclusively for tle denatur'
zatio of alcohol by the admixture of such denaturing materials as shall

render the alcohol, or atuy compound In which it is authorized to be used, unifit
for use as an intoxicating beverage.

eAlcohol lawfully deniatured may, under regulations, be sold free of tax
either for domiestic use or for export."

51. Domestic tar.-On November 23, 1921 (07th ('ong., 1st sess.. ch. 135; 42
Stat. 227), the Congress passed "An act to reduce and equalize taxation, to
provide revenue," etc., and by this act continued the tax of $2.20 per proof
gallons.

Section 600 contained a provision that there should be imposed a tax of $4.20
upon till distilled spirits diverted to beverage use which had beeni taxed tit the
mitaibeverage rate of $2.20 per proof gallon.

52. I post.-nha September 21. 1922 167th Cong.. 21 scss.. It. 356; 42
Stat. 858), the congress s passed "An act to provide revenue, to regulate
commerce with foreign countries, to encourage the Iindustries of the United
Stalt's," etc.
. 'aragraplh 4 provided an lnll'ort tax of 6 cits on "a5l('olhol. aiyl, blluyl,
prolpy, and fusel oil. Upon methyl or wood (or nenthalaol) 12 cents per
gallon and upon ethyl and alcohol for nonbeverage purposes only, 15 cents
per gallon.

Schedule 8. oll spirits, wies. and other beverages. imposed at tax of $5
per proof gallon on brandy and other spirits distilled, or cordials, liqueurs,
etc., eolitallillig spirits and Compounds and preparations of which distilled
spirits are the coinpolent material of chief value, not specially provided for.

Angostura bitters were taxed, at $2.60 per prof gallont.
53. OPn June 1924 (68th C og., 1st se.,., chap. 234, 43 Stat. 351). the Congress

passed " An Act to reduce and equalize taxation, to provide revenue ". etc.
Under " Miscellaneous Occupational Taxes ", section 701 (1)), distillers and

wholesale liquor dealers and retail dealers shall pay $1,M)0 license tax In
addition to all other taxes.

STATEMENT OF W. BRUCE PHILIP, NATIONAL ASSOCIATION OF
RETAIL DRUGGISTS, WASHINGTON, D.C.

Mr. BmUE. Mr. chairmann and members of the committee: My
name is W. Bruce Philip, and I am1 counsel for the National Asso-
.iation of Retail Druggists, and that association represents by direct

mem~bershil) and affiliated membership more than half of the 60,000
retail druggists in the United States. I am also a pharmacist and
a. dh'ug-store owner.

I have two briefs here, one supporting Mr. Thompson's suggested
amendment that the alcohol tax on medicinal alcohol be reduced or
left at the old figure of $1.10.

May I suggest a comment on this? The sick man becomes ineiU-
ployed, and'you reduce his resources, and he becomes an expensive
charity patient. Therefore, you increase the charges of the Gov-
ernment, and th6' tax. when you exhaust the resources of the si(k.
The alcohol tax is one way of reducing the sick man's limited in-
come or fhe income he receives front friends: It. seems (odd that a
gallon of whisky for beverage ptrposes would pay $2 tax. but
a gallon of alcohol to Ie used as a rub, on a tubereular or some other
patient, should -pay the Government $3.60 for a wine gallon.
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Also I think we are very desirous of eliminating the bootleger.
The higher tile tax, the more temptation to buy small lots of alcohol
that is continually thrown up to the retail druggist. We are really
proud of our record during the eighteenth amendment, and we feel
that we do not want to be tempted by higher alcohol tax, because
we will face that issue.

I will leave this brief in support of the statement.
As to soda-fountain tax-
Senator KING (interrupting). Soft drinks?
Mr. PHILIP. Soft drinks. .hat'is not a tax of sirups or ingredi-

ents. It is a tax on the retail druggist. He pays it out of his sales
and out of his profits, if he has any;. And furthermore, the amount
of bookkeeping, the amount of notations that must be made is aston-
ishing. Take the still drink. You serve 6 ounces of orangeade or
lemonade, and you make a record. 128 ounces to the gallon means
that the druggist makes 21 records to pay the munificent sun of 2
cents to the Government. Or you make i.0O0 records to pay to the
Government $1 under the alleged soda fountain or soft drink tax.
We feel that that is unfair to charge 2 cents per gallon, that seems
reasonable, and ask the retail dIruggist to pay 10 to 20 to 30
times as much in order to make the records. There are thousands
of reports under $1 where the bookkeeping and' the labor has
amounted to more than $1 in order to pay the Gov'ernnent a few
cents.

I will leave this brief also, Mr. Chairman.
Senator GORE. Do you think there ought to be any tax on fruit

juices?
Mr. PHILIP. We pay, Senator, a tax of 2 cents a gallon on the fin-

ished product, that is, the water plus the fruit juice. Carbonated
orplain.

Senator Goer:. Don't you think that ought to be tax-free?
Mr. PHILIP. I do.
The CHAITMtAN. That is free in this bill, isn't itI
Mr. PInP. I understood that there was no change in that.
The CHAIMAN. On fruit juices?
Mr. PIuP. On still drinks.,.
The CHAIRMAN. Thankyou very much.
(The two briefs referred to are ai follows:)

StMIM n" BY W. BRITcW PHILIP

On behalf of the National Association of Retail Druggists, tin organization
which represents by direct and affiliated membership over half of the 60,000
retail druggists of the United States, I ask you to very seriously consider
the removing of the excise taxes, under section 615-of the Revenue Act of
1932. which were Imssed by the last session of Congress.

These obnoxious excise taxes have received the name of nuisance taxes
blen use of the aggravating, ranking unfairness of them.

They are a nuisance to the drug trade which I represent. They cause a
vast amount of detail work and worry that in the end is not Justifted, because
the tax has not in any measure brought in the revenue anticipated to be
brought in by it. Therefore, again I ask that this section be rescinded.

To illustrate, the amount of clerical labor and the number of notations that
must be made to pay $1 to the United States under a section of these nuisance
taxes Just consider the following:
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There are 128 fluid ounces to 1 gallon. When 6 ounces of orangeade or
lemonade is served to a customer a record must be made. Six ounces divided
into 128 ounces gives 21 glasses to the gallon. That Is, 21 records must be
made to pay the Government the magnificent sum of 2 cents.

In the same way it is seen that to pay the Government $1 ill tax for these
sales there are 1,050 transactions, regardless of how simple a bookkeeping
system is worked out. Surely there Is no justification In the United States
Government demanding that a busy drug store making orangeade and lemon-
ade fresh for each customer should have to keep a record numbering 1,050 times
in order that one single dollar be paid.

You can readily see that this means the druggists are put to an unreasonable
expense to keep records so as to pay a dollar asked by this measure. There
is nothing fair or reasonable about this. Such a tax should be repealed.

Let us look at a few generalities that are familiar to the committee, but
which may aptly be brought up in this specific case.

It is the solid business man, the merchants in the class of retail druggists,
who have education enough to keep the kind of records required by the Gov-
ernment, and who are the ones who really pay the excise taxes.
There are competitors of these established merchants--fly-by-night vendors

of soft drinks. Come-and-goers who appear on holidays and festive occasions,
and those who remain in locations but for short periods, who do not pay the
tax. Is that just?

On the other hand, those persons who are evading paying the tax cannot
be caught or collected from by our Government. If they were caught, there
would still remain no profit. No profit from the amount collected because of
the expense of the procedure.

It then may well be as.unied that the Government is collecting a tax from
honest merchants, and excusing the dishonest ones. The dishonest ones are
not only defrauding the Government, but are stealing business from the
merchants who are supporting the Government. If such were the history of
a few Isolated cases, business men would accept the inevitable.

Inasmuch as the aggression just cited is far flung and universal, it Is high
time that an adjustment be nfade in favor of the merchants who have paid
already for a year. The abolition of the tax is requested.

Let me Illustrate. Under section 015 of the Revenue Act of 1932, a tax
of 6 cents a gallon was levied upon a gallon of finished soda fountain sirup, as
well as a tax on soft drinks, orangeade, and lemonade. Who pays this tax?
The people have been told, and the people believe, that this tax is paid to the
Government by sirup manufacturers, who sell to the retailer, as the tobacco
tax is paid. The people believe that this tax Is added to the price of the com-
modity (say, soda-fountain drinks) when the customer, who consumes the
drink pays for it. In a like manner are consumers supposed to pay in the
same way what the stamps on tobacco and cigarettes really repay to the manu-
facturers the amount which manufacturers have paid to the Government.
The ultimate consumer of tobacco thereby pays the tax.

Nothing could be further from the reality of what has taken place In busi-
ness the last year. No longer are we druggists arguing, we are presenting
the facts that have become established data fit to present to this committee.

To continue the Illustration about soft drinks and soda fountain syrups:
The public today pays the same price for a glass of ice-cream soda, orange-

ade, or lemonade as it paid prior to the passage of the 1932 Revenue Act.
If there has been any change in the price of beverages which contain tax-

able sirup, It has been due to trade conditions, and is not due to the tax put
on by section 615 of the 1932 Revenue Act. The theory that the manufac-
turer who would absorb and pay the tax has not become a fact.

The well-known Coca Cola Co. at once added the 6 cents a gallon to their
wholesale price. The new price paid by the druggists Includes this tax. Other
manufacturers follQwvet the lead of the Coca Cola Co. The correct answer to
the question "Who pays the tax on fountain sirups?" is answered by that
portion of the 60.000 retail druggists who have soda fountains, after a year
of experielice. The druggists pay the tax. The druggists do not even get
that slight reward of having their customers know that they, the druggists,
personally pay the tax. The customers are deluded, the druggists are not,
and they ask to be relieved.
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Some one may answer this question by saying that all taxes are passed on
In one way or another to the consuming public. If this is true, then the tax
on fountain sirup Is more than ever objectionable, because then the tax-eon.
suming public must pay the tax which is supposed to be levied upon sirup,
by having at raise in prices fostered upon It, on some other commoditles which
are purchased.

Why pretend to tax sirups If one knows that this tax is passed on to the
public by a raise in the price of other commodities sold in the stores? When
the Governmet is in reality taxing these other coninioditles unnamed and
unknown, it is not taxing fountain syrups.

The revenue of $824,917.13 (from p. 28, Rteport of the Internial Revenue
Collector, fiscal year 1933) is not enoifgh to Justify the annoyance caused by
this fountain sirup tax, or of having on our statute books a tax that des not
tell the truth about who pays it.

According to figures obtained.froin tile United States Department of Cow-
nerce, we find that 34.844 out of about 60,0N drug stores have soda fountains.
Then calculating that one third ,f this $S24,917.12 conies fro drug stores, we
can say that the Govermnent is taxing each drug store $14) a year, but the
Government is not taxing )da-foulltain situp in any sense of tile word.

Concerning taxes on other soft drinks under section 015 of tihe Revenue Act
of 1932, I might say that the taxes are just as unfair as thbos supposedly placed
on sirups. The sane arguments hold good.

In no way call the tax which wits collected undes section 015 of the Revenue
Act of 1932, and which is reported to be over $4,000,000, be called a tax on the
products nmnafactured and which products are iammed in tile law. It is in
fact a direct tax ona the owners of retail stores.

In the name of tile thousands of tile owners of such stos'es. I beg of you to
take the tax off by rescinding that objectionable section 615 of the law.

The snall aulount of Government revenue received from these sodia taxes is
as follows:

Intomal.retvtie colketion. l(mWl yeatr 193. prelimtnr stateint Juil 31,
193

Manufacturer's excise taxes. soft drinks:
Cereal beverages, per gallon, 13/ cents ------------------- 588, 705. i)
Grape juice, unfermnented, per gallon, 5 mts -------------- 114. 920. 88
Fruit Juices, unferniented, per gallon, 2 cents --------------- 93. 633. 77
Carbonated beverages made with concentrates. etc., per gal[. •

loil, 2 cents ---------------------------------------- 57, 35. 41
Still drinks, per gallon, 2 cents ------ ---------------- 0. 9
Mineral or table waters, per gallon, 2 cents ---------------- 144,947. 12
Flnlshed sirups for use at fountain, etc.. per gallon. 6 cents.. 824, 917. 37
Finished sirups for bottle carbonated beverages, etc., per gal-

ton, 5 cents ------------ ------------------------- 1. 149. 810. 52
Carbonic acid gas. per pound, 4 cents ------------------- 1. 114, 114. 57

Total ( 1c. 615, Revenue Act of 1032) ----------------- 4,186,447.33

SUlPPORTKNO AMEDMENT SUGGESTED BY MR. THOMPSON

The Nationul Association of Retail Druggists. which I represent as counsel,
does not desire to suggest to you how alcohol lreparatiolls used for beverage
purposes should be taxed.

There Is. though, the problena of taxing al,,ohol used for mnellclal purposes.
Any tax onl alolol so used is a tax on tilt sick. There is no other Wiva

to interpret a tax on medicinal alcohol. No matter how low or how high
is this medicinal alcohol tax, It must be passe~l on to tile )osluming lublle.
The consuming public using medicinal preparations are surely handicapped
enough by their unfortunale circumstances. During these depressing tintes,
speA'ial care should be niade to relieve these unfortunates, rather than to
Iurden them further.

Our Government does not need that kind of tax money. Furthermore. tiny
tax o tile sick must eventually increase the general taxes Iecause many of
tile siek beconie public charges when their expenses which include.nledicines, are
increased.
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It should be remembered that alcohol is the best solvent for medical prepara.
tions the world knows. science has triel acellc atid, glycerine, and many
other liquids, without being able to find a solvent that will extract the needed
eonstitueuts from drugs and keepl the finished product uniform and active.

It should be noted that alcohol carries almost twice the tax per liquid
gallon that whisky carries: whisky is usually 100 proof and alcohol is usually
1) proof. Therefore, a tax per proof gallon almost doubles when you speak
of alcohol.

A very few years ago, a prohibition administrator lit one of our districts
decided he would curtail the sale of alcohol and cut every drug store permit so
that only a few gallons a year could be withdrawn and used. What haplineld?
Within 24 hours every drug store in the largest city In that district was otfered
bootleg alcohol at $4 a gallon.

A high tax on inedicinal alcohol iopens up the tenlptation of bootleg alcohol.
Let us frame our taxes on alcohol and liquor, so that the bootlegger will be
a person of the past.

TAX ON TOILET ARTICLES

BRitF OF1 E. (.. BRO('K.MEYIR. RcPRiEflNTING BEAUTY ATD BAiwBE SvprIlY
INSTITUT, INC.

WASHINGTON, D.C., HM 1h 10, 1103.f.
110o. PAT HARRISON,

Chairman Nentste Fintt.eI Comitte qt, Washintgton, D.C.
DEAR MR. CHAIRMAN: The Beauty and Barber Supply Institute, repre-

senting approximately 75 percent Of the production and distribution of the
supplies and equipment required by the beauty parlors and barber shops of this
country, protested against the discriminatory and confiscatory taxes on toilet
articles Imposed by the Revenue Act of 1932 and respectfully urges the repeal
of this special excise tax in the, revision of the existing revenue law.

Toilet articles have been classithl its "semillxuiles." It publil- use and
demand mean anything, and the t'equirtments of tile fair sex, as well as the
other, are considered, toilet articles have come to a stage in modern life where
they must be regarded its necessaries. Personal appearance today has much to)
do with the opportunity to earn a living, or conduct a successful business. or
profession.

A majority of those engaged inI the industry and profession today are in It
desperate financial condition.' This applies alike to manufacturers, dealers and
beauty parlors and barber shops. The members of this institute lost 4 percent
in the conduct of their businesses last year. Few have more capital than suf.
flcient to title them over for it period exceeding two months. Added labor costs
imposed by N.R.A. have not been absorbed by increased profits because of
failure to check destructive competition. Repeal of tile 10 percent tax on
cosmetics and toilet articles would materially help the industry In Its distress.
The loss of revenue to the Government would he inappreciable, considering the
cost of collection of the tax.

The industry is willing to ear its fair share of taxation required by the
Federal Government If uniformly and equitably imposed.

Very respectfully, MAX II. B1~RLINER, Pre*Itdet.
. C. l4ROCIuMz.?v, ene'iral Colllosel.

JOSEPi BYRNE, Sccretry.

IIRIlIP OF H. C. BOCIMEYER. IIEPRESENTINO FEDERAL WiiOL.ALE DRUoGISTS
ASSOCIATION

WAsHINGTON; D.C., March 10, l93..
HoI. PAT HARRISON.

C(halirnean. seate ,  ance Coittte,
Washlngton, D.C.

DEAR Ma. CHAIRMAN: The Federal Wholesale Druggists Association, repre-
senting approximately 17,0(W retail druggists as stockholders and nietubers

46032-.34-34
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througlr 25 companies located in the principal cities of the United States and
known as cooperative and mutual wholesale drug companies, respectfully sub-
mits that the discriminatory and confiscatory taxes on toilet articles, flavoring
sirups and the ingredients thereof, candy, chewing gum, cameras, and other
articles sold ii drug stores, singled out as objects of special taxation, should
be repealed.

Very properly these taxes have been designated as "nuisance taxes ", because
in disfavor both with preceding national administrations and the taxpayers
affected. The revenue derived from these special taxes has not justified the cost
of collection and the time and trouble expended by the taxpayer.

President Roosevelt has urged increased employment and wages to promote
general business recovery. Additionallabor costs have been imposed upon the
drug trade. The income to meet these additional labor costs has not been
forthcoming because destructive competition has not been checked by the
national administration. The drug trade, above all, should be relieved of dis-
criminatory and confiscatory taxation. It is the one trade that serves the
needs when the health and lives of the people are at stake.

The officers and members of this association will cheerfully bear their fair
share of taxation required to wisely and efficiently conduct the Federal Gov-
ernment, but they respectfully protest against any form of taxation that Is
not uniform and equitably imposed.

Very respectfully,
H. Z. Krupp, Presdent.
R. E. LiE WLrAMsoN, Seoretary.
PAUL PgAmoN, OlWrmnan.
E. C. BaocuEYuz. Gteral Counael.

TAX ON ELECTRIC REFRIGERATORS

STATEMENT OF LOUIS RUTHENBURG ON BEHALF OF THE
REFRIGERATION DIVISION Of THE NATIONAL ELECTRICAL
MANUFACTURERS ASSOCIATION

Mr. RUTHENBUita. Mr. Chairman, my name is Louis Ruthenburg
and I represent the refrigeration division of the National Electricai
Manufacturers Association, whose members are responsible for about
90 percent of the present production of electric household refrigera-
tors. The members of this association are in full sympathy with
the Congress as to the necessity of raising adequate revenue. We
come here in a spirit of cooperation and explanation. Our mem-
bers would be very happy to bear their share in a general manu-
facturers' excise tax, and point to the experience of France, Canada,
Mississippi, and a number of the other States, in such taxes, which
indicate clearly-

The CIURMAN. Well, some of those States have not created the
manufacturers' sales tax; they have created the retail sales tax?

Mr. RuTHr;ENBUE. Correct; yes sir. We think the experience,
however, and the precedent is adequate to indicate a broad base
for revenue, economy of collection and equity to everyone concerned,
providing, of course that certain exceptions are made in the mat-
ter of foodstuffs, and possibly in wearing apparel. We .believe that
that is the only base tiat will rovide adequate revenue in the last
analysis. We object and plead for relief from the present tax on
electric refrigerators, because it seems to us to be obviously discrimi-
natory and unfair. I shall speak from this brief and if it is per-
mitted, I should like to place it before the members, because there
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are a number of exhibits heie that will make it much more under-
standable.

The CHAIRMAN. Yes. The clerk will distribute them among the
members as they come in.

Mr. RuTHpmnuRa. I simply offer that because it will save time in
presenting this matter. If we examine the tax schedule, We find
that electric refrigerators are the only utilitarian household appli-
ances in the list. It would seem just as equitable to tax any other
entirely utilitarian appliance as to tax electric refrigerators. We
might 'just as fairly tax the sink or the stove or the vacuum cleaner
or the furnace-anything that goes into the household to fulfill a.
utilitarian purpose.
I There are many ways in which electric refrigerators might be
classified. They cannot be fairly classified as luxuries, first, because
their sole purpose is for the preservation of food; and they serve
that purpose as no other instrumentality so far discovered serves it.
Second, they are purchased almost entirely by people with small
incomes. That is particularly true in these days. Our market, in
terms of wired homes, is about 25 percent saturated. That means
that people of small incomes, are of necessity our present and future
market.

If you will be good enough to refer to exhibit D, you will find an
indication of the classification of incomes, and inasmuch as that indi-
cates that 86 percent of the incomes are less than $2,000 per year, and
our market is 25 percent saturated, it must be clear that that market
lies among people of very small incomes.

Another method by which refrigerators might be classified is as
a, means of food preservation. If they were so classified it would
seem equitable to tax all methods of food preservation. We might
tax refrigerator cars, cold-storage warehouses, the canning industry,
any other industry that has to do with food preservation. Moreover,
this industry is in direct competition with other industries which
have for their purpose the preservation of foods. The canning indus-
tr is not taxed, but the canning industry is another industry in
which food preservation is the objective.

We have had experience with this tax. The immediate effect of
the tax, when it went into effect in June 1932, among other things,
was to bring about a tremendous increase of unemployment in the
industry. I should like you, if you please, to refer to exhibit G,
which indicates graphically just what happened with this industry
after the tax was imposed.

Senator COUZENS. Do you attribute that decrease to the tax ?
Mr. RUTHENBURG. I beg your pardon?
Senator COUZENS. Do you attribute that falling off to the tax?
Mr. RUTHENBUII. We attribute the immediate shock directly to the

tax Senator Couzens, and I will explain that.
Would you mind referring to that exhibit, exhibit G, on page 19?

That is a chart showing the monthly sales of electric refrigerators
before and after the tax. If you will refer to the chart that shows
1931 you will see that the peak month was April, and from that
peria the decline took place gradually through the balance of the
year.
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Now, please refer to the line that indicates the effective date of the
tax, in June 1932. You will see that, first, there was a tremendous
increase in sales, down to the divisional line in June. That repre-
sents the buying that was done to avoid the tax, and then you will
notice that sales dropped almost to the zero line--to some 5 mil-
lion dollars as compared with 12Y million dollars in the previous
,year.

Senator CouzEzNs. As a matter of fact, was not business progres-
sively decreasing during that perioq1 of 1932?

Mr. RuTHENBURO. In 1932, you will notice there was an abnormal
rise in business in June.

Senator CouzExs. Yes.
Mr. RUTHENBURO. That was due to people buying to avoid the tax,

obviously.
The CHAIRMAN. Well, isn't it true with reference to these electric

refrigerators, that in the summertime people buy them more than
they do in the wintertime?

Mr. RUTHENBURO. O, that is true.
The CHAIRMAN. I notice that in 1933, your line went up about the

same. Of course, the drop was not as great.
Mr. RUTHNBURO. That is true, and that is the reason, I point out,

that the immediate effect was tremendously increased' unemployment.
Instead of gradual unemployment increasing as the year progressed,
we had it all at once.

Senator CouzENs. While I am not very keen about the tax. yet I
think you are stretching the point when you attribute the entire drop
to the tax.

Mr. RUTHENBURO. Now, Senator Couzens, if you will let me go on,
you will notice that our sales were extremely low (luring the balance
of the year. Now, that was partly due to the general economic
situation and partly due to the tax.

The taxes had a further effect, gentlemen, of causing this industry
enormous grief, in several State taxes that were proposed. The State
of Ohio last year proposed a 10-percent discriminatory tax against
electric refrigerators. They proposed that only because the Congress
had seen fit to select electric refrigerators as one of the things to bit
taxed.

Senator CLARK. How do you figure out that the Congress is
responsible for taxes imposed by the State ?

Mr. RUTHExNBURo. The State7 legislatures naturally looked to the
Cbngress for their precedents. Otherwise, wiy would they choose
that one means of preserving foods, for a discriminatory tax Only
because the precedent lay in what the Congress had done, sir.

Senator GEoRGo. They might have chosen it for the same reason.
that Congress did. Isn't that a fact ?

Mr. RUTJ'wNBURo. And what was that reason, if I may ask?
Senator GEOR; . We had to get in some money.
Mr. RUTHENBUo. Ri ht.
Senator GEORGEh. Perhaps they felt as Congress did, that that

was a suitable manner of raising money. I
Mr. RUTHENBURO. This industry has struggled, perhaps wisely,

perhaps not, to keep up its volume. I should like to direct your
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attention to the exhibit which appears on page 10, which shows the
price that has been paid by this industry to maintain volume. In
the upper chart, the heavy line indicates the number of dollars
realized from the sale of those units; and it is obvious from that
chart, that this industry has/made tremendous sacrifice to meet the
problems that confronted it, one of which is the tax-one- of the
serious ones.

This industry is not a prosperous industry. Last year was the
largest year the industry had in point of unit volume, and no single
manufacturer made an adequate return upon capital. A great many
of them took serious losses, and four important organizations were
in financial difficulty, one of the largest being in bankruptcy today.
I do not tell you that because I think the tax is solely responsible
but I do say the tax is a contributing factor, and if ever you could
take a consolidated balance sheet of the whole industry, it would
be clear that the tax, which was estimated to produce some $4,000.000
and actually produced about half that, has been in fact a capital
levy.

the CHAIRMAN. Well, thank -you very much, Mr. Ruthenburg.
Now. of course, we cannot put all these charts in your brief here in
the record, but each meinber of the committee will be given this
brief.

Mr. RvTHENBUitO. Thaby you, very much.

TAX BaIn%--IANUFACTUft=8' EXcISE T.Ax ON EWLErRIc HOUSEHOLD RFRIGMtATORS

''o the Senate Pinanee Committeb:
The mechanical household refrigeration industry is here represented by a

conanittee of the Refrigeration Division of the National Electrical Manufac-
turers Assoclation. The members of this division are as follows:

Apex Electrical Manufacturing Co.. Cleveland, Oldio; Crosley Radio Corpora-
tion, Cincinnati, Ohio; Frigidalre Corporation, Dayton, Ohio; General Electric
Co., Cleve'and. 4hio; Gibson Eleetric liefrigerator Corporation, Greenville,
Mich.; GrIgsby-Grunow Co., Chicago, Ill.: Keivinntor Corporation, Detroit,
Mich.; Lennard Refrigerator Co., Detroit, Mich.; Merchant & Evans Co.,
Philadelphia, I'a.; Norge Corporation, Detroit, Mich.; Potter Refrigerator
Co., Buffalo, N.Y.; Servel. Inc., Evansville, Iml.; Stewart-Warner Corpora-
tion, Chicago, III.; sunbeamn Eectric Manufacturing Co., Evansville, Ind.;
Trupar Manufacturing Co., Dayton, Ohio; Uniflow Manufacturing Co.,
Erie, Pa.: Universal Cooler Corlporation, Detroit, Mich.; Westinghouse Electric
& Manufacturing Co., Mansfleld, Ohio; Rudolph Wurlitzer Manufacturing
Co.. North Tonawanda, N.Y.

Members of this association imade and sold 80 percent of all electrical house-
hold refrigerators in 1932, and are responsible for approximately 90 percent
of current production. They comply with the provisions of the National
Industrial Recovery Act, under the Code of Fair Competition for the Elec-
trical Manufacturing Industry, approved by President Roosevelt August 4, 1938.

The Industry as here represented is In full accord with the Congress as to
the need for adequate revenue and advocates a general manufacturers' sales
tax of which it Is quite willing to bear its Just share in tie present emergency.
It is believed by this group that, because of its essential equity and because
of its capacity for lo7roduclng large revenue, such a tax is greatly to be
preferred to discrlminatory taxes levied against certain industries or parts
of industries:,

The case of this industry with reference to the proposed tax is laid before
your committee, not In a spirit of combativeness, but with a desire to place
certain facts before you in a spirit of cooperation toward a fair and equitable
decision.
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The attitude of the industry toward the tax, certain facts in respect to the
status of the industry and comments upon the effect of the manufacturers excise
tax on this industry are respectfully submitted. It Is proposed to show that:

(a) The items designated in the schedule of manufacturers' excise tax
revenue bill evidently are selected luxuries, whereas the mechanical household
refrigerator is the only utilitarian household appliance designated for taxation.

(M) The manufacture and sale of mechanical household refrigerators is a
young ifidustry involved in costly experimentation and development.

(6) The industry has not been generally profitable to investors.
(d) The present and future market for mechanical household refrigerators

lies among families of moderate incomes.
(e) The tax has curtailed sales volume.
(f) Mechanical refrigeration, far from being a luxury, is an instrument of

health preservation and of thrift.
(g) Reduced volume in the industry hns increased unemployment.
(h) The proposed tax adversely affects allied industries, and tends to defeat

a declared policy of the administration.
() Refrigerator cabinets should not be taxed.
(J) The tax should not exceed that levied against automobiles.
(Mo) Revenue received as the result of the refrigeration tax has been for

less than estimated returns.

TEM ITEMS DESIGNATED IN TIIE TAX SCHEDULE EVIDENTLY ARE SELECD LUXURIES,
WHIERAS MECHANIC.L HOUSEIOLP REFRI(;ERATORS ARE THE ONLY UTILITARIAN
HOUSEHOLD APPLIANCE DESIGNATED FOR TAXATION

Examination of the proposed tax schedule indicates that, as i general prop-
osition, it was intended to designate certain luxuries. The mechanical house-
hold refrigerator, peculiarly enough, is the only strictly utilitarian household
appliance included in the entire list. Evidently there was no Intent to levy
a tax against utilitarian household appliances generally, otherwise the list
would necessarily include many Items far less necessary for the preservation of
health and comfort than mechanical refrigerators.

Inasmuch as there is designated for tax only one of many household ap-
pliances, the proposal is highly discriminatory.

THE MANUFAOTURE AND SALE OF MECHANICAL HOUSEHOLD RE7BIGEBATORS S A
YOUNG INDUSTRY INVOLVED IN COSTLY EXPERIMENTATION AND DEVELOPMENT

The number, retail value, and average unit value of mechanical household
refrigerators manufactured and sol during the past two decades Is Indicated
by the following tabulation:

Year Number Retail value Year Number Retail value Unitvaluevalue

1910-20 ........ 10,000 $6,000,000 $600 1027 ............ 390,000 $136, 600,000 $350
1921 ............ 5, 000 2,750000 50 1928 ............ 0,000 190,400,000 340
1922 ............ 12,000 6,300,000 825 1929 ............ 840,000 273,000,000 325
1923 .. . ......... 8,000 0,000 475 1930 ............ 850,000 243, 100000 288
1924 ............ 30,000 13,800000 450 1931 ............ 85,000 23, 425, 000 245
1925 ............ 75,000 31,875,000 425 1932.........850,000 163,800,000 19
1920 ............ 210,000 81,900, 000 390 1933 ............ 1,050,000 177,277,420 189

These figures are quoted from recognized trade Journals (Electric Refrig-
eration News of Feb. 15, 1933, and Electrical Merchandising, January 1934).
According to the same authorities, there were, as of December 31, 1933, 4,900,000
electric refrigerators in use which, as compared with the number of wired
homes in the country (10,843,724), indicates a market saturation of 24.6 per
cent. From the average unit prices above cited, it is apparent that the industry
has struggled to increase volume by constant reduction of retail prices.

It is also apparent that annual volume did not start to increase at a rapid
rate until 1925. It will be noted further that while unit volume increased
during 1030 and 1031 and was relatively well sustained In 1932, total dollar
volume reached a peak in 19.29 and has diminished in succeeding years.
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Enormous sums of money have been spent by the industry, for technical

development, sales promotion, and advertising. Many manufacturers, unable
to survive the inital struggles that characterize the early years of any new
industry, have failed. Others have not yet replaced with profits, the losses
and inital expenses In which they have been involved.

Ws believe that the industry can grow and prosper only if it is not bur-
dened by discriminatory taxes.

(Exhibit B is a photostatic copy of the news story published in the Feb. 15,
1983, issue of Electric Refrigeration News, which news story incorporated
the stat!qt!cs commented on above. Exhibit B1 is a graph of household electric
refrigerators sales from 1919 to 1984 and a chart of the average unit price
over the same period.)

THE INDUSTRY HAS NOT BEEN GENERALLY PROFITABLE TO INVESTORS

While considerable sums of money have been set in motion by the activities
of the industry, the courageous investors who have seen fit to finance the
Industry have profited in a far less degree than the army of employees whose
wages have been paid by the industry.

Examination of the financial history of the companies here represented
would disclose an average record of extremely heavy initial expense and
losses with very meager earnings available for dividends. It is believed that
if one were to take into account the moneys lost in unsuccessful companies,
and if one could develop a combined profit and loss statement for all the
companies that have engaged in this industry from the beginning of its
activities until the present, a very substantial loss would be indicated.

Examination of the profit and loss positions of the several companies
engaged in manufacturing and selling mechanical refrigerators during the
year 1933, indicates that despite the volume attained in that year, many
companies suffered heavy losses. Profits and dividends have been conspicuous
by their absence.

EXHIBIT A.-THB ONLY STRICTLY UTILITARIAN HOUSEiOLD APPLIANCE INCLUDED
IN THIS LIST

TITLE IV, XANUFACTURKRS' MXISS TAX

See. 001. Excise taxes on certain articles.
See. 602. Tax on toilet preparations, etc.
See. 603. Tax on furs.
See. 604. Tax on jewelry, etc.
Sec. 605. Tax on automobiles, etc.
See. 600. Tax on boats.
See. 007. Tax on radio receiving sets, etc.
Sec. 008. Tax on mehanical refrigerators.
See. 609. Tax on sporting goods.
See. 610. Tax on firearms, shells, and cartridges.
See. 611. Tax on cameras.
See. 012. Tax on matches.
See. 613. Tax on candy
See. 014. Tax on cheming gum.
See. 615. Tax on soft drinks.
See. 616. Definition of sale.
Sec. 617. Retail sales.
See. 618. Sales for less than fair market price.
See. 619. Contracts prior to March 1, 1932.
See. 620. Return and payment of manufacturers' taxe&
See. 621. Applicability of administrative provisions.
See. 022. Rules and.-regulations.
See. 623. Effective date.
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EXHIBIT B

SATURATION Or WImn HOME MARKET IN U.S. Now ESTIMATED AT 2.12%-
NUMeM or UNITS SOLD EQUALS 1929 BooM Recoao

Estimated total sales of household electric refrigerators (Includ-
Ing exports) by all United States manufacturers ------------ 840,00)

Estimated average retail price ------------------------------- $195
Total retail value --------------------------------- $163,800,000
Estimated total number of household electric refrigerators In use

on January 1, 1932 --------------------------------- 3,100,000
Sales during 1932, less exports approximatelyy 40,000) ---------- 800, 000

Total ----------------------------------------- 4,3 000
Deduct for obsolescence and replacement (estimated) ----------- 300.000

Total in use on January 1, 1933 --- ------------------ 4.000,000
Divide by number of wired homes In United States ----------- 19, 874, 513
Market saturation -------------------------- percent. 20. 11

By F. M. Coekrell

DETROIT.-During 1932, a total of 840,000 household electric refrigerators
was sold by all United States manufacturers.

This brings the saturation of the wired home markets in the United States to
20.12 percent.

As manny refrigerators were sold during 1932 as during 1929, although tile
retail value of the entire number sold was less than that of 1928.

My estimate was reached by assuming that the 672,258 refrigerators sold
by the 10 members of the refrigeration division of the National Electric
Manufacturers Association constituted 80 percent of the industry total.

The 10 Nema companies reporting their year's total sales are: Copeland,
Frigidaire, General Electric, Grlgsby-Grunow, Kelvinator, Norge, Servel,
Trupar, Universal Cooler. and Westinghouse.

A very thorough sur-ey of tie sales made by all manufacturers outside of
the association covering the first half .of 1932 was made and this survey Indi-
(ated that the 80-20 ratio between Nema and non-Nenma companies represented
a Ver accurate division of the business. The all-industry sales of household
units during the first 6 months was estimated to be 649,500, which was over
80 percent of the year's total. It other words, the sales of all companies not
reporting their figures to the Nenia headquarters was figured at approximately
130,000 for the first 6 months.

For the first 9 months of the year sales of the 10 Nema companies were
nearly 600,00 and it was estimated that the sales of all others amounted to
150.000 or a total of three-quarters of 'i nilllion units.

For the entire year the Nema sales amounted to 672,000 units and all other
companies are figured at 168,000 or a total of 840,000.

It should be noted in this connection that the figures for two Neina companies.
namely Gibson and Crosley, are not included in the statistics Issued by the
association.

MARKET SATURATION

I estimate that there are now 4.000.000 household electric refrigerators in
use in the United States. This figure was arrived at by adding the total number
sold last year to the estimate of refrigerators in use at the beginning of 1932
(3,500,000), then by deducting 40,000 for the year's export and 300,000 for
estimated obsolescence and replacements during 1932.

1.sing 19.874.513 as the number of wired homes in the United States, the
market saturation point at the beginning of 1933 was 20.12 per cent.

AVERAGE RETAIL PRICE

Figuring that the average retail price of all household models sold was $195,
the total retail price of the 840,000 refrigerators was $163,800.000.

Statistics issued by the association, published elsewhere in this issue, show
that the manufacturers realized slightly over $100 per unit for their household
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equipment. Ordinarily It is assumed that the final retail price is double the
factory value. The margin allowed to distributor and dealer must cover a
number of substantial expense items including transportation, warehousing.
delivery, installation, service during the guarantee period, advertising and sales
expense, etc. Experience has demonstrated that the normal 50 percent of the
retail price allowed for all costs after the product leaves the factory Is none
too much for sound business.

The fact remains, however, that an Important share of the 1932 volume was
sold by manufacturers direct to department stores or by dealers at cut prices
and it is believed that the average of $195 represents a fair estimate. There is
no way, of course, whereby the true average can be determined. This figure IN
necessarily only an estimate and anyone who thinks that It should be different
is welcome to his opinion. I wouldnt even argue the matter with him.

It may be worthwhile to comment, however, that one may be easily misled
by the voluminous publicty which has been given to low-pric d units selling at
retail in the neighborhood of $100. If we way believe the Nema figures showing
the division of business between low. medium, and high-priced units, the ex-
tremely low prices put on leader models were not particularly productive of
volume sales. Whatever may have been the value of low prices in terms of
psychological effect upon prospects, it appears that a good share of the buyers
finally decided upon models of larger capacity and better construction.

STOCKS ON HAND

The value (at factory prices) of stocks in the hands of manufacturers, in
factories, warehouses, branches, distributorships, and dealerships on January
1, 1933, Is estimated to be $21,800,000.

The above stock does not appear excessive in the light of past experience.
Judging from the monthly stock figures Issued by the Nerna headquarters for
1930, 1931, and 1932, it appears that the value of equipment on hand at the
beginning of 1933 was less than that at any time during the previous 3 years.

Year -Number of Aver- Total value
units age

To 1920 ............................................................... 10,000 $60 $6.000,000
1921 .................................................................. . 00 50 2,75, 000
1922 .................................................................. 12,000 625 6,300,000
1923 .................................................................. 18, 000 476 8,550, 000
1924 .................................................................. 30,000 450 13,500,000
1923 ..................................... ............................. 7, 000 425 31,875,000
1926-......-........ .............................................. 210,000 390 81, 0,000
12 .................................................................. $90000 350 1. o00,000
1928 .................................................................. 0, 334 187,W00,000
1929---------------------------------------------------8........ 40,000 292 245,280,000
13 .................................................................. 5 ,000 275 233, ,
1931 ............................................................ 965,000 288 248.970,0000
1932 ............................................................ 840,000 191% 163,800,000

Total ........................................................... 4,8050000 ....-.. - 1, 5 218, 000

THE PRESENT AND FUTURE MARKET FOR MECHANICAL HOUSEHOLD RIFMGEATOR5
LIES LARGELY AMONG FAMILIES OF MODERATE INCOMES

The statistics first cited Indicate that the market, at the end of 1933, was
24.6 percent mtturated. The first buyers of a new device, particularly during
the period when the average unit prices are high, are the wealthy families.
According to investigations made by the National Bureau of Economic Research.
only 13.5 percent of the personal incomes in the United States exceed $2,000
annually. It is therefore apparent that future buyers of mechanical refrigera-
tors must be people o? moderate incomes.

The experience of companies here represented In selling refrigerators to
owners of and receivers for apartment houses indicates 'conclusively that apart-
ments commanding very low rental figures remain vacant if they are not
equipped with mechanical refrigeration.

The Starch report, based uin i an analysis of 1"057 families in cities of
various sizes ranging from Greenville, Tex., to Philadelphia, Boston, and San
Francisco, was made to determine what a representative cross section of the
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American public "intends to buy next" in connection with types of goods used
by the entire family. Twenty-eight percent of the families interviewed Indi-
cated that they next intended to buy electric refrigerators. Incomes among
these people fall into the following classifications:

PerUent
Under 1,000 --------------------------------------------- .9$1,000 to $2,000-----------------------------------. 9
$2,000 to $3,000 ------------------------------------------ 37.0
$3,000 to $5,000 ------------------------------------------ 26.2
$5,000 to $10,000 ------------------------------------------ 5.2
Over $10,000 -------------------- ------------------------- .8
the average income being $2,519.

It is believed that any study that might be made to indicate the incomes of
families who will buy mechanical refrigerators during the next several years
would indicate conclusively that they will be families of moderate incomes. It
is apparent, therefore, that the burden of the tax falls not upon the wealthy
few but upon the multitude of American families whose incomes are small.

(Exhibit C is a reproduction of excerpts from the Starch Report referred to,
which appeared in Electrical Home Ware, April, 1932. Exhibit D is a chart
showing the distribution of yearly incomes by amounts.)

THE Pi3OPOSED TAX HAS CURTAILED SALES VOLUME

In order that the market might be expanded, manufacturers have struggled
to reduce retail prices of refrigerators even though unit profits have been
greatly reduced. Inasmuch as the increase in volume of the refrigeration
industry has been attained largely by means of constant reductions in retail
prices, it follows that any tax which increases the cost to the consumer will
curtail volume.

It Is not wholly a matter of economics. It is believed that the psychological
effect of stigmatizing refrigerators In the minds of the public as luxuries has a
serious and far-reaching effect upon sales.

The Federal excise tax upon mechanical refrigerators became effective July
1, 1932. Sales during the 6 months immediately preceding imposition of the
tax had declined only 18.45 percent below sales in the corresponding period of
1931. But, in the first 6 months after the tax became effective, sales declined
61.37 percent below sales in the corresponding period in the preceding year.

While the general economic situation admittedly influenced this decline, the
tax cannot be disregarded as an important contributing factor.

MUOHANIOAL REPRIOERATION, FAR FROM BEING A LUXURY, 15 AN INSTRUMENT OF
HEALTH PRESERvATION AND OF THRIFT

It is estimated that 70 percent of the foodstuffs sold in the United States are
perishable. Perishable foods become dangerous with the growth of bacteria.
The national loss caused by the shrinkage of perishable foods amounts to
hundreds of millions of dollars annually. Any mechanisin that tends to reduce
this tremendous loss must contribute greatly to national welfare.

The most practical means for preventing or minimizing the growth of bac-
feflia i the home is the storage of these foods under constant low temperature.
The growth of bacteria at temperatures above 500 F. is extremely rapid. The
consumption of food of dangerously high bacterial count frequently results in
illness and sometimes in death. Faulty preservation of milk is known to be
conducive to high infant mortality.

Dr. Royal S. Copeland, Senator from the State of New York, well known as
an authority on public health, has said on this subject, "Milk must be kept
at a low temperature (500 F. or below) from the time it is produced until it is
consumed, if its quality is to be maintained. The only safe way is to have at
your disposal some method of artificial refrigeration."

Food preservation has been man's greatest problem from the very first pages
of history. In ancient Rome, the legionnaires received part of their pay in salt,
because it had been found that salt helped to preserve meats. The ancient
Egyptians worshipped their sun god Ra because his rays dried their foods and
helped to preserve them.

Christopher Columbus discovered this continent accidentally while searching
'Tor a new route to the East Indies-the source of spices which were needed to



TAX ON ELECTRIC REPRIGERATORS 537

disguise the bad flavor in foods of the medieval world. Lord Francis Bacon
died of pneumonia contracted while stuffing a fowl with snow to see if cold
would preserve it.

Francois Appert discovered canning after Napoleon had offered 12,000 francs
to anyone who could find some way of preserving the French army's rations.
During the Civil War in this country, an ice-making machine was run through
the blockade to help save the starving population of New Orleans.

Throughout history there has been this universal, never-ending struggle to
protect the foodstuffs of mankind. Without pure foods, human resistance
runs low; with unhealthy, poorly fed people, the progress of the state is
threatened.

During the last 20 years this Nation has far out-distanced the rest of the
world in the care taken with its foodstuffs. Two decades ago, before milk
was properly handled and refrigerated, cholera infantum caused a very high
death rate among babies. -Thousands of them were poisoned during a single
summer by the only food their delicate bodies could assimilate.

Among the poor, this disease was particularly prevalent. Even the middle-
class families and the rich were powerless to combat this dread sickness.

Many an old-time physician still tells, with tears in his eyes, how he watched
life slowly depart from helpless infants. Throughout long nights he has sat
beside the tiny crib as the feverish baby cried faintly in the grasp of this
weakening disease. He could do nothing; polluted milk, carelessly handled in
the home was too great a handicap.

Not alone are children attacked by food poisoning. Adults, too, give way to
the ravages of that invisible army which populates the food we eat. These
molds and bacteria derive their sustenence from the same types of food we
consume. And they cast off a waste, which if swallowed in sufficient quantities
will poison our systems.

As many as 950 per 100,000 of population have died from food poisoning in
one year, according to the United States Bureau of Census reports. Epidemics,
arising from the same source, have struck entire countries from time to time.

Ten thousand cases of sore throat caused by impure milk swept over Chicago.
Fifteen hundred cases of typhoid caused by oysters were reported during one
season In various parts of the United States. Milk caused 4,755 cases of
typhoid in Montreal.

Improperly protected foods have caused, and are still causing, infantile
paralysis, undulant fever, summer diarrhea, para-typhoid fever, tapeworm,
trichinosi,, foot-and-mouth disease, typhoid fever, dysentery, tuberculosis,
septic core throat, scarlet fever, and diphtheria.

Since 1123 the( death rate froin food poisoning has been decreasing. The last
report shows it reduced to 750 deaths per hundred thousand.

Federal and State Inspection of foods, coupled with enforcement of the Pure
Food and Drug Act, have helped mightily In this work. Unscrupulous food
dealers no longer feel free to endanger the health of their customers by pur-
veying poisonous foods.

The Government has spent millions to protect the health of its people. This
investment has been wisely made because the strength of the nation depends
upon the physical well-being of Its people.

Enforced protection of foods, though, stops when these edibles leave the
merchant's store. No laws can assure the proper preservation of foods after
they reach the home.

If left at room temperature, or In a refrigerator which cannot maintain a
temperature continually below 500, these foods become an incubator for harmful
organisms.

The United States Department of Agriculture, Bureau of Home Economics,
has warned:

"Milk, fresh meat, poultry and fish, and many fresh fruits and vegetables,
should be kept at a temperature of 500 F., or preferably lower, to check the
growth of microbes that cause souring and decay."

The mechanical refrigeration industry has spent tons of millions of dollars
in repeating this vital fact over ond over again. In effect, this Industry has
extended the work of the Federal, State, and municipal governments by im-
pressing' the vital importance of food protection on the minds of the public.

This industry, with millions spent in education through advertising and
other mediums, has helped to Increase the effectiveness of the Government's
insistence upon pure foods.
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Fundamentally, the mechanical refrigeration industry and the Government
health bureaus are contributing to the achievement of the same results.

In view of this, can mechanical refrigeration fairly be considered a luxury?
Foods are canned to protect them from putrefaction. Canning achieves the

same results as mechanical refrigeration. It is merely another means for
protecting the health of the public.

Canners use heat to destroy the dangerous microbes in foods. Mechanical
refrigerators use cold to halt the growth of these parasites.

's Not alone does a low temperature such as that obtained in a mechanical
refrigerator reduce or at least curb the growth of putrefaction bacteria." wrote
Dr. W. L. Mailman, famed bacteriologist of Michigan State College. "It also
has a marked effect on.disease-producing bacteria. The longer foods are kept
in a mechanical refrigerator, the fewer disease bacteria do they contain."

So far as known, no luxury tax Is contemplated on canned foods. Since
canning an(d mechanical refrigeration both protect -the public's health, can one
method fairly be called a luxury and taxed, while the other escapes this
handicap?

The present plans, we understand, are also to exclude ice cabinets from
taxation. Instead of a cooling unit automatically kept cold by a condensing
unit, they use ice as a source of refrigeration. But the purpose is just the
same. They alp) are intended for the protection of foods.

If the ice refrigerator is not In the luxury class, is it fair to tax a mechanical
rofrlgerator, which really fulfills the purpose for which it is designed?

The mechanical household refrigerator affords the best means so far dis-
covered of maintaining suitable temperature conditions for the proper preserva-
tion of perishable foods. Older means for household refrigeration are rela-
tively faulty because they allow temperatures to rise dangerously high and they
are not automatic In their operation.

The mechanical refrigerator is an instrument of thrift because, compared with
less modern food preservation mechanisms, the mechank-al refrigerator accom-
plishes the following results:

(1) Economy In cost of operation.
(2) Prevention of food losses.
(3) The householder, having adequate and efficient means for food storage

and preservation, need purchase perishable foods only when the lowest prices
are offered.

(Exhibit E is a graphic presentation showing growth of bacteria at various
temperatures, which graph was issued by the Bureau of Home Eonomics, U.S.
Department of Agriculture. Exhibit F is an excerpt from Farm Bulletin No.
602 indicating the rapid growth of bacteria at temperatures above 500 F.)

REDUCED VOLUME IN THE INDI'STRY HAS INCREASED UNEMPLOYMENT

A canvass of the companies here represented Indicated that they gave em-
ployment to approximately 180.000 peolpkh as of April 1982. In July 1932. the
first month In which the tax was effective, Nena factory sales were only 20.78
percent of April sales. With sales reduced'by four-fifths, reduction in employ-
ment was correspondingly drastic.

Seasonal sales tendencies and the general eonomic situation contributed to
this sharp decline in employment, but in the preceding year, reflecting normal
seasonal tendencies, July factory sales were 00.18 percent of April 1931, stles-
a decline of only &3.82 percent as compared with a decline of 79.22 percent
in 1932. It is therefore parent that this unfair and discriminatory tax brought
about a sudden great increase In unemployment.

It is interesting to speculate as to what part of the total tax revenue received
from this industry has been required to relieve distress brought about directly
by the Imposition of that tax.

(Exhibit I is a bar chart of sales of electric refrigerators before and after
imposition ot the Federal excise tax.)

TOO PROPOSED TAX HAS ADVEISLY AFFECTED ALLIED INDUSTRIES AND TENDS TO
DEFEAT A DELARZD POLICY OF THiE ADMINISTRATION

The mechanical refrigeration industry has, during this period of general de-
pression, contributed a considerable volume of business to other industries
which are suffering most seriously from curtailed volume, heavy losses, and
unemployment.
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According to estimates made in April 1982 by the publishers of Electric
Refrigeration News, the volume contributed by the mechanical household
refrigeration industry to a few of these industries is as follows:
Iron and steel -------------------------------- tons.. 150,000
Copper and brass ------------ ; --------------------------- do .... 25,000
Electric motors and electric controls --------------------- $15,000,000

To these figures might be added purchases of important volume from the
lumber industry, front the insulation industry, from the paint industry, and
from many others. In the aggregate, this volume purchased by the refrigeration
industry from allied industries represents the annual employment of many
thousands of people" and the motivation of large sums of money which must
tend, in some measure, to alleviate the distress brought about by unsettled
economic conditions. Sharp curtalfnent of the refrigeration sales in the first
year of the tax was reflected in decreased employment by those industries which
act as suppliers to refrigerator manufacturers.

Electric current is a commodity purchased by 19,848,724 families in the
United States. It is reliably estimated that this represents above 65 percent of
the homes in this country. Any development that tends to reduce the cost of
elecrlc current used in the homes of this country niust therefore be regarded
ats t well-distributed blessing. The present administration recognizes the force
of this statement and has given It expression by the organization of the
Tennessee Valley Authority.

Mechanical houmsehold refrigerators make it possible for the public utilities to
generate and distribute electric current to domestic users at reduced cost. The
electric refrigerator adds greatly to the connected household load, and the load
characteristics are such as greatly to reduce the cost of generating and dis-
tributing household current. It is said that in many wired homes an electric
refrigerator virtually doubles the current demand, and in a given community
the demand created by electric refrigerators is a constant one throughout the
24-hour period and does not fluctuate seriously throughout the 12 months of
the year. A connected load of this type permits public utilities to generate and
distribute electric current at lower cost than that which obtains in connection
with the lighting load alone.

Any curtailment in the volume of mechanical refrigeration industry will delay
i process which ultimately must result in reduced cost for electric current
bought by the home owners of America.

Thus the imposition of a discriminatory excise tax on mechanical refrigera-
tors tends to obstruct the accomplishment of a definite objective of the present
administration.

(Exhibit H is a photostatic copy of an editorial which appeared In the April
13, 1982, issue of Electric Refrigeration News analyzing the distribution of
money brought about by the electric refrigeration industry.)

REFRIOGATION OABINt S SHOULD NOr HE TAXED

No tax is proposed upon fee or ice boxes. This again emphasizes the dis-
criminatory nature of the proposed tax.

There is no essential difference In construction between an ice box and a
mechanical refrigerator cabinet-in fact, thousands of ice boxes have been
converted into mechanical refrigerators. Under the proposed revenue bill a
home owner could purchase an ice box not subject to tax and convert it into a
mechanical refrigerator by purchasing the necessary mechanical elements. In
this way the tax can be partly evaded. Such evasion will reduce the volume
of the mechanical refrigeration industry and bring about a serious element of
confusion.

THE TAX, IF CONTINUED, SHOULD NOT EXCEED THAT IEVIED AGAINST AUTOMOBILES

In the entire tax schedule the only other item listed that is not generally
regarded as a.luxury is the automobile, against which a 3 percent tax is levied.
If a tax must be borne by the mechanical refrigeration industry, there is no
apparent reason why it should be higher than the tax imposed on automobiles.
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REVENUE RECEIVED AS THE IESULT OF THE B MAOETION TAX HAS BEN FAR LESS
THAN E0I2MATED RETURNS

It has been shown that tile immediate effect of the discriminatory excise
tax on mechanical refrigerators was to bring about wide-spread unemployment
in the industry and in associated Industries. It should be noted that this
drastic curtailment of employment took place during the second 6 months of
1932, which is now generally conceded to be the worst phase of the depression.

Revenue produced by this tax has been disappointing. Surely, such revenue
represents an absurd ratio to the damage done by the tax. The estimate of
revenue to be obtained from the refrigeration tax was $4,000,000. For the
fiscal year ended June 30, 1933, actual revenfle from this source was $2,112,000:-
little more than half of the anticipated return.

SUMMARY

In the proposed revenue bill, mechanical refrigeration is classed as a luxury.
It has been shown that the industry cannot reasonably be so classified.

Under the proposed revenue bill, mechanical refrigeration industry is as-
sumed to be a money-making industry. It has been shown that this is not
generally true.

The process of developing this new industry must depend upon constantly
reduced prices. This process should not be retarded by a discriminatory tax.

It has been shown that this tax is discriminatory in that it is placed upon
only one of many utilitarian household devices. It is also discriminatory in
that it is levied against one division of the refrigeration industry whereas no
tax is levied against competitive divisions of the same industry.

The imposition of a discriminatory tax upon mechanical refrigerators re-
tards the process of making cheap electricity itvailable to our citizens, thereby
tending to defeat a declared policy of the present administration.

There is no apparent justification for taxing the mechanical refrigeration
Industry at a higher rate than that which applies to the automobile.

The people engaged in the mechanical refrigeration industry are fighting
to create and develop a new and useful industry. The other industries selected
to bear the tax are comparatively old and well established.

This committee is prepared to submit any additional substantiating evidence
that may be required. We shall welcome the opportunity of supplying any
additional information concerning our industry that .may be helpful to your
committee.

(JONOI.USION

It view of the foregoing facts, we respectfully suggest that:
A general manufacturers' sales tax, in which this Industry would gladly bear

Its fair share, be reconsidered.
If the first suggestion cannot be idopted, that mechanical household re-

frigerators be eliminated from the selective tax schedule.
If neither of the foregoing suggestions can be adopted, that the tax levied

against mechanical household refrigerators shall not exceed two and one quar-
ter percent.

If.a selective tax is levied against mechanical household refrigerators, it
shall apply. only to the mechanism and not in any case to the cabinet in which
the mechanism may be assembled.

G. M. .ToHNsToz,
Chairman, Refrigeration Divisiton,

.Yational Eleotrical Afam-facturere Association.
3AIIuAnY 19, 1034.

THESE ARE THE THINGS THEY INTEND TO BUY NEXT

From Electrical Home Ware, April 1932

But, in an effort to find out what a representative cross-section of tile
American public "intends to buy next ", in connection with types of goods used
by the entire family, the Tower Magazines recently commissioned Dr. Daniel
Starch, one of the foremost consultants in commercial research, to make an
investigation of this subject, tabulating the replies in the order in which they
were given.
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Electrical refrigerators were naiAed as the "next purchase" in 28 percent
of the families included in the Tower Magazine survey, with floor coverings
in second place, followed closely by radios, washing machines and vacuum
cleaners.

"Furniture" of a general nature came sixth on the list, with specialized
types of living-room and bedroom furniture next in order. It will also be
noted that "an automobile" was the reply of only 5.5 percent of those inter-
viewed while "curtains" ranked almost as high.

Ranges, electric clocks, lamps, general "electrical appliances ", sewing ma-
chines, electric irons, electric fans, and oil burners were the other types of
electrical home ware mentioned by those interviewed, while, in the entire list
the only items which cannot be classified as "home ware" are automobiles
and telephones-certainly striking proof of the interest which the public is
taking in home ware in general and electrical appliances in particular at the
present time.

The income groups fell into .the following classifications: Over $10,000,
0.8 percent; $5,000 to $10,000, 5.2 percent; $3,000 to $5,000, 26.2 percent; $2,000
to $3,000, 87 percent; $1,000 to $2,000, 2d.9 percent; under $1,000, 3.9 percent,
the average income being $2,519, a figure which parallels very closely the
average income for the country as a whole-approximately $2,500 a year.
It will therefore be seen that the heavy preponderance of replies naming
various types of electrical home ware were not weighted by any large pro-
portion of families of the wealthy type, thus bearing out conclusions reached
from other sources that those moderate means are the best possible prospects
for appliances of the labor-saving type.

EXHIBIT F

COOL THE MILK PROMPTLY AND KEEP IT COOL

A large number of bacteria found in milk when it reaches the consumer are
due to improper cooling and keeping the milk at too high a temperature
during storage, transportation, and delivery. The rapidity with which bacteria
multiply in milk at different temperatures is shown in table 1.

TABLE 1.--Growth of bacteria in 1019- when the #0lk la hld at 500 and at 68 ° 1'.

Number of bacteria per cubic centimeter-
Temperature of milk

At be- At end of At end.of At end of At end of
ginning 6 hours 12 hours 24 hours 40 hours

0F...................................... 10 12 15 41 62
8 ...................................... 10 17 242 61,280 3,574, 0

At the above rate, if the milk, when produced, contained 1,000 bacteria per
cubic centimeter, the part held at 500 F. would have contained only 4,100 bac-
teria at the end of 24 hours, whereas that held at 680 F. would have contained
6,128,000. The effect of temperature on the growth of bacteria is graphically
shown in figure 5. (Reprinted from U.S. Department of Agriculture Farmers'
Bulletin No. 602.)

EXHIBIT H

How ZETRIO ,E 1ERATION SE AMD EMPLOYMENT AND PROSPERITY

By F. At. Cockrell

The sale of 1,000,0004household electric refrigerators in 1932 means a total
retail volume of business amounting to about $200,000,000.

When we analyze the distribution of this money it il evident that a high
percentage of the total goes into salaries and wages paid to employees of
manufacturers, distributors, and dealers.

About 10 percent, or $20,000,000, will be the share of local salesmen who carry
the message of health, economy, and better living to American homes.
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Millions of' dollars will be paid for insulation, lumber, porcelain, lacquer,
chemicals and other materials, parts, and supplies, all of which require labor for
their production.

At least $20,000,000 will go to the metal industries for 150,000 tons of iron
and steel produets, 25,000 tons of copper and brass products, and other metals.
Even though this amount is used for the purchase of materials, practically all
of it will be paid for labor-mining, refining, fabricating, etc. These industries
are.badly In need of business to relieve unemployment.

Another $15,000,000 of the total will go for motors, controls, wiring, and other
electrical parts also largely made of metal, and requiring a high "con tent " of
skilled labor.

In fact, the entire $200,000,000 eventually goes into the pockets of people-:-
several hundred thousands of them--who receive this money for service of one
kind or another. The public thereby has $200,000.000 more to spend for other
products and services. It Is this turi-over of capital, this exchange of money
for service, which makes Jobs, raises the Prandlard of living, and promotes
prosperity.

TAX ON MATCHES

Mr. CHAIRMAN. Mr. J. H. Weaver, of Cleveland, Ohio. You are
speaking on matches?

Mr. WEAVER. There are two of us talking on matches. May I sur-
render my time to Mr. Begle, who is the largest manufacturer of
strike-on-box type of match in the United States.

The CHAIRMAN. How much time does he want?
Mr. WEAVER. Just a very short time. About 5 minutes.
Mr. BEoLE. It will be very short.
Senator R=RD. Where is your home, Mr. Begle?
Mr. BEOLE. Greenwich, Conn.
The CHAIRMAN. All right, Mr. Begle.
Mr. BEOLE. Our office is in New York City.

STATEMENT OF NED G. BEGLE, CHAIRMAN OF THE EXECUTIVE
COMMITTEE OF THE MATCH INSTITUTE, CHAIRMAN OF THE
MATCH CODE AUTHORITY, AND PRESIDENT OF THE BERST-
FOSTER-DIXFIELD C0.

Mr. BOiLc. The Berst-Foster-Dixfteld Co. is the largest manufac-
turer of this type of match (indicating strike-on-box type). I am
chairman of the Match Institute, which is made up of 100 percent of
all the match manufacturers of the country.

'Senator COSTIGAN. When you refer to this type of match, what
type have you?

Mr. BEoL. The strike-on-box. When you strike on the side of
the box to ignite. I am also chairman of the code authority, because,
we are now operating under our code, which was signed December 30.

Our suggestion is not a cut in revenue. Our suggestion is an
increase in revenue. The 1932 bill put a tax of 2 cents a thousand on
wood matches, whether they are natural stem, which is like this
[indicating], the white without any preparation, whether they are
the colored, which is a fancy or colored match and costs more to
the amount of the cost of the coloring, 2 cents on that; and the
other article which is in direct competition with it, the lighter, which
is widely advertised as making 1,000 lights, and on which there is
no tax whatever. This displaces the match, as a very rapidly grow-
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ing article, growing so fast that their advertisement of their sales
would indicate that a tax similar to the tax put on this match would
have an income amounting to $1,000,000 a year.

Senator CouzzNs. Are they buying those lighters to save the tax
,on metchesI

Mr. BEGIZ. I could not say that.
The CHAIRMAN. Do those lighters last a dayI
Mr. BzdLE. They advertise them as good for a thousand lights.

I have no advertisement for them, but they are constantly springing
,up. In fact, one company advertised December sales of 90,000 of
those [exhibiting a lighter].

Senator BARKEzY. What do they cost I
Mr. BEou. From 10 cents up. You can buy them wholesale as

low as 7 and 8 cents.
Senator BAR LEY. What do matches cost?
Mr. BsOLE. A box of matches cost a penny before the war, and

after the war and before the excise tax was put on, and after it was
put on. It is still a penny a box.

Senator BARKLEY. How many matches to a box?
Mr. BWOLE. Forty. At one time there were 50. The box is not

smaller. There is just as much wood in a box of 40 as in a box of 50.
The CHAIRMAN. You have nothing to do with the book matches?
Mr. BmOi. No.
Senator BARKLEY. How miuch tax do you want to put on thelig hter i ,

Mr. BEGLE. Equivalent to our tax. Twenty-five percent of the
selling price. The tax we paid last year on our American match
amounts to 25 percent of our net selling price.

Senator BARELEY. Wholesale?
Mr. BEOLE. Wholesale' yes, sir. Jobber's price. We only ask

exactly the same tax on the lighter.
Senator W.Icorr. Twenty-five percent of the net?
Mr. BEoGz. Yes.
Senator WAwcvrr. Where are those largely made, those lighters?
Mr. BEGLE. In the United States. There were a great many

imported, but the American manufacturers are making them cheap
ng in large quantities, and they are mostly made now in the United

States.
Senator WALCOTr. What is the import duty, do you know
Mr. BEGLE. No; I do not. The importation is so small that we

have not been concerned with the importaion. It is strictly as a
competitive article on an American article.

Senator CoxNALLY. Are you basing the tax on the cost of the
Article or the number of lights?

Mr. BEGOLE. On the selling price.
Senator CONNALLY. You said it was a thousand lights.
Mr. BEoLr. Two cents a thousand here, and 25 percent on this, and

the jobber's price being about 8 cents would also make 2 cents a
thousand liglts. So it is based on the number of'lights.

Senator CONNALLY. So it is based on the number of lights.
Mr. BEo E. Yes.
Senator CONNALLUY. You are taking their word for it that there

are a thousand lights.
46982-34---85

548
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Mr. BEdLE. There are widely advertised circulars which say that
they can get a thousand lights.

Senator CONALLT. I think you are mistaken about that being so.
The CHAIRMAN. Where are they.made?
Mr. Baorx. Warsaw, Ill., and this one happens to be Chicago, Ill.
The CHAMMAN. Of course, you would prefer that the whole tax

be taken off of matches altogether, wouldn't you I
Mr. BioKE. Yes, sir.
Senator REE. Would you favor a uniform manufacturers' sqles

tax of, say, 2 percent instead of this special sales tax of 25 percent?
Mr. BEoLE. Senator Reed, because we have had this excise tax

which seemed to be permanent as far as we were concerned, I have
not put any particular thought on the sales tax.

Senator REED. You are paying a sales tax of 25 percent now.
Mr. BEoLE. Yes, sir; the highest tax in the 1932 tax bill is what

we are paying.
The CHAIRMAN. Do you want to put a brief in the record?
Mr. BEaLE. I have just a few points I want to bring out.
Senator REED. Did you make any complaint on the taxation of

these fancy matches with colored stems?
Mr. BEOLE. Yes, sir; we do. A tax of 5 cents a thousand that

we are asking for on this colored-stick fancy match would, besides
yielding the revenue of about $650,000 a year more than is now
paid, would plug up a very serious hole in the tariff law.

The CHAIRMAN. Are they made here or in foreign countries?
Mr. BEOLE. The colored match largely comes in from Japan,

Austria, Czechoslovakia-all the so-called low-wage countries in
Europe.

Senator REE. What is the tariff on a white splint match?
Mr. BEOLE. 20 cents on 1,000 boxes of this kind.
Senator R~w. And colored?
Mr. BE LE. Forty percent ad valorera, which amounts to about 6

cents a gross. They were never colored until after the 1930 tariff bill.
Senator REED. So by putting a color on the splint they cut down

the tariff.
Mr. BwoLz. Yes, sir.
The CHAIm-AN. They put one over on us. I think the committee

understands pretty much what you are getting at, and I imagine they
want to make it uniform. I wish we could get at the people who are
evading the law.

Mr. BEOLE. We paid last year a tax of $6,842,000 and did not
raise the price of matches. They are still a penny a box, and it
seems absolutely unfair to allow lighters to go free, and an evasion
of this kind on the colored matches.

Senator WALCorr. Have you niade clear .in your brief the ad-
vantages in favor of the colored stem as far as the tax is concerned?

Senator REED. He has just made it clear in reply to a question.
Mr. BoLE. May I answer any question you have on that ? There

were no colored stick matches sold in this country or abroad until
1930, when our tariff law went into effect. Then because of the tariff
law since 1913 called for the 40 percent ad valorem on a colored
stick match, the tariff went up to 20 cents, the colored match with
this cheap dye, which was the first time they did that, and they sold

0 N
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just enough to establish the low price. In Austria, for instance, they

will sell a white stick match for their own consumption at three
times this, and the duty is only 6 cents.

Senator ReE. That is what I want to have brought out in the
record.

The CHAMMAN. Thank you very much. Put your briefs in.
(The briefs referred to are as follows:)

THE MATCH INSTITUTE,
Xew York, N.Y., March 14, 1934.

Honorable MEMBERS OF FINANCE COMMITTrEE,
United States Senate, Washington, D.C.

I am speaking as chairman of the executive committee of The Match Institute,
chairman of the match code authority, and president of the Berst-Forster-Dix-
field Co., the largest manufacturer of the strike-on-box type of match In the
United States. The Match Institute is made up of 100 percent of the match.
manufacturers of the United States.

In reference to Revenue bill H.R. 7835, now being considered by your,
honorable body, the match Industry of the United States would like to amend
Revenue Act of 1932, section 012, "Tax on matches ", as follows:

"Section-(a) section 612 of the Revenue Act of 1932, as amended (relating
-to tax on matches), is amended by adding before the period at the end thereof
a comma and the following: ' and except that in the cases of fancy matches.
and matches having a stained, dyed, or colored stick or stem, packed in boxes.
or in bulk, the tax shall be 5 cents per 1,000 matches.'

"(b) Section 612 of such act, as amended, is further amended by adding at the-
end thereof the following new paragraph:

"'There Is hereby imposed upon cigarette and cigar lighters, and upon other-
devices used as substitutes for matches that can be used more than once, a
tax equivalent to 25 percent of the price for which such lighters or devices are-
sold by the manufacturer, producers or importer thereof.'"

A very large volume of strike-on-pJox matches is being Imported into this
country (at the present time principally from Japan) paying a duty of 6 cents
per gross, whereas the duty imposed by the Seventy-first Congress reads:

"P1AR. 1516. Matches, friction or lucifer, of all descriptions, per gross of 144
boxes, containing not more than 100 matches per box, 20 cents per gross;
etc."

Later in the same paragraph it reads: "Wax matches, wind matches, and all
matches in books or folders or having a stained, dyed, or colored stick or stem"
a re dutiable at "40 percent ad vnlorem."

The foreign match manufacturers have colored the sticks of the matches
with an inexpensive dye and have sold small quantities at extremely low prices
in their own countries, averaging 15 cents, to establish a low market prlce
The ad valorem duty of 40 percent is therefore only about 6 cents a gross, or
only 30 percent of the duty and protection that Congress, in good faith, in-
tended to give the American match industry.

Through this evasion of the 20-cent duty by merely coloring the stems, the
customs revenue lost approximately one half million dollars in 1033.

The excise tax imposed on matches under the 1932 tax law is 2 cents per
thousand matches, equivalent to 25 percent of the net return from sales. This
tax amounted to $6,842,731.87 in 1933, an average of $570,227.60 per month.
This tax is collected with very little expense to the Government.

The American Industry which also manufactures colored.stick matches
(,intends that these colored stick or fancy matches should pay an excise. tax
of 5 cents per thousand. This tax would act to plug the leak In our laws, and
based on last year's imports would yield the Government an additional tax
of $650,000 and would not raise the price to the consumer. These colored
stick matches would still sell at a penny a box.

If the Amerlan industry, which is now taxed nearly ,$7,000,000 per year
is willing to stand this additional tax, Imported matches that have for years.
beet evading the true intent of our laws should be ailingg to pay a simllhr.'
tax.

It is important to understand that no American-made matches are exported.
The high wage rates and therefore high costs In the United States makes it:
impossible to export to low cost. low wage rate countries.
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As the American match manufacturers pay 25 percent of their net return
from sales in excise taxes, we feel on cigarette and cigar lighters, which are
substitutes for matches, "25 percent of the price for which lighters or de-
vices are sold" is but fair and equitable.

Matches have no second hand value. A lighter is used over and over again.
Manufacturers often advertise a thousand lights for one filling. A match
manufacturer Is paying his tax continuously, a lighter manufacturer would
pay his tax once only.

We estimate a tax of this kind on lighters would yield approximately
$1,000,000 a year, based on sales, claims made by the llhter manufacturers.
This proposed tax on fancy or colored matches, combined with a tax .on
lighters, would yield a tax of approximately $1,000,000 yearly, would plug
a leak in our laws, and would correct the unfairness of taxing matches and
allowing similar and competitive articles to go untaxed.

American match manufacturers and those making materials for match
making employ fully 25,000 people, operate in thirteen States, north, east,
south, and west. use raw materials exclusively grown or made in this country
and pay the highest excise tax of any in the 1932 tax bill. We feel that our
request is fair and reasonable and offers a way to increase revenue without
penalizing the consumer.

We respectfully urge your support of this amendment.
NsD G. BEAoL,

('hairma#, Executive Coininittcc.

TAX ON CARBONATED BEVERAGES AND CARBONIC ACID
GAS

The CHAIRMA-. Who represents the Bottlers' Associations?
Mr. VERNoR. I do.
The CHAIRMBAN. How much time do you want, Mr. Vernor?
Mr. VERNOR. I will make it just as short as I possibly can, and

I will not have any arguments. I just want to present a few facts.

STATEMENT OF 1AMES VERNOR, 1 ., DETROIT, MICH., REPRE.
SENDING THE AMERICAN BOTTLERS OF ( A R B 0 N A T E D
BEVERAGES

Mr. VERNOR. What we are asking for is a repeal of the portion of
section 615, as the House has already taken off a part. of the tax
on soft drinks. I realize that this -is a rather hard thing for you
to look at just now in the face of the necessary money that you must
have to balance the Budget.

Senator GORE. How much revenue would we lose?
Mr. VENoR. About $8,000,000.
Senator R=m. That is just about 8 hours deficit at the present

rate of spending.
Mr. VERNoR. If I could just give you a little picture.
The CHAIRMAN. Will you direct yourself along this line? The

House did take the tax o# of the fruit juices, I believe.
Mr. VERNOR. Yes. f
The CHAMMAN. First, whether or not that affects your business,

and what effect the beer situation has on your business. Give us your
arguments so we can get a picture of it.

Mr..,VzRzeoP. Taking off the tax on fruit juices certainly brings
into competition with us allied drinks that are not taxed, and
while we are about it, I will confine my remarks to that. I do not
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think there is any necessity for me to say very much about the effect
of the repeal of the Prohibition Act, and the effect that that will
have upon this industry. It is obvious without my saying a word
about it. While it will have what it already has had and will
continue to have.

The soft-drink industry took quite a jump at the time the Prohi-
bition Act was enacted, and it is going to take a like slump in its
repeaA.

There are one or two other things that I would like to give you
if I would have the time. I will make them just as short as I can
if you will allow me.

The CHAIRMAN. Go ahead.
Mr. VERNOR. The industry in itself has had a terrific shrinkage

in volume and in numbers. We started out in 1921 with about
14,000 members in the industry.

Senator WALCOTr. May I ask a questionn. When you speak of the
.,oft-drink industry. do you include soda-water fountains?

Mr. Vmo. No. sir; I am speaking of the bottled carbonated
beverage industry. No reference to soda- fountains at all.

Senator WIAowT. Thank you.
Mr. VERNoR. At the time we took the first census of this industry

when the code went into effect, we had 7,100 of that 14,000 left, aid
when we took another census just a few weeks ago, just before appear-
ing for our final hearing before the code authorities, we had 6,635,
having lost 500 in the Fast few months. Naturally, the mortality
is of the smaller units of the industries first rather than the larger
ones. The smaller industries are the ones being crowded out at the
present time.

Senator GORE. That is not due to the code.
Mr. VERN VO. Oh, no. That will have some effect, because we have

operated under reduced hours and increased expenses.
Senator CoUZENS. What is the volume of your business?
Mr. VERNOR. My personal business?
Senator CouzENs. Your company.
Mr. VEnNoN. We did do a business of about two and a half million,

but that has shrunk very materially from that figure at the present
time. I might tell you, Senator, that our company, just speaking
individually, paid $30,000 in this excise tax since it was enacted
in June of 1932, and I am a good deal like Ringlings Circus, our
losses were greater than that $30,000, so that it has already been taken
out of the surplus.

Senator GoRE. You mean you had a surplus of the losses after that?
Mr. VERNoR. We had a, surplus of losses; yes.
Senator BANKLEY. Has the eighteenth amendment been repealed

long enough to know what effect it is going to have on the bottled-
drink industry?

Mr. VRNoR. Yes;" I believe it has. We had a very immediate
effect on the coming back of beer. Of course thqt was very serious
for a short tiihe, and very much more serious than its lasting results,
but it is going to have a considerable lasting result although the
effect was immediate. It almost stopped the" soft-drink ind ustry
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for about 3 weeks. Just about brought it to a standstill for about 3
weeks.

The CHAIRMAN. Have you reduced the price of soft drinks since
we put on this tax I Or increased it, or reduced the size of the bottle V

Mr. VERNOR. Ninety percent of our industry is covered with a
.5-cent roof. Ninety percent of the soft drinks are sold for 5 cents.
Any increase in that price is absolutely fatal, as was demonstrated
when it was necessary to increase those prices in 1921, when the
prices of sugar went so high, and as'has also been demonstrated ill
several States where they have put a special tax on, which crowded
the price from 5 to 6 cents. The minute that price changed from
.5 to 6, the volume drops at a tremendous figure.

Senator CouzExs. Did you reduce the size of the bottle?
Mr. VERNoR. That is absolutely impossible. That is one thing

which we have no help from, like the candy industry. I do not want
to pick on them, but like other industries, our bottles are about 331/3
percent of our investment. We have about $50,000,000 in the indus-
try. We can not junk those bottles, or reduce them in size. We
cannot reduce the size of the package and we cannot increase the
.price.

The CHAIR'MA,. Have you gone into the N.R.A.?
Mr. VERNOR. Yes. sir.
Thte CHAIRMAN. Has that increased your costs?
Mr. VE'R.NON. Yes, sir. We have had a public hearing on the code.

We have a temporary code. We had a public hearing last week and
we expect to have the code completed some time in April.

Senator CotyzEzS. You were in business a long time before we had
prohibition?

Mr. VERNOR. Yes, sit.
Senator CouzEs. When did your business first start?
Mr. VERNOn. In 1868.
Senator BARKULEY. You did not start it?
Mr. VERNONt. My dad started it, and Senator Couzens knew him

Tery well.
T1he CIJAIR-1AN. Was there something else you wanted to say?
Mr. VERNOR. There are several other things. I do not know how

:much time you want to give me. I know you want to get rid of me
:as soon as possible.

Senator REED. Have you received any benefits from the code?
Senator WL(cOT. You do not have the code yet?
Mr. VERNOR. It just depends on what the code will do as far as

purchasing power is concerned.
Senator WALCOTr. You have no code yet in your industry?
MP. VERNOn. We have not a finished code, yet; no, sir.
The CHAIRMAN. But you have increased the wages under your

temporary agreements ?
Mr. VERNOn. We had to do that; yes, sir. There is one. point I

want to bring up and that is the fact that we are the only industry
that is taxed under the excise tax today that has been absolutely
unable to pass on that tax either by increasing the price or reducing
the size of the package. The only one of the 15, 16, or 17, and I
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would be very glad to go into detail on that with you as to how that
has been accomplished. Not only does this industry absorb all of
the tax that it pays, but it is a large buyer of many things like gaso-
line, automobiles, tires, tubes, refrigerators, and things of that kind,
and it has to pay the tax that is passed on from those excise taxes
and absorb those also.

Senator McAioo. To what extent do agricultural products enter
into your industry?

Mr. VERNo0i. Sugar especially.Senator GoRE. You just specialize in the taxpaying industries.
Mr. VERNOR. I think the Senator will agree that I have kept about

as far as anybody in the world from things like this.
Senator 4OUTZENS. Do you know what yomr revenues were to the

Government from thes.e 14.f00 members in the last year? 'rie reve-
nues from the excise tax? .

Mr. VER-Non. Yes Sir. 'The (1owe'nuIent revenue from this excise
tax-in the fiscal year that ended June 30. 19313, we paid about two
and a quarter million of excise taxes. a1d there was another $824.000
collected from soda fountains.

Senator COUZENs. That is for the whole industry?
Mr. VERnoR. Yes, sir.
The CIHIU AN. $3,000,000 for this last year?
Mr. VERNoR. That included the grape juices and things like that.

but this tax was removed in 1924 andl oxeilnted from the House Coil-
mittee report. which showed that that tax was removed for two
reasons. The' first was that the industry had no earning, and that
it was practically a capital levy, and the second was that it was so
burdensome and expensive to collect. There are only 6.600 left of us.
so in order to make the tax equitable, you have to spread it over
100.000 drug stores and confectionery stores, so you have over 100,000
tax returns to come in if they all report once a month for 12 months,
or 1,200,000 returns to get a little over $3.000,000. You may say
that there is not any burden thrown on us. But remember that 6.60
of us pay the big majority of that, and the little soda fountains do
not pay very much.

I have a little brief in support of what I have said here. which I
would like to file, and I also have a brief here that I would ask to
hand in from the Carbon Dioxide Institute bearing on this same
sub ect.

The CHAIRMAN. They will all go into the record.
Mr. VERIn.o. And I have an excerpt here from the House report

that I spoke of a minute ago, and I would like to file that also.
The CHAIRMAN. Thank you very much.
Senator LONERGAN. Have you found it cost you more money to do

business under the N.R.A.?
Mr. VERNon. It even costs us more money under the temporary

N.R.A.
Senator MoADoo. You mean on the form promulgated by the

President I *?
Mr. VzRNon. Yes, sit.
Senator MOADoo. How much does that increase it?
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Mr. VnxiR. I could not answer that figure. I would like to give
you the facts and not guess work.

Senator GonE. How much has your business picked up?
Mr. VEsmo. We have felt no effect on it up to the 1st of February,

but in February we got quite a little bit of benefit from it. I should
imagine an increase of 10 or 15 percent in the month of February.
How lasting that is, I cannot ttll you.

Senator CouzENs. Your business is largely in the summertime.
Mr. VERNO. Yes, sir; it is.
(The documents above referred to are as follows:)

Buw or MR. JAMES VRNOB, JR., DETROIT, ON BEHALF or THE AmERWA*

BOTTLERS OF CARBONATE D BEWERAGES

H.R. 7835

Title IV. Excise Taxes (page 231) section 601: This section repeals part of
the section 615, Tax on soft drinks of the Revenue Act of 1932. We submit that
this section should be repealed In its entirety, and that Section 601 should be
amended to read as follows:

Title IV. Excise Taxes--Section 601. Tax on soft drinks.
Section 615 of the Revenue Act of 1932 Is repealed.
The tax on soft drinks repealed by the Revenue Act of 1924 was restored by

the Revenue Act of 1932, with the proviso that no sale after .June 30, 1934,
should be taxable, but as one of the emergency features of the National Indus-
trial Recovery Act the date of termination of the tax was extended to June
80, 1935.

Section 615 Imposed:
(1) A sales tax of 1%4 cents per gallon on cereal beverages.
(2) A sales tax of 5 cents per gallom on unfermented grape juice containing

35 percent or less of sugars.
(3) A sales tax of 2 cents per gallon on (a) unfermented fruit juices (except

grape Juice) intended for consumption as beverages with the addition of water
or water and sugar, (b) on imitations of such fruit juices, and (C) on soft
drinks made without the use of a finished or fountain syrup.

(4) A sales tax of 2 cents per gallon on still drinks except mineral water
and table waters and apple cider.

(5) A sales tax of 2 cents per gallon on mineral and table waters sold at
over 12% cents per gallon.

(6) A sales tax of 5 cents per gallon upon bottlers' sirups and a sales tax
of 6 cents per gallon upon soda-fountaiii syrups.

(7) A sales tax of 4 cents per pound- upon carbonic-acid gas "sold to a
manufacturer of carbonated beverages or to any person conducting a soda
fountain, ice-cream parlor, or similar place* of business ", and upon such gas
used by the manufacturer In the preparation of soft drinks.* Receipts during the fiscal year 1933, according to the records of the Bureau
of ,Internal Revenue, were:

(1) Cereal beverages $8----------------------- 8, 775.10
(2) Grape juice ---------------------------- 114,920.58
(3) (a) Fruit Juice -------------------------- 93, 633. 77

(b) Carbonated beverages ------------------ 57,325.41
(4) Still drinks ----------------------------- 98,002.59
(5) Mineral and table waters ------------------ 144,947.12
(6) (a) Bottlers syrups --------------------- 1, 149,810. 52

(1) Soda-fountain siru ------------------- 824,917.37
(7) Carbonic acid gas ---------------------- 1,114,114.57

H.R. 7835 repeals only the tax on grape juice and the tax on fruit juices.
Soft drinks were originally selected as a basis for special taxation as a

means of restoring in part the revenue from liquor taxes lost to the Govern-
ment during the era of prohibition. This source of revenue is now restored,
and repeal has created new competition for the soft-drink industry not existent
at the time these special sales taxes were originally imposed nor existent at
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the time of the enactment either of the Revenue Act of 1932 or of tile National
Industrial Recovery Act of 1933.

Ninety percent of the soft-drink business is done iII nickel drinks, not in the
high-priced beverages sold in night cubs, hotels, and cafes. Five cents Is the
roof price of the industry. Past efforts to raise the prices to the consumer above
5 cents have been disastrous. The result is that the tax falls upon the bottler.
He cannot pass it on.
Tie decrease between 1921 and 1933 ilk the imler of bottlers of carbonated

beverages from 14.000 to approxinmtely 7.M), alt( the decline in collections of
the tax on carbonic-acid gas from $2.071,0)8 24 in the fiscal year 1924 to $1.114.-
114.57 in the fiscal year 1933, demonstrate, we submit, that tile soft-drink indus-
try is no longer an attractive source of revenue through excise taxes.

The average per-pound sales price of liquid carbon dioxide for use inI soft
drinks during the years 1931, 1932. and 1933 wias mt inlole than approximately
71/ cents, and the average selling price of solid carbon dioxide for use in soft
drinks was not more than approximately 5 cents during the same period. Tile
tax of 4 cents per pound amounts to more than 5:' peIcent of the sales price Of
liquid and to 80 percent of the sales price of solid gas. Th' tax In the list
analysis has been paid by the approximately 7.00 bottlers of soft drinks and the
approximately 100.000 soda-fountait proprietors.

The Itigh rate of tax and the cost to the manufacturer of colecting it on each
sale from a large number of customers results il added cost to the bottler and
to the soda-fountailn proprietor for this indispensable ingredient of his carbo-
tinated beverages greatly ill excess of Its normal untaxed cost. Ill fact, thel
bottler is now paying an average of from 11 to 12 cents per pound for liquid
carbonic-acid gas which. without tile Federal excise tax, would not sell for
more than 5 cents per pound.

The sirup-tax collections, Including both bottlers' sirutps and fountain sirtips.
for 1924, were $4,146,401.71. These collections for the fiscal year ended June
30, 1933, dropped to $1,974,727.89.

Even in its present depressed condition. the bottled soft-drink industry gives
,employment directly to approximately 80,000 persons. Discriminatory and
oppressive taxation affects their livelihoods, together with the welfare of their
employers.

If there was ever a time when muft dritiks were a proper subject for special
taxation, that time expired with iprohilbition and there is no justification now
for the continuance of it special sales tax on the ingredients of carbonated soft
drinks.

All persons liable to pay these soft-drink taxes must register with the Col-
lector of Internal Revenue In his district and must make 12 returns to tile Gov-
ernment, 1 each month, with Ai check attached. InI handling these returns, the
district collector's office first must issue a permit and then handle 12 monthly
reports and checks. These again must he handled and checked ini Washington,
and a large number of feld men are kept husy continuously checking the
taxpayers' returns and records.

Consideration of these facts leals to tile conclusion that the cost of collec-
tion of these taxes is wholly out of proportion to the revenue produced.

We submit, therefore, that section 001 of the bill H.R. 7835 should be anended
to repeal all of section 615 of the Revenue Act of 1932.

EXCERPT FrOM REPORT OF HOUSE) WAYS AND M MS COMMIT'rE: oN H.R. 0715
(REVENUE, BILL OF 1924)

The tax levied by sections 602 and 003 of the Revenue Act of 1921 Upon
cereal beverages and other soft drinks, and carbonic-acid gas, imposes a tre-
mendous burden upon industries already weakened and struggling for existence.

The tax in most instances cannot be paid out of the profits in the industry
but must be paid out of capital and to that extent constitutes a capital levy.

The tax imposed iy those section on fountain slrups is largely collectible
from the proprietors of soda fountains who make relatively small quantities
of fountain sirups for their own places of business. This tax is a burdensome
one and one of the most difficult to collect.

The'difficulty and cost of administration in collecting the taxes imposed by
these sections, the inconvenience caused by these ties to taxpayers, and the
burden which these taxes places upon the industries affected, justify the
repeal, and the committee so recommends.
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BRIEF OF THE CARBON DIOXIDE INSTITUTE, NEW YORK, N.Y.
To the Fiatewe Comnsittce, Uited States Senate.

Petition of the Carbon Dioxide Institute, Inc.. New York City, for repeal
of the per-pound tax of four (4) cents upon carbonic-acid gas sold to manu-
factureres of carbonated beverages or used by the manufacturers in the prep-
aration of soft drinks.

1. THE INSTITUTE

The institute comprises 17 manufacturers of carbon dioxide (carbonic-
acil gas) operating 52 plants for the production and distribution of carbon
dioxide in liquid and/or solid form. In 13, members of the institute pro-
duced more than 90 percent of the total volume of liquid carbon dioxide and
more than 85 percent of the total volume of solid carbon dioxide.

11. CARBON DIOXIDE AND ITS USES

Carbon dioxide is produced by segragation from a mixture of gases through
an absorption medium, purified by chemical treatment, liquefied under pressure,
and then either forced into steel cylinders or solidified by refrigeration and
wrapped in paper bags. Liquid carbon dioxide, as put out by the manu-
facturer, is ready for use In the carbonization of beverages by bottlers or
soda-fountain proprietors. Solid carbon dioxide must be converted into liquid
form by passing through a liquifying machine before it can be utilized for
this purpose. Each pound of solid carbon dioxide, when liquified, produces
a pound of liquid carbon dioxide. There is no substitute for carbon dioxide
In the carbonization of beverages. This, however is not its on~y use.

Carbon dioxide is used for refrigeration, the preservation of other food
products, for spray painting, for fire extinguishers, fumigation, and for pres.
sure purposes. In these fields it comoetes directly with anunonia, oxygen,
nitrogen, other chemicals, electric refrigeration, and water ice.

The following table shows the volume and the value of solid and liquid
carbon dioxide sold annually during the past 3 calendar years for use in the
carbonization of beverages:

)Volaie asnd raolu of carbon lioj'ide nsc'd in the (arbonatiofl of bercragr.a

Year Liquid Solid

1931:
Pounds ............................................................ 49,098,788 911,034
Dollar value ....................................................... $3,927,903 $45,551

1932:
Pounds ............... ............................... 45,888,718 2024,520
Dollar value.............................................................. $3,448,503 $101,22

1933:
Pounds ............................ .................. 48,181,053 3,844,137
Dollar value ...................................................... 4572,673 $182,206

00

III. THE T,%x

The Revenue Act of 1932, section 615 (a) (7), provides as follows:
89c. 615. Tax on soft drinks:
(a) There is hereby imposed
(7) Upon all carbonic acid gas sold by the manufacturer, producer, or

importer, or by a dealer in such gas, to a manufacturer of any carbonated
beverages. or to any person conducting a soda fountain, ice-cream parlor,
or other similar place of business, and upon all carbonic acid gas used by the
manufacturer. producer, or Importer thereof in the preparation of soft
drinks, a tax of 4 cents per pound.

Section 629 of the same act provided that no sale after June 30, 1934,
should be taxable, but as one of the emergency features of the 'National
Industrial Recovery Act, approved June 16, 1933, the Revenue Act of 1932
was amended by striking out "1934" and inserting in lieu thereof "1933 ",
thus extending to June 30, 1933, the sales tax of 4 cents per pound on carbonic
acid gas.

IV. AGmUVMNT

The average per-pound sales price of liquid carbon dioxide for use in soft
drinks during the years 1931, 193% and 1933 was not more titan approximately
7% cents, and the average selling price of solid carbon dioxide for use in soft
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drinks was not more than approximately 5 cents during the same period. Tie
tax of 4 cents per pound amounts to more than 50 percent of the sales price
of liquid, and to 80 percent of the sales price of solid gas. The tax in tho
last analysis has been paid by the approximately 7,000 bottlers of soft drinks
and the approximately 100,000 soda-fountain proprietors.

The high rate of tax and the cost to the manufacturer of collecting It on
cavh sale from a large number o -ustomers results In added cost to the bottler
and to the soda fountain proprietor for this indispensable Ingredient of his
carbonated beverages greatly In excess of its normal untaxed cost, which we
submit seems unjustified by the revenue it produces.

During tile fiscal year ended June 80, 1924, a similar tax Imposed at the
same rate by the Revenue Act of 1921, and which was repealed by the Revenue
Act of 1924, the total collections reported by tile Bureau of Internal Revenue
amounted to $2,071,008.24, but the total revenue reported under the Revenue Act
of 1932 for the fiscal year ended June 30, 1933, amounted to only $1,114,114.57.

Mistakenly conceivedti at the time of its enactment in 1921, as a means of
restoring revenue lost to the Government as a result of prohibition, and revived
prior to repeal of the Eighteenth Amendment as an emergency measure, the
removal .f this added cost to the makers of soft drinks. in the face of increasing
conipetition, would be of substantial assistance to an industry which, according
to statistics published by the American. Bottlers of Carbonated Beverages, is
operating at less than 30 percent of its productive capacity.

Although intended as a tax upon gas used in the preparation of soft drinks,
tie Revenue Act of 1932, like the Revenue Act of 1921, is so worded as to make
the tax depend " upon the kind of business in which the purchaser is engaged,
and not upon the use to which the gas Is is subjected by the purchaser" (sales
tax Ruling 6558, Bureau of Internal Revenue, December 1, 1933). Sales of
carbonic acid gas are taxable if made to a manufacturer (bottler) of carbonated
beverages or to a person conducting a soda fountain, ice cream parlor, or other'
classification, the seller of the gas is liable for the payment of the tax, irre-
spective of the use to which the purchaser puts it.

The peculiar language of the act complicates the task of collection and bas
presented many problems for official interpretation. The Bureau of Internal
Revenue recognizes that the tax is extremely difficult to adnminister. It is a
nuisance both to the taxpayer and to the Government.

V. CONCLUSION

We submit. therefore, that the 4 cent per pound tax upon carbonlic acid gas.
should lie repealed for the following reasons:

(1) Tile tax is exorbitant beau.e it amounts to unore than 50 percent of tha
sales price of liquid carbonic acid gas and to 80 percent of the sales price of
solild carbonic acid gas.

(2) The tax increases the cost of an important and indispetsable Ingredient
of the class of carbonated beverages known as soft drinks to ali extent far
greater than is justified by the untaxed sales price of carbonic acid gas.

(8) The increased cost, due to tle tax. of carbonic acid gas to the soft-drink
industry Is wholly out of proportion to the revenue derived from the tax by the
Government.

(4) The soft-drink industry is faced with new competition due to tile repeal
of the eighteenth amendment which was not existent at the time tile tax was
Imposed.

(8) Revenue from the liquor taxes, which this tax was designed to replace
in part, has now been restored.

(6) Tile decline of approximately 54) percent In revenue durbig the fiscal year
1933. as compared with the revenue derived during the latest prior fiscal year
(1924) whcn an equivalent tax was effective, shows tiint this special sales tax
falls upon an industry littlee able to sustain it.

(7) The tax upon carbonic acid gas sold for use in tile manufacture of beer
atd wine amounts to double taxation.

(8) The tails discriinflatory because it ilmposes a tax on sales of carbonie
acid gas wbich is not imposed upon tile sales of manufactures generally.

Respetfully submitted. THE CARBON I )IoxIm)F INS'rTT, INC.,

GEORGoE M|. PwrEr, President.
W. PARXEcu JONES,

Washington, D.C., Qounwel.

I I I
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-TAX ON ADMISSIONS

STATEMENT OF 1OHN N. KELLY, REPRESENTING THE RINGING
BROS.-BARNIX & BAILY COMBINED SHOWS, INC.

Mr. KELLY. Mr. Chairman and Senators, I am appearing for the
citcus industry as a whole, and I am the only person that will
appear for the industry, and I cannot present the views in 5 minutes,
but I will confine myself as closely as. can.

The CHAIRMAN-. We hope, Mr. Kelly, that you will proceed. We
are trying to show you some consideration. You can elaborate your
views in a brief but try to finish.

Mr. KELLY. We appreciate that. and I will try to cover the points
that I do not express here by a brief, if I may have that privilege.

The CHAIRMAN. Yes; you may.
'Ur. KELLY. The subject has been presented by the college people

'who appeared today. I am addressing myself, Senators, to this
admission tax, which is a tax that has gone by default ever since
it was enacted. It came into being as a war-time measure. It was
reenacted with the presumption generally, in and out of Congress.
that it was temporary in character anA would not live long. I
did not appear 2 years ago in opposition to the bill.

What was its oject? To raise revenue, evidently. Now, I am
here to suggest that the amount of revenue raised, by that bill
-at the l)resent time is inconsiderable compared to the hirm that it
does to constituted American business, and that it fails to raise
revenue, it fails to accomplish the objects that it was written in the
books for.

The CnAIRMA. How much do we get out of it?
MN r. KELLY. YOu got $388,000 last year, which represents that

amount in the red. The admission tax today, if continued and
imposed this year. will drive the eircu.s industry out of existence.
I do not believe that either the Senators or Congress realize what
this bill means, and that admission tax as imposed upon the circus
industry. One of the oldest industries in America, and today we
have but I circus virtually. tle Ringling Bros.-Barnuni & Bailey
combined shows, with 2 subsidiaries, the Hagenback show and the
Barnes shows, as railroad shows in this country. In 1929, and
thereabouts, we had two dozen shows that flourished in this country.
The depression drove theli down to three. and let me tell you that
the circus cannot survive, as an industry, the imposition of this
admission tax.

Iliy? Because first it is indefensible in principle and ruinous in
operation. Second, you do not accomplish the collection of rev..
enue that it was intended to achieve.

I would like here in a few minutes briefly to explain to you how.
if revenue collection is a part of that bill, you can do it without
driving an industry out of business and without putting a burden
upon the pockets of those who contribute. A circus may be insig.
nificant compared to steel and other big industries, but it may mean
more to the public in general than you realize. The Ringling Bros.
started 50 years ago and have just celebrated their fiftieth anniver-
sary. These men developed that show-you all know about it--as
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clean, wholesome entertainment, and it is a sad commentary that
it is the admission tax that is imposed now that is going to drive
not only I circus and I unit but the industry out of existence. Hard
times, yes-you can say that it closed this corporation and that
corporation, but-

Senator McAnoo (interru ting). What is the alternative you pro-
poseI You say you can tel us how to impose a tax that will not
drive you out of business.

Mr. KELLY. Yes.
Senator McAooo. What is it?
Mr. KELLY. I will get to it. I do not want to be defeated in my

object in saying what this circus may mean to the American people.
Senator McAnoo. We all know about the circus. We want to know

how we can meet the situation.
Mr. KELLY. I propose an amendment, and in the alternative I

propose 2 or 3 amendments. I think, for the interests of this com-
mittee, as well as for Congress that is enacting this law, that the
Revenue Bureau's report is very pertinent at this time. I say this is
a tax that has gone by default. Nobody has analyzed it.

The amendment I propose is this:
Preceding paragraph 1 of section 500 of the revenue act there shall.

be enacted this:
There shall be a tax of 1 cent paid by all persons admitted to the following,

regularly constituted amusements, to wit: Motion-picture theaters, including
dramatic, mu4cal and vaudeville, circus, and nobprofessional scholastic sports
and entertainments.

What does that mean? Since I have come to town this morning I
have begun to gather some figures. I say you are driving an industry
out of existence, and under a pretense of collecting revenue that does
not accomplish the objects that you had in mind.

Strike out Hawaii, those excess profits, and the roof gardens, and
the amount collected under this bill in the last fiscal year. according
to this report is $14,600,000. and you are not collecting the tax that
the Government thought to collect.

How many have read this report I The internal revenue collections
of the fiscal year.

You have as one of the provisions of this tax, roof gardens and
cabarets, but they are not paying the tax. We all acknowledge that
New York is the great emprium of entertainment, and if a farmer
were to go into New York tomorrow he would have to drive in a
herd of cattle and sell them for one night's entertainment. Here we
have in the city of Chicago, the next largest city, that tax on roof
gardens last year they collected $430,000. How much do you suppose
tlev collected in New York on that? Where they charge high
prices, where they have night life, where the world centers for that
degree of entertainment? They collected $94,000. That is all. In
other words, we are-not getting results.

Senator CO xvALLY. You mean they are not actually collecting the
tax ? ..

Mr. KELLY. That is all that was collected in the city of New York
and in Chicago of $480,000. according to the Revenue Bureau report..

Senator McApoo. How do you explain thatff Are they honest imv
Chicago and dishonest in New York?
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Mr. KELLY. That is for your conclusion. I think the presentation
of the report calls for an analysis and investigation.

Senator GORE. Your plan is to make the consumer pay the tax?
A penny on every admission?

Mr. KELLY. Yes, sir. Just let me get down to this. I am trying
to help rather than obstruct.

The CH IRmAN. Let me get your suggestion. It was 1 cent for
every admissionI

Mr. KELLY. Yes, sir.
The CHAMMAN. Irrespective of whether you paid 10 cents or $91
Mr. KELLY. Right. Let me tell you what that would mean. Themovie people tell me that there were 22,000 movies in the United

States. Through information of a friend, here in the city of Wash-
ington, he tells me I am mistaken and that there are 46,000 sound
moving-picture houses in the United States, and 60,000 altogether;
but let me take the information that came from the movie people U
22,000. I have it on authority that there are only 300 movie theaters
of all of that number that are paying this admission tax. The circus
cannot pass that on to the public-it must absorb it, and it is driving
us out of the business. The other industries, those from whom you
contemplated the production of the tax, are avoiding, it by having
a(inission below the estimated tax price of 40 cents.

The CHAIRMAN. Let me tell you. Those of us. on this committee
are pretty familiar with the facts and the controversy.that we have
had on admissions, and we have had some pretty sharp ones, as to
whether we would put the limit at 30 cents, 40 cents, or 50 cents,
and they won out by a big majority not to tax below 40 cents on
admissions.

Mr. KELLY. How about 1 centI
The Cn AinMAX. What is that?
Mr. KEmLLY. How about 1 cent on all ?
'lThe CHAIRMAN. They would not iut on the tax below a 40-cent

admission.
Mr. KELLY. Let me explain what this means. Just half a minute.
The CHAIRMAN. Go ahead.
Mr. KELiY. Twenty-two thousand movie theaters here, with an at-

tendance of 6,600,000 people at the lowes' estimate every day attend-
ing movie theaters. That means $6,000 at I cent. At 350 days a year,
making a liberal allowance, at I cent, represents $23,000,000 a year on
that low estimate of admission tax. On the basis of 11,000,000 in
attendance a day, which are corrected figures, it would represent
from one unit alone of a penny, $38,000,000. If this amendment
were adopted, it would mean that the revenue from this measure
would exceed $150,000,000 a year, while all you are collecting now is.
$14.600,000, and you are driving a whole industry out and wiping it
out. Yes, wiping it out.

I take it that you are interested in hearing how this applies to the
circus, but I know that you feel that you do not have the time to
give me to have that explained, and it is hard for me to take a cross-
cut.

Senator GORE. What is the average admission charge to children
in the circus?
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Mr. KELLY. Tie average admission is 50 cents for the children
under 12, and 75 cents is the regular price, standard for a generation.
Reserved seats and general admission.

The CHAIRMAN. It catches the circus all the way up, because they
are above 40 cents admission.

Mr. KELLY. Yes. it does; and we cannot raise the price and we
cannot reduce the price and live, and we just have to absorb it.

The CHAIRMAN. Mr. Kelly, you would be in a stronger position if
you based your suggestion upon exemption of the circus rather than
to ask us to put a 1-cent tax on all admissions, because Congress is
not going to do that if they follow what they have done in tie past.

Mr. KELLY. I have discussed this with several of the theatrical
people, and I have this offer to make as an amendment. That section
500(a) (1) be amended, to wit:

Except that the rate shll be one ialf cent for. each 10 cents or fraction
thereof of the amount paid for admission to theatrical, dramatic, and vaudeville
shows and entertainments, moving pictures, circus performance, and nonpro-
fessional scholastic and collegiate sports enterttinnients, except that where
the amount paid is less than 73 cents, no tax shall be paid.

That is another amendment for your consideration.
The CIAIItA.. How much would we lose by virtue of that in

revenue?
Mr. KELLY. Not a great deal. The circus is paying $383,000, and

only 300 movies are taxed now.
Senator BARKLEY. That statement about 300 movies is evidently

inaccurate. There are almost that many in Washington that pay
that tax. It is ridiculous tosay that only 300 movies in the United
States pay this tax.

Mr. KELLY. It looked like- that to me, but I got it on reliable
authority.

Senator BARKLEY. I do not think it is reliable.
The CHAIRMAN. There are a great many movies in the small

places that do not charge over 40 cents. Of course they pay no tax.
They are exempt. And Ido not suppose many of the movies charge
more than 40 cents.

Mr. KELLY. Very true.
Senator BARKL1Y. It is 40 cents and over. They do not charge a

tax in the morning, because they let the patrons in for a quarter,
but at night and on holidays an on Sundays they do make the full
charge and they collect the tax.

Mr. KELLY. That is true. I think in connection with this last
amendment I proposed, I have something that will interest you.
The night-life places like the garden clubs and prize fights and
dance halls and marathons are not amusements. They are ventures.
They only meet at the points at times when they can gather in the
dough, and they have no capital invested in these things. The
features that they announce and exhibit are merely subordinate to
their regular business. In that last amendment I propose that on
all other entertainments, the exemption be reduced to 25 cents. So
that you Understand me, Senator, now. every theater, every move,
circus, and scholastic sports and entertainments, go in free up to
76 cents, and that all other institutions, like prize fights, professional
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prize fights and wrestling matches? marathons dance halls, garden
clubs, and so forth, pay on everything above 24 cents.

Senator GoRE. You say they have no capital invested I
Mr. KmLY. I do not think the time has come in this business period

when it is necessary in order to collect a very small revenue, less than
12 percent, that we should drive out and wipe out an entire industry
that has built itself up in the country. I will tell you this. You can
destroy our industry and keep up all of us off the road, but that is
not all when you have a circus. The theater may close the door and
the real estate stands. What have we gotI We have got over a
thousand horses the finest picked specimen horses in the world
collectively. Vat are we going to do with them You wipe this
circus out, and this generation won't know what a horse is in the
flesh, in a short time. We have over 100 elephants. We have over
100 lions and tigers. What are you going to do with them when we
quit? Turn them loose ? .

The CHAIRMA0N. Will you place in the record the attendance of
these organizations that you represent, in a period over the last 10
or 15 years?

Mr. KELLEY. Yes, sir; I will be glad to. And how they have gone
down and out.

The CHAIMAX. If that shows the picture.
Mr. KLLY. It means a loss of over $6,000,000. Last year the

Sells-Floto Circus retired with a loss of a capital of $1,000,000.
Senator BARIELEY. How many circuses are left?
Mr. KELLY. Ours is the only railroad circus left, and a few scat-

tered, motorized circuses. It has come to that in the circus business.
The CHAIRMDAN. Are they making money now?
Mr. KELLY. No. Let me tell you how much they made last year.

I am glad you asked that, Senator. Forty-four percent of aI1 of
the circuses' income, all that they take in, goes to labor, 16 percent is
expended for supplies in different communities visited, 851/2 percent
goes for taxes, licenses, and miscellaneous, and 41/2 percent remains.
which is all that remains for depreciation as a net return

Senator McAoo. What did that amount to in dollars last year?
Mr. KELLY. The depreciation? -
Senator McAoo. The 41 percent. Was that profits
Mr. KELLY. No; that was not profit. That is what remains before

depreciation is taken, and the circus uses itself up every year.
Senfttor McADoo. What profit did you make Duid you make anyt
Mr. KELLY. No. We had tremendous loss.
Senator Mi,Avoo. How much?
Mr. KELLr. More than we paid in admission tax.
Senator McAoo. How much was that?
Mr. KELLY. $388,000. And our books are open for. your inspection.
Senator GORE. What were your gross receipts?
Mr. KELLY. Somewhere between two and a half and three million.

I am guessing at that, but approximately it is correct.
Senator BARKLEY. Over the same period of time, the chatauqua,

which used to be a very popular form of entertainment, has almost
gone by the boards. Is there any connection between the reasons
that affected the demise of the old time chatauqua and the decline of
the circus?
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Mr. KELY. The movies may have contributed something to the
chatauqua, but they do not with the circus, because the circus today
is the only institution on earth going to the country people wit
a big educational zoo, and that is presenting clowns and actors and
skilled performers, in the flesh. It is the only entertainment going
out to the country people today that does that. It gives them clowns
and a big outdoor day, and we are going to kill it if this tax is.
perpetuated as intended. .

S enator RED. If your gross income was only two and a half mil-'lion, you only had a out 5 million admissions last year.
Mr. KELLY. I do not think there would be five million admissions.

It would be way below that. I have to think quickly on that, but I
am quite sure.

Senator WALcOrr. If this were modified to suit your wishes, would'
you feel that you could make a profit with conditions as they were
last year and break evenI

Mr. KELLY. Yes, break even if we had what we paid the Govern-
ment in taxes. Just about that. We are hopeful that the times will
pick up a bit, but I will tell you that the circus is not a bankable
proposition. We cannot finance it. I do not like to disclose these
statements here, but I will tell you that they had to go into the sav-
ings of the children and grandchildren in order to put that show out
this year. I did not appear here 2 years ago because we hoped
that this was a temporary matter for relief. It has come now where,
gentlemen, if this is maintained as it is, the circus is wiped out
of existence.

The CHAIRMAN. We hoped' that it was a temporary matter, too.
We were in hope of being able to remove it before now.

Mr. KELLY. I know, Senator, you have your problems.
The CHAIRMAN. Will you file 'in the record any further elaboration

upon your statement that you care to?
Mr. KELLY. May I ask you how soon I will have to file that?
The CHAIR31AN. Just as goon as you can.
Mr. KELLY. Two or three days?
The CHAIRMAN. I would put it in by tomorrow. •
Mr. KELLY. I will try to do that, Senator, and I am very grate-

ful to you all. I want to say, Senator that I am most earnest in my
appeal to this committee for some relief, and I believe that what I
have proposed here as amendments, if adopted as an alternative, that
it. wifl give us relief and yield more revenue to you.

(The brief referred to is as follows:)

Bwir, Ti' "ItRCUS, IN RELATION To ADMISSION TAx

The undersigned respectfully petition that section 500 (a) (1) revenue act
be amended:

1. By substituting 25 cents for 41 cents as the same appears in the fifth
line; and

2. By adding, after the word " imposed" in the fifth line of subdivision (1)
(if said section. 500 (a) the following:

"Except that the rate shall be % cent for each 10 cents or fraction thereof
of the ainount paid for admission to theaters (including dramatic, stock, musi-
cal, and vaudeville shows) motion pictures, circus, and nonprofessional scho-
lastic sports ,.*tertainments; and where the amount paid for admission in the
entertalnmentA recited in this clause is less than 76 cents no tax shall be
imposed."
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The effect of the foregoing amendments will be to tax professional prime
fights and wrestling bouts, dance halls, cabarets, and roof gardens at the
present rate of tax on all admissions above 24 cents; and to reduce the rate of
tax one halt present rate on regular established forms of amusements plus
lifting the exemption to 76 cents.

This amendment will constitute a more equitable tax; and will, it is hoped,
enable the circus now in a struggle for existence, to carry on.

The established price of admission to the circus i 75 cents and for reserved
seats 75 cents so that, under the amendment the circus will still be taxed above
one half of the amount presently Imposed.

Since 1929 three railroad shows-Sparks, Robinson and Sells-Ploto have
ipssed out with loss of over a million dollars Inivestment.

So that In the season of 1933 there were but the following railroad circuses
in the United States on the road: Ringling Bros.-Barnum & Bailey Shows,
Hagenbeck-Wallace Circus, and Al. G..Barnes Circus.

These three circuses represent a capital investment of over four and one half
millions.

The Ringling-Barnum Circus operated with fair profit up to 1933. This circus
suffered such severe loss in the 1933 season. that It cannot survive under the
present tax imposed.

Casual analysis of the Bureau's report for the fiscal year 1933, reveals that
the admission tax collected is wholly out of proportion to the damage intlicted
on American business.

It is the duty of Congress to either adjust or repeal the admission tax enact-
ment for the following reasons:

First: Insufficient return of revenue is obtained to Justify it.
Second: As written, the act allows tile majority to escape tax by reducing

prices.
Third: It puts the circus industry it a squeeze, and if continued will destroy

it, with forfeit of over six millions of Investment.
Gross receipts of the circus are very small, relatively, when compared to

the business returns of motion pictures, theaters, baseball, prize fights, and
horse racing.

Yet, three railroad circuses in the United States which operate but 7 months
of tl year, collected one thirty-eighth of all the admission taxes in the United
States.

Excluding Hawaii and admission taxes on dance halls and garden clubs, the
totl amount of admission taxes collected, fiscal year 1933, is $14,000,000.

The Ritngling Circus alone in 7 months of the past year collected the equiva-
lent of one twentieth of all tile IMl1sson taxes collected in the New York
theatrical district.

The tingling Circus alone in T months' operation collected more adniissl.'n
taxes than were collected throughout the year in 10 States, to wit:

Arizona, Arkansas, Delaware, Idaho, Kansas, Mississippi, Montana, Nevada,
New Mexico, North Dakota, South 'arolitia, South Dakota, Utah, Vermont,
West Virginia, and Wyoming.

The application of the admission tax as *written spells the destruction of
every railroad circus in the country.

Even when "wiped out" the circus picture is different from other units of
Industry that may fall. You may drive, by this admission Ntx, the owners of
the circus into bankruptcy; you may destroy capital invested; you may take
away from millions of people of the country districts their only big outdoor
amusement, presenting skilled performers lil the flesh and bringing to their
very doors a great, wondrous, educational menagerie--all these things the
maintenance of this tax will accomplish and yet there still survive:

The world's greatest collection of choice horses-over 1.000; a herd of over
80 elephants; over 100 lions, tigers, and other animals of the jungle; giraffe.
and other rare specimens; 7 hippopotami.

When the circus folds up, its income destroyed, and 6 to 8 solid railroad trains
of equipment thrown into discard, what becomes of the menagerie?

It is, too, to be sacrificed on tile altar of tax expediency? Shall we shoot the
horses and feed them to the lions? Shall we turn the elephants loose? Twice
daily the mouths of the hippopotami open wide and the food shoveler must
be on hand.
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Upon no other business in the country is imposed relatively the tax that the
circus is compelled to bear. Other amusements bear the tax imposed in their
State of location. But the circus, traveling from State to State, becomes
annually subject to the taxes in nearly every State in the Union.

PUBLIC INTEIRT IN CMUotS: OENEA WEI.FARM

Tie public at large has a profound Interest in the circus. There are millions
of children today who, at the circus can see flne-quality horses. There
are millions of children In the country districts of the United States to whotn
the great menagerie and zoological department of the circus is education ind
entertainment alike. To millions of families in the United States. the circus
is a wholesome holiday. It is clean fun. It is traditional in the American
spirit. It drives dull care away. It is the show of the common peple.

During the World War the circus, at great sacrifice, carried on as a recogniztl
wholesome Influence in a period of national peril. Now the circus is in peril,
striving for existence.

The circus traveling menagerie involhes tremendous overhead in upkeep.
It Is an educational feature of especial importance to American children. There
is nothing more sacred or essential to humanity than the laughter of children.
Destroy the great American circus Institution and civilization slips a notch
In reverse.

The circus alone features and presents clowns oil a large scale; brings to the
very door of the country people a great, wondrous educational menagerie ; stals
alone in presenting on a large scale performers and artists in the flesh. It is an
American institution. It ought not, in times of peace, be crushed by burden (if
unjust taxes.

THB OXR('US IMPORTANCE TO LABOR

Of the total receipts from the circus, there Is the following distribution: 44
percent goes to labor; 16 percent Is expended for supplies in the different coln-
munities visltetd; 35'1, percent gtws for taxes. licenses. and miscellaneous; 41f
percent is all that remains before depreciation taken, as net returns.

It requires no argument to establish the financial loss entailed in this icture,.
It exceeded the amount of $388,000 paid the Government in admission taxes.

Not less than 40 millions of dollars have been paid to labor by the Itingling
Circus in its eventful career under a single family ownership. Millions have
been spent in advertising. Its goodwill is a property right. established Nationi-
wide with rich and poor alike.

WELFARE AND FUTURE OF PORFOI|MER ANI ('LOWNS I)EIt)SENT ON (IU('ts

Artists and performers find employment with the circus in what is known
as the "off" season, when the theater is elosed.. If the circus should pass
out, the professional artist and performer go with it.

It Is but a few years since the movies closed the stage door to vaudeville.
The vaudeville artist is gone from American amusement life. The circus today
stands as the last school for the development and presentation of the pro-
fessional artist, performer. and clown.

('flCt'S PERIf. DISTINOVI5IIE)D FROM AMr O I'lVIlt AMUSEMENTS

It is comtnll knowledge that in the theatrical aild iovie field various units
have failed through Insolvency or otherwise. But refinancing was possible.
While a unit may fhill, the industry Is able to carry on.

This distinction should be noted. In the circus field it is not a case of one
circus dropping out or going to the wall. The entire circus Industry is threat-
(ned with extinction; and the last surviving world-famed unit Is at the end
of Its rope.

The very life of the industry is at stake In this hour. For half a century,
at enormous cost, the Rtingllng.Barnumn Circus has been building goodwill.
We believe it Is the in and policy of this administration to protect and lend
encouragement to the circus industry by reason of the following:

(o) The public interest in the fact that the circus is the only entertainment

bringing on a large scale to the country people, high-class acts, performers,
and clowns In personal appearances.
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(b) The circus is the only unit in America today with a menagerie that
comes to the very door of the people in small cities and towns and the poor
people of the country.

(e) The circus entertainment is clean, wholesome, and refreshing.
(d) The right and Interest of labor in having the circus carry on-the

Ringling Circus family alone having paid to labor in the building of their
circus over 40 millions.

(e), The performer and the clown depend on the circus for their livelihood,
their future, and school of development.

(f) Six millions of investment in a going concern that pays to labor 44
percent of its receipts.

We respectfully urge that our petition be granted.
RINOLING BROS.-BARNUM & BAILEY COMBINED SHOWS,

BY JNo. M. KELlY.

The CHAIRMAN. Thank you very much. Mr. George L. Schein,
representing the Community and Civil Concert Association, has a
statement to present, and it will be placed in the record. Give it
to the stenographer.

BRIEF IN SUPPORT OF PROPOSED AMENDMENTS TO TITLE V,
TAX ON ADMISSIONS AND DUES, SECTION 501, SUBSECTION (A)
(0) AND SECTION 500 (B) SUBSECTION (B), REVENUE ACT OF
1920, TO SENATE FINANCE COMMITTEE AT PUBLIC HEARING
MARCH 14, 1984

1. F'ROMM5 AM~ENDMENTS

(a) Section 501, Title V-Tax on admissions and dues, Revenue'Act of 1920.
(a) There shall be levied, assessed, collected and paid a tax equivalent to

10 percent of any amount paid-
(1) As dues or membership fees to any social, athletic, or sporting club or

organization, if the dues or fees of an active resident annual member are in
excess of $25 per year; or

(2) As Initiation fees to such a club or organization, if such fees amount to
more than $10, or if the dues or membership fees, not Including initiation
fees, of an active resident annual member are in excess of $25 per year:

(b) Such taxes shall be paid by the person paying such dues or fees.
(c) There shall be exempted from the provisions of this section all amounts

pzid as dues or fees to a fraternal society, order, or association, operating under
the lodge system, or to any local fraternal organization among the students
of a college or university (or membership dues, fees, admissions or subscrip-
tions iii any nonprofit organization or s6eiety conducted solely for the purpose
of maintaining a concert series or course). In the case of life memberships
a life member shall pay annually, at the time for the payment of dues by active
resident annual members, a tax equivalent to the tax upon the amount paid
by such a member for dues or membership fees other than assessments, but
shall pay no tax upon the amount paid for life membership.

(d) As used in this section, the term '" dues" includes any assessment irre-
spective of the purpose for which made; and the term "initiation fees"
includes any payment, contribution, or loan required as a condition precedent
to membership, whether or not any such payment, contribution, or loan is
evidenced by a certificate of Interest or Indebtedness or share of stock, and
Irrespective of the person or organization to whom paid, contributed, or loaned.

(b) Section 500 (b) (1), title V. Tax on admissions and dues, Revenue Act
of 1926.

(b) No tax shall be levied under this title in respect of: (1) Any admis-
sious all the proceeds of which inure (A) exclusively to the benefit of relil.
glous, educational, or charitable Institutions, societies, or organizations, societies
for the prevention of cruelty to children or animals, or societies or organizations
conducted for the sole purpose of maintaining symphony orchestras and
receiving substantial support from voluntary contributions, or of improving any
city, town, village, or other municipality, or of maintaining a cooperative or
community-center moving-picture theater (or concert series or course)-if no
part of the net earnings thereof inures to the benefit of any private stock-
holder or Individual; or (B) exclusively to the benefit of persons in the
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military or naval forces of the United States; or (C) exclusively to tile
benefit of persons who have served In such forces and are in need; or (D)
exclusively to the benefit of National Guard organizations, Reserve officers'
associations or organizations, posts or organizations of war veterans, or aux-
iliary units or societies of any such posts or organizations, if such posts,
organizations, units, or societies are organized in the United States or any
of its possessions, and If no part of their net earnings Inures to the benefit
of any private stockholder or Individual; or (Hi) exclusively to the benefit
of members of the police or fire departments of any city town, village, or
other municipality, or the dependents or heirs of such members;

The proponents of these amendments to the revenue act constitute a corn-
mittee of public-spirited prominent citizens actively interested In the prono-
tion of culture and art appreciation through the presentation of music con-
(erts by great musical artists in smaller communities of the United States.
Two hundred find fifty organized civic and community groups throughout the
United States present approximately 875 concerts annually. These organized
civic and community groups are non-profit, cultural organizations consisting
of citizens of smaller communities In the United States who have banded
together for tile purpose of hearing famous artists at concerts presented in
the coimnmnity under the auspices of the community. These 250 organized
civic and community groups spend approximately $500,001) annually for artists,
and the concerts presented by these civic organizations serve the musical needs
of approximately 12,500,000 people In the smaller eoniniunifes of the United
States who are vitally interested in finer music.

Under the present revenue act and under the rulings of tle Bureau of
Itifernal Revenue, an admission tax huis I)een assessed upon the concert-goers
hit the various coninunitles of the United States. It is submitted that this
wdi slon tax, amounting to 10 percent of the price of admission, is at penalty
ssossod against the interests of music, a penalty which has operated effectively

in a great number of instances to make it Impracticable foe' communities to
arrange these concerts, and has by increasing the difficulties forced numerous
coinmunties in the United States to give up the giving of these concerts
tind to forego the opportunity 'of lsieiing to the finger music conveyed by
the greater artists.

It Is submitted that the theory" of the Bureau of Interni Revenue under
which adnisslon tax has been Imposed is Impolitic and against tile best
interests of the music lovers in the seller communities of the United States.
In order to obtain the necessary talent it has been necessary for snaller com-
munlifes to contract with an agent In the music center of the United States,
namely, New York, to furnisb the services of the great musical artists. Nat-
urally, in order to obtain the service of these agents, they have required
•a flat rate to be paid by the communities for the service of the artist, and
out of this flat rate they haive required a fiat rate to be paid by the com-
munities for the service of the artist, and out of filis flat rate they have
obtained a commission. The fact that the booking agent in New York haIs
obtained a commission has seemed to the Bureau of Internal Revenue to
mean that a concert given itn a small community, say Butte, Mont., is part
of a profit-Inking ucieme under which the New York agent makes profit
and thereby tile concert-goer in Butte, Mont.. has been required by the
Bureau of Internal Revenue to pity an admission tax. This ruling of the
Bureau of Internal Revenue is not anly unfortunate as being tin erroneous
Conc('ption of the relationship of the niusic lovers of the smaller eotniunities
to the business affairs of tile artists, but inimical to the interests of ('ullie lit
the United States.

It is further submitted for the consideration of the Senate Finance Commit-
teo and in support of the proposed amendments that the assessment of an
admission tax upon nonprofit musical organlzationls it the smaller communities
of the United States.1s paradoxical in view of the policy of the administration
in general at the present time. On the one hand, the President, through his
recovery program, is endeavoring to create more employment for the people of
the United States, among which are artists and mt'sicians. Musicians have
to a greater extent than the rest of the population suffered from unemployment
during depression. To penalize the giving of concerts in the United States Is to
minimize the opportunity for employment to the musicians. In addition, the
operation of the National Industrial Recovery Act has caused and is causing
shorter hours for workers. Shorter hours for workers necessarily means a
greater amount of leisure time for them. It Is altogether fitting and proper
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that this leisure time e applied to improving the artistic anti cultural outlook
of the population. The giving of concerts of this nature, music of the highest
order and by the finest artists, is probably the highest possible means of de-
voting leisure time. The penalty imposed by the admission tax also penalizes
the opportunities for betterment which ought to be inherent in any program
that gives to the population of the United States more leisure time-time, we
submit, which ought to lW devoted to lietterinelt and to the tiiridlleint of
artistic appreciation.

Respectfully submitted. GEosoE, L. Sciimx', Bsq.,
vounech for a C/ommittee of Oorimudtiy.and Olvi ,owert Assoclation-v.

Committee of Cnimunity and Civic Concert Associations: Rev. Thomas S.
Roy, Worcester, Mass.; Mr. George T. Livingstone, York. Psi., eo.ehairmen;
Mr. Paul Bedford, Wilkes-Barre, Pa..; Prof. W. P. Bigelow, Amberst, Mass.;
Mr. Victor L. Browzi, Milwaukee, Wis.; Judge James I. Browtson, Washington,
Pai.; Mr. George W. (Uassell, Rome, N.Y.; Mr. Lewis Eusigii. Boise, Idaho; Mr.
Solon Farrnbach, Baton Rouge, La.; Mr. Frank H. Gifford. New Bedford, Mass.;
Mr. Theodore B. Grifith, Indlanapolis, Ind.; Mr. Alf. C. Kremer, Butte, Mont.;
Mr. L. J. Oilier, South Bend, Ind.: Mr. Rufus Parks, 222 Liw Bihlding, Norfolk,
Vat.; Mr. Frank PfcArd, 5W) Cedar Street, Saginaw, Midh.: Mrs. C. A. Pickard.
Jamestown, N.Y.; Mr. Eli Sanger. Dlalhas. Tex.; Mr. 1. S. Vain Olinda, Albany.
N.Y. ; Mr. J. T. Ward, Nashlville, Tenn. : Mr. J. J. Weadock. Jr.. Limin, Olio.

The Cn.11IR3A.N. Thank you very much. I understood Mr. Simp-
son wanted to present a resolution on the part of hi.s organization.
Is he in the audience? (No response.) .

The CIIAIR.A-n-. He is not here. Mr. Eisner, the committee will
give you 5 minutes. I understand you want to leave very soon.

Mr. EISNER. Yes, sir.
The CHAIMAx. Let ine say with reference to these various so-

called " nuisance" taxes that vthe committee must, of course, when-
we come into executive session, conclude some policy with reference
to the reduction or elimination or nonelimination with respect to
then. The committee is familiar with these items. The committee
wants to take theim off if possible, but whether or not they can is a
question of revenue.

STATEMENT OF MARK EISNER ON BEHALF OF PUBLIC SERVICE
TICKET OFFICE, NEW YORK, N.Y.

,.r. EISNEH. I am not asking, Senator, to take off any tax. I am
inerely asking in this connectioui for relief from anl inequity in coll-
nection with a certain business in New York.

I represent the Public Service Ticket Office in New York, with
which many Senators. I believe, may be familiar. This concern
purchases from theaters entire blocks of tickets in the rear of the
orchestra and in the balcony, which it sells to the public at less than
half the price.

In the Revenue Act of 1932. there were,1oe (jon,gressimen who
elt that when pelJe went to j'izc fights aln( to boxing ad wres-

tling matches, that it was rather tunjust to find ill front of them
in the favored seats. people sitting who had obtained passes or
tickets at a nominal rate. whereas they had paid the full rate. and
therefore they put into section 500 of the law, a provision that where
passes are issued, free admissions given, or tickets sol at reduced
rates, that the reduced rate or the pass would have to pay the tax
that the regular admission for that place would pay. And therefore
what has happened in the case of this particular concern is that
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whereas you may go there and buy a ticket that sells at the box office
for $3, you pay $1 for it. and you have to pay 80 cents in tax, because
it woul(l be 1 percent of the regular price.

The importance of this concern, so far as the theaters of New
York are concerned, is this. It sells in good years at least $4,000,000
worth of tickets, and in bad years, such as we have had for the last
2 or 8, over $1,000,000. A play will open in New York City and
because it is not a success immediately, and because theatrical man-
agers are not well financed at the present time, would close in a
week or 2 weeks. Then this public service ticket office comes along
and buys blocks of the tickets 4 or 5 or 6 weeks in advance, and
sells them to the public at half price or less, and by thus financing
the theater, keeps the play going, keeps the actors, the musicians,
the stagehands, the carpenters, the electricians, the box-office people,
in their jobs, and very often a play which would have been a failure
is turned into a success by the doors being kept open, and an adverse
newspaper criticism converted into a successful production by reason
of the mouth-to-mouth reports by those who have seen it.

What has happened since this new law came into effect is this.
People walk in and they want a. ticket. It costs them $1. They
are told that the tax is 30 cents, and they immediately walk out
and say, " We won't pay a 30-cent tax on a $1 ticket ". and they will
go to some tuovilg-pictnre house or whatinot, with the result that
our business has been crippled very seriously indeed. We may have
to close up.

And the busine.Ss of the. theaters, consequently, is adversely
affected. What we want to do is to be placed iin the position
where we were before the a't of 1932, namely, for us to pay 10
percent tax to the government t on the price that we pay to the
theater, and for us to charge to our (u.stoiier 10 l)ercent of the
excess that we charge him over our price.

Senator REED. It is easier to change the tickets than it is t, change
the law, isn't it?

Mr. EISNEII. We cannot change the tickets, because the tickets are
the same as those that are sold generally at the box office for $2.50 or
$3. In other words, the whole orchestra is. let us say. $3. We buy
the last five rows. Those tickets will be marked $3 and1 always have
been.

Senator R :E: Couldn't von stamp " $1 " on them?
Mr. Eisxi.ma: If $1 was stamped on them and we did not buy the

entire section an( the theater wanted to sell the ticket at its regular
price, they could not do it. In this way we come in and actually
finance tile theater and keep the productions going.

We made a tabulation, if it please the Senators. that in 1933
because the Treasury department ruled that this tax affected us
in the latter part of 1933 we figured it on the first 6 months of
1933. and this is what the result was. We kept 16 theaters oren
that'otherwise would have closed. They were ready to close iF it
had not bten for the buys that we made.

Senator CouzExs. You made a profit on yoiir buys, didn't you?
Mr. EIsNER. We do not contend that we did not make a profit on

our buys. Senator; but what we do say is this, that now that they
want to iax us 30 cents on a ticket that we sell for a dollar, instead

565



REVENUE ACT OF 1934

of 10 cents, we cannot sell them. The people simply do not want to
buy it. They revolt against it, and ever since we have had an admis-
sion tax, we have been paying a tax based on 10 percent of our
selling price or our purchase price.

Senator CouzENs. I thought you were posing as a philanthropist
of the theaters in keeping them open. That is the point I was trying
to inake.

Mr. EisNR. The effect of our being in business, Senator Couzens,
is to keep the theaters open, because we kept 16 theaters open in the
beginning of 1933. They kept open a total of 172 weeks that they
would otherwise not have been open. Two thousand one hundred

:and thirty-four people were kept in employment, and they would
have lost it otherwise. The total salaries were $78,700, paid each
week during the time that we kept the theaters open.

Senator CouzEs. But I am trying to make the point that you
made money in keeping them open, did you not I

Mr. EISNER. Yes, indeed. I do not deny that.
Senator CouzENs. You were not philanthropists then in keeping

.all of these theaters open. That is the point I was making.
Mr. EISNER. I say that the effect of our making these buys, any

way you want to put it, the effect of our making money was to enable
other people to retain employment.
* The CHAIRMAN. You want to pay an admission tax based upon the
price that you pay for the ticket ?

'Mr. EISNER. Correct. We want to pay to the theater 10 percent
of what we pay to the theater, and we want to pay the Government
beside 10 percent of the amount that we receive for the tickets when
we sell them.

The CHAIRMAN. If you want to elaborate your statement, you may
file a brief.

Mr. EISNER. I have it here.
Senator CONNALLY. The purchaser would have to pay both of those

taxes.
Mr. EISNER. Yes, sir; but now he has to pay from 20 to 30 percent

of the admission price, which he does not want to pay.
Senator REED. The tax is 10 Iircent of the amount stated on the

ticket?
Mr. EIsNER. Yes, sir.
Senator REED. For the life of me, I cannot see why you could not

get.a rubber stamp and stamp "$1" right under the $3 or whatever
is printed on the ticket.

Mr. EISNER. I do not think that we would be p1ermitted under the
law or the regulations to change the established price. We would
like to do it, but the law now says, Senator, that is the point, the
law says that anyone who buys the ticket at a reduced price must
pay the same tax that anyone else would have to pay at the theater
for the same accommodation; so we are bound by the law on that.

Senator CONNALLY. Let me ask you a question there. You sell
these tickets at cut rates. Although it is stamped at $2.50, you sell
it for $1 or $1.50.

Mr. EISNER. For $1.
Senator CONNALLY. If anybody buys it at the theater, he has to

pay $2.50.
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Mr. EIs N . He cannot buy' the same seat.
Senator CONNALLY. I know that. But if he buys a similar ticket.

at the theater, he pays $2.50 or $8 for it.
Mr. Eisz;Fz. He would; yes, sir.
Senator CONNALLY. But you want to sell, through this arrange-

nient with the theater-it is a sort of an overflow proposition. They
sell the public all of the tickets that they can at the theater, and
then sell the overflow a $1 or $1.50. The man that buys it at the,
theater pays the 30 cents.

Mr. EISER. It does not work out that way. As a matter of fact,,
what we really do is to buy the entire section so that from the prac-
tical standpoint if you went to the theater you could not get it, be-
cause you would have to get it and pay the reduced price.

Senator CONNALLY. I do not sympathize with that at all.
The CHAIRMAN. The object, largely, is to make a success out of'

that particular play, isn't it?
Mr. EIsNVi. Yes, sir.
The CHAIRMAN. And you want to get a credit thereI
Mr. EISNER. Yes, sir. And they would go out of business if we

do not have it.
Senator WALcrr. Is not one of the greatest drawbacks to the

legitimate theater today the ticket speculator?
Mr. EIsNE. Yes, sir, but we are not the ticket speculator. We

do not sell that in advance.
The CHAIRMAN. We have a provision in here for the ticket

speculators.
Mr. EISNER. Yes, sir; but we are niot in that class, because we sell

at a reduced price.
Senator BAmiKLEY. The effect of your suggestion would be that

those who have the advantage of getting a cheaper price for a seat
will value the ticket as compared to that which is palid by those who
buy.at the ticket office, would also obtain an additional advantage by
paying less tax.

Mr. EISNER. That would be correct, Senator-
Senator BARKLEY (interposing). That is the stuin and substance

of it.
Mr. ESNFR. It would be if it were not for this fact. Everybody

in New York City and everybody that comes to town knows tlat for
he accommodations in the back'of the orchestra. and in the balcony

the place to get the tickets is at Forty-third Street and Broadway.
Nobody goes to the box office and will pay the full price for tickets.
Practically, it is not done.

Senator BARKLEY. I think it is incorrect to say that nobody will
do that, because that is usually what I do when I go to New York.

Mr. EiSNER. You know better now, Senator. ILaughter.]
Senator BARKLEY. I may try to take advantage of that.
Senator CONN.ALLY. Let me ask you a question. If that is true,

why do the theaters not classify those seats and sell them at $1.50
or $1? -

Mr., EiSNER. There is one very practical reasons why they cannot.
When those shows open in New York, they do not know it is going
to be a failure. The tickets are all stamped and marked. At the end
of a week or 2 weeks' time they find they are not getting the people
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there, and they have to do something to give them oxygen, and this
concern gives them oxygen.

Senator CONNALLY. They only give oxygen to certain of the attrac-
tions. Any that they can high-jack into paying $3, they stick them.

Mr. EIsNE. This does not happen with us. Let us take this con-
cern that I am speaking of. We do not make a profit by any means
on every purchase that we make, because we take considerable losses
through buying in advance, and being stocked ourselves with a great
many tickets, and it is a tremendous -investment of thousands of,
dollars every week.

The CHAIRMAN. Thank you, very much.
Senator BARKLEY. You say Forty-third Street and Broadway is

your address?
Mr. EISNER. Yes. [Laughter.] An officer of the company is here.

He would like to say one word.
STATEMENT OF MATHEW ZIXMERMANN, NEW YORK, N.Y.

Mr. MATHEW ZIMMERMANN. I just wanted to correct Mr. Eisner'ms
statement to Senator Couzens. We do not make a profit on our deals
or our guarantees. We just guaranteed Earl Carroll's Vanities for
the term of 16 weeks at $13,500 a week. We lost $32,000 of that
guarantee. On every guarantee we have made this year since we put
the extra tax on, we have lost, and we cannot stay in business. We
must go out of business. We cannot stay in business. We have lost
on every guarantee.

Before I left for Washington, a man with tears in his eyes had to
close his show tonight, called "Broomsticks" that we cannot guar-
antee. We cannot lose any more than we have lost. We have
reached our limit.

Senator CONNALLY. You do not pick the right shows, apparently.
Mr. ZIMMEMANN. Well, here is the condition of the theater. There

are a hundred producers in New York, and only 10 of them have
the money to produce a show. I can read to you shows that we kept
running for 23 weeks, employing a great many people that would
have closed tight...

Senator CoUzENs. You are in business to make money.
Mr. ZIMMEMANN. We are, but we ave not making it.
Senator CouzENs. That is true of other concerns.
Mr. ZIMMERMANN. But we can make money, and we can pay plenty

of tUxes. I guaranteed a show last Saturday night that was closing,
called "All the King's Horses ", guaranteeing it for $30,000 for four
weeks.

The CHAIRMAN. I would suggest if you want to elaborate the
proposition, you can elaborate it in the record. Thank you, very
much.

(Brief of the Public Service Ticket Office, by Mark Eisner,
attorney, follows:)

MEMORANDUM SUMITED ON BEHALF OF PUBLI SEavics TiOKhT OFFICE, INO., r;
SUPPORT oF AMENDMENT TO SECTION 500 (a) or THIN REvzuE ACT oF 1926, As
AMENDED

To the Honorable, the Members of the Senate Committee on Fihance:
It is intended by this memorandum to present in the most concise form the

reasons why Justice and sound policy demand the acceptance of the amendment
here proposed.

5 68



TAX ON ADMISSIONS 569

1. The purpose of the onenadnote.--The act now purports to tax admissions
sold at reduced prices at the rate for nonreduced prices, the object originally
being to reach favored persons who received complimentary passes to prize
fights, wrestling matches, and the like. (See Congressional Record 75, part 7,
p. 7145, Revenue Act of 1982.) It was not intended to affect the Public
Service Ticket Office, Inc., and it certainly should not.

The Internal Revenue Bureau rules in the latter part of 1938 that Public
Service Ticket Office, Inc., would be required to collect a tax based upon the
price printed on the ticket, despite the fact that Public Service Ticket Office,
Inc., sold the ticket at a price not to exoeed one half such price. Thus, a ticket
having a printed price of $8 and sold by the Public Service Ticket Office, Inc.,
for $1 would, under the present ruling, carry a 30-cent tax or 30 percent of the
purchase price.

2. The nature of the buahaes of the Public Service Ticket Ofice, Ino.-This
concern Is located in the city of New York and is well known as occupying the
corner of Forty-third Street and Broadway. It buys from theaters blocks of
tickets for rear sections of orchestras and balconies, making such purchases for
weeks In advance and paying a reduced price. These tickets are sold to the
public at a small advance over the cost but still not in exces of one half of the
regular admission price.

The extent of its business may be judged from the fact that with an average
selling price of $1, the company has done from considerably over a million to
4 million dollars in a single year.
3. The oaftotnrs of the Public ,crvlre Ticket Ofice, Iou.-Obviously, people

who call afford box-office prices for preferred seats do not patronize this com-
pany. Its business is derived from those citizens who can afford to spend no
more than a dollar for a seat and who otherwise would not attend the theater.
If an average' year is selected, over 2 million meats are purhased tit the Public
Service Ticket Office.

The Public Service Ticket Office has no branches, and many thousands of
people use its facilities daily. The business of the company has been sharply
cut through the necessity of collecting the tax on the full price, because all
additional 10 percent per ticket marks the difference between the average
man's ability to go to a theater ano the enforced alternative of a movie, where,
in most Instances, there is no tax at all paid for admission.

4. lVhat the Pblic 1eSrvice 'icket Office ht.m tccomplished for the theater,
the Goter,miient, the city, and the iabli.-Obvliously, If a play foils to
attract box-office sales, it must close unles.. other help Is available. Since
1929 the failure to meet expenses after a week or two Wieans the end of the
'oad for manmy producers nid ordinarily they nimust close because there is

very little capital behind the average production. In such cases the Public
Service Ticket Office insures salvation because by purchasing large blocks of
tickets in the rear of the orchestra and the balcony for weeks ahbead It
finances the production and thereby keeps in employment hundreds of actors.
.tage hands, carpenters, muslchns, eletricIans, ushers, md box-office, people.
The theater obtains an income front which interest to the (inortgagege and
taxes to the municipality may be paid.

It ver often happens that a play Is not a success when first produced hut,
given a month's life. will " catch on ". so to speak. In hundreds of instnnces
the fact that the Public Service Ticket Office by Its purchitse of tickets has
financed the production, so that It might survive a month or (I weeks, has
turned many all apparent failure into a success. A successful long run in
New York means road companies and employment not only for more actors
and related employments, but also to the railroads, hovels, and theaters
outside of New York.

We could carry the sequence much further, such as denonstrating how a
successful performance in New York means value to the motion-plcttire rights
and added revenues and employment I n the inotion-pieure industry.

It nust he clear to this honorable committee that the mere fact that the
theaters are kept open, instead of being forced to remuali dark, insures reve-
nues to the'Government not only from admission taxes but also from income
taxes.

It Aumty Interest the Senators to know that when the bank hollda y was
declared in 1938 the Public Service Ticket Office, In(-.. kept many of the
theaters open. It can safely he said that if this concern Is put out of business
the theater business of New York goes with it. It is most seriously threatened
now by drastic taxation.
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A tabulation was recently made showing the effect of the operations of
the Puiblic Service Ticket Office, Inc., In sustaining the theatrical business
of New York during the first half of 193. (This was before the Internal
Revenue Bureau hal ruled that under the amended act Public Service Ticket
Office, il., was required to collect a tax b)ised upon the price printed on the
ticket.) Tile figures showed thtt through tihe agency of this concern alOlke
10 theaters were kept owen. that otherwise would have closed: that it
total of 172 weeks was added to their runs: that 2,134 people were given
work who otherwise would have lost It: that $78,700 was the total of ttalaries
paid eaei week durin, the time the Public Servlce Ticket Office kept the
theaters open.

The average weekly receipts th us added were $134.90; the total appt'oxi-
mate additional salaries were $791,Wl9 alld tile totill additioll receipts on1
which the Government collects Its taxen were $1,378,009.

It Is therefore respectfully urged tlhitt the following inenldent he Inserted
in the act:

At the end of second full selilente 4of sttion i1I0 (a), after tht ierit'd
following the word " tie ' lnmrt the following:

"In the case of any person regularly engaged in tihe business of buying at
refdtued rates admissions for the oIul'oose of resale, the tax shall be 1 cent
for every 10 cents or fraction thereof of the uniount actually paid by such
person for such admissions: and if such admissions be resold at a price In

xeCe.s of that previously paid therefore. there shall Iin addition he collected
by the seller and paid a tax equivalent too 10 Ilercint of the amount of suelh
excess."

Rpslpetfully sult.iltt-d.
J'flILJ(C KEhYI('I ''ICK*ET OFFI.'CE. INC..

By X mcRK EISN.R. Attfrney.

The CHAIRMAN. Before the committee recesses. there tire three gezi-
tlernen here who are interested in the tax on athletic admissions..
How much time would it take?

Senator REF.D. Is Mr. Harrison here?
The CHAURMA-N. There are Mess '. W. 1). Harrison, Frank Me-

Cormickc, and0. M. Updegraff.
Senator CoNNAmY. There are seiie gentlemen here who want to

appear on the gasoline tax. (in we have them heard now?
The CH1AIRMBAN-s. There have been requests to be heard onl that.

We have not inany on the gasoline tax here.
Senator CoNNALL.Y. The American Trucking Association has a

representative, and I allderstan1 - the petroleum interests have a
representative. Could we give then bout 15 minutes on that?

The CHAIRMAIN. I think we can. and they can at least file their
briefs. We will go ahead and finish this athletic proposition. We
are going to have a session in the morning. I hope no one will leave.
because we may call on someone else after this.

STATEMENT OF PRANK McCORMICK, REPRESENTING THE
NATIONAL COLLEGIATE ATHLETIC ASSOCIATION

Mr. 'MrCotl1K. Mr. Chlairmal and inenllber s of the eonnmmittee.
we are here representing the entire body of colleges and unive'ities
in America, tlat is. the National Collegiate Athletic Association.
which is a grotil ) which combitct: the athletics in the colleges and
universities. We have here on this colnmlittee Mr. C. P. Milis. ath-

letic director of the V.P.I., Mr. W. D. Harrison, director of athletics
of Pittsburgh, representing the eastern intercollegiate, and Mr.
Arthur Berknian. director of athletics, and Mr. Murphy, director
of athletics at Georgetown.
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Years ago the National Collegiate Bar formed a committee to make
a study of athletic-s-of the financing and the admission tax, and
the effect it was having. We found that there had been a great
change in athletic set-ups over the country.

A few years ago there were outside bodies running the athletics
through student organizations or outsie alumni organizations, while
today they are integral parts of the institutions, with the title to all
athletic plants and property, stadiums and so forth, within the insti-
tution. Most of the coaches and the directors have faculty rank the
same as professors and instructors in these institutions.

We find at the present time, contrary to the public's belief, that
the athletics in the conleges and universities are in very bad and
critical financial condition. The departments are financed in three
ways-from school college funds, from athletic fees charged to thestudents when they register, and from receipts from athletic contests.
Practically the bulk of the receipts come from football. In a few
schools , basketball is a paying sport and runs up to large-sized
crowds, but the majority of the money comes from football games.

In the present condition, we find that 40 schools, colleges and
universities report an indebtedness of $13,546,500.00, an average of
over $300,000 of indebtedness for an institution. Seventy-one per-
cent of the colleges and universities over the entire United States
last year operated on a financial loss, therefore increasing their in-
debtedness. This indebtedness comes from the building of plants.
stadiums, and purchase of grounds, and also from operating losses
(if the past few years since 1929.

To give you some idea of the loss in the particular States, we picked
the States of tae universities and colleges cf this committee, and we
find that 1 college in Mississippi reports a $65,000 indebtedness, 1
college in California, $350,000; Colorado, $390,000; 1 institution in
Connecticut, $500,000; 4 institutions in Texas, $734,000; 1 institution
in Utah, $90,000; 3 institutions in Virginia, $146,000; 2 institutions
in Michigan, $1,000,000.00"; 4 institutions in Pennsylvania $5,933,000
2 institutions in Georgia, $82.500; 1 institution in Kentucky, $02,000:
2 in Missouri, $528,000.

Senator RED. I ou have gone through the list of States of the
Finance Committee?

Mr. MCCORMICK. Yes, sir; because I thought you would he more
familiar with your own institutions. We have it for the entire
United States.

One from North Carolina, $40,00); 1 institution in Oklahoma,
.$40,000; Rhode Island, $25,000; and 2 from Wisconsin, $495,000.

The institutions will be forced to pay this indebtedness.
The tax being put on, the exemption which was withdrawn in the

1932 Act, the first year of operation the colleges added that on to
the ticket prices. In most places they were forced, because of the
financial conditions to absorb that tax. Although they paid it, they
are absorbing it in an interesting way, thereby reducing the receipts.
The smaller groups of colleges which used to get 75 cents and $1 for
admission have reduced it below the exemption of 40 cents, thereby
taking 50 to 100 percent of their revenue and decreasing it in one
lump.

571



572 REVENUE ACT OF 1934

We have thie following results that have occurred in the institu-
tions. It has become mandatory to reduce their budgets. Eighty-
five percent of the colleges attribute the necessity for drastic reduc-
tion of ticket prices to the admission tax, and Nh percent report the
tax responsible for decrease in revenue. Sixty-five percent of the
institutions in the United States reduced their personnel, 72 percent
reduced salaries, 35 percent curtailed physical education, 40 per.
cent curtailed intercollegiates, and 30 percent suspended debt and
interest payment upon their indebtedness.

We feel that it would be a great help to the institutions, universi-
ties and colleges and to education, as physical education and games
and recreation is part of the educational program in our institutions.
We feel that this would relieve them of a great burden and a. great
load by not only giving back to those institutions that money they
are now .paying'for taxes, but also to increase their revenues, because
these smaller institutions can put their prices up from 40 cents, where
it now is, to 75 cents.

Senator REED. If we raised the exemption from 75 cents to $1,
wouldn't that give substantial relief?

Mr. McConMcK. That. would give relief to a great majority of
the smaller institutions. It would not give relief to sonie of the
institutions which have the large indebtedness, which are the larger
institutions.

Senator REED. In drawing the 1932 tax bill, the committee was
influenced by the contract between these large crowds of prosperous
people going to football games and the starving people in the streets.
We thought if they could afford to go to a football game they could
afford to pay a tax.

Mr. McCosrvcK. There are about six institutions which are at
the present time in good financial condition because of the large
football crowds. But the eastern institutions, which formerly drew
large crowds, are in very bad financial condition at the present time.

Senator WAcO'rr. Do you think the tax is the chief factor in that?
Mr. McCoRMicK. I should say the general economic condition is

the chief factor, but the tax is also a factor.
Senator WALCOr'r. Your idea is k complete exemption?
Mr. MoCouinic. A restoration of the exemption as in the 1926

act.
The CHAIRIMAN. Ii you1 want to elaborate on anything, M -. Me.

Cormick, you may in a brief.
Mr. MCCORMCK. I would just like to also say briefly that this is

not only the athletic directors but the college presidents as well are
very vitally interested, and I would like to quote briefly from a
letter from Dr. Clapp, president of the University of Montana, giv-
ing their situation, written to one Member of Congress, from theirState:

WuE UNIVERSITY OF MNONTANA, STATE UNIVEIIiSlTY, MI$5HUIA,
Jun,,ry 26, 1984.

Hion. .Tosui MONAGHAN,
House of Reprc.-yentatives, 1alshbipgton, D.C.

MY iJ..R MI. MONAOIA.\ : I Mdrsti(i it effort is toi liht ninQet' to itrliniUce
into Congress i provisions ii tlie new.. )irop ,.s ld i t(e'iUP net reftorimu tiiEw orIii|imo
provisloi, exeapthing collegs 11l universities from the burden of ihe lPeleriil
adfmlissioI) tax.
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Although the great need for federal revenue is recognized, yet the burden
of the tax placed on an educational program that is already suffering from.
greatly reduced income is unjust and does have a detrimental effect.

Practically all admission clargs assessed on this campus are for what is
called extra-curricular activ4es. These activities are permitted and fostered
because of their direct or indirect educational value. Profit to an individual
or to several individuals is not the motive for the admission charge. Any
added burden that is placed oin these activities does have a tendency to de-
crease the educational benefits. The amount of the tax representing the larger
part of the burden is supplemented by clerical expense in accounting for the
tax and also by reduced patronage. if the tax is passed on to the public.
Funds that should be available for retiring indebtedness or for furthering these
educational activities are considerably reduced.

As far as this campus is concerned, physical education and athletics bear
the heavier burden of the tax, yet there. are instances where the tax as applied
is very unreasonable. For instance, an organization in staging an entertain-
11,ent in honor of another organization or group of individuals admits tle public
if a adission charge is paid. (The Public Is admitted on this basis in order
to help the sponsoring organization "break even " on the affair.) According
to local interpretation of the tax law, the tax assessed against the buying
public must also be paid for the guests. When the receipts are totaled, the
organization finds that from 30 to 50 percent of the total amount received must
Ise paid out as a tax.

Aside from the question of the constitutionality of the tax imposed on our
State-supported educational program, the Federal Government has demon.
strated many times its willingness to assist in supporting and promoting
education in the States. It is not inconsistent to give financial aid to State
educational programs and then impose a tax burden of this character .

Anything you may do In support of the effort to restore to the colleges and
universities an exemption from admission tax will certainly be appreciated
by this institution.

Yours sincerely, (. H. CL,%P, l'residcnt.

The CHAIRMAN. The conunittee is in sympathy with what you want
(lone. It is a matter of revenue.

Mr. McCoRMIcK. It would amount to about $900,000.

J)ATA 1'BM1fFTI}) BY 31. FRANK MWCORMICK. NATIONAL COLLSOATE AsSOCIATION
SUPPLEMENTING ORAL PRESENTATION

College, 11md universities believe that the physical well-being of students
is a vital function in education. Just now it is more than ever essential
that the youth of the nation he physlhally fit. This end is attained by pro-
grams ill athletics. physical education, and health services.

In 70 Perceint of the colleges, football receipts pay not only for that sport and
all other athletic games, but also, wholly or ti.-rtlally, for physical education
and health services. Because colleges have found it necessary to cut admission
prices and to absorb the admissions tax this year and last, 71 percent are
operatic.g athletics at a loss. These deficits are made up by borrowing or by
appropriations from general educational funds.

Not only are 71 percent of the colleges operating athletics at a loss, but 40
percent of them show indebtedness against their plants of $13,540,500. This
indebtedness in increasing, because deficits are increasing. For instance, 7
typical eastern colleges report as follows:

1932 1933 1932 1933

CollegeA .................... $5,877 1$45,6801 CollegeE ................... '9,356 1$26.000
College H .................... ' 20,000 2 10 000 College F. ... ......... 24,000 23700
CollogeC ................. .. I 25,29 40, 00 College F ................ 000 331,00
CollegeD................... 142,072 '10,000

Surplus. uDeficit.
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In spite of the fact that the times call for increased employment and
wages, 65 percent of the colleges have been forced to cut athletic personnel:
72 percent have cut salaries; and 80 percent have suspended payment on debts
and Interest.

Eighty-live percent of the colleges attribute the necessity for drastic reduc-
tion of ticket prices to the admissions tax; 75 percent report the tax responsible
for decrease in revenue.

Briefly, then, the burden imposed by the admissions tax on college athletics
is staggering. The Government, however, according to a conservative esti-
mate, will receive this year an Income of slightly less than $900,000 fromt this
source. Of this amount, 28 percent is paid-by eight colleges or universities.
Six of the eight are operating athletics at a loss, and seven have a heavy
debt on their plants.

T e restoration of the exemption from admissions tax on intercollegiate
athletic contests, as In the 1926 Revenue Act, will increase income by millions
-of dollars, with a considerable increase in employment, Increases in salaries,
greater purchasing power for necessary equipment, and a resumption of inter-
est and debt payments. Contrary action will eliminate Intercollegiate compe-
tition from scores of colleges and further curtail athletics, physical education,
and health services in all such institutions.

TAX ON CLOCKS

The CHAIRDMAN. Senator Walcott, you said that Mr. Ferguson
wanted to get away, and would like to be heard. We will hear him
now.

STATEMENT OF SMITH F. FERGUSON, REPRESENTING CLOCK
MANUFACTURERS ASSOCIATION OF AMERICA

Mr. FIIo'.sox. I appear before you as an ex-president and now
as chairman of the committee on taxation of the Clock Manufacturers
Association of America, the members of which association we esti-
mate lnanufacth'e not less than 90 percent of the clocks produced in
this country.

The Revenue Act of 1932. title IV, section 605 "Tax on jewelry
imposes a 10 percent tax on'all clocks sold for $3 and over, and also
on parts of clocks and parts thereof for the following reasons:

CLOCKS NOT JEWELRY

This law, by specifically intioning clocks in the jewelry para-
graph (see. 605) endeavors to classify them as jewelry, with the
implied meaning that they are a luxury. We contend that clocks
are not jewelry and, in support of this contention, submit the facts
that only a relatively small number of clocks are sold through
jewelry channels, i.e.: jewelers, and that a majority of clocks are
sold by other dealers. such as hardware stores, drug stores, depart-
ment stores, electrical dealers. stationery stores, f urniture, stores, and
so forth.

Jewelry consists of articles worn for personal adornment. It is
.obvious that clocks are not in this category.

CLOCKS NOT A LUXURY

We also contend that clocks are not a luxury, as they perforil the
very important function of telling time, and almost everything mail
does in life is based on time.
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CLOCK'S HOUSEHOLD FURNITURE

We also submit that clocks, particularly those selling at $8 and
above, should be more properly classified as household furniture,
and are very generally so considered when purchased by the public.

In this connection may we point out that articles of household
furniture, such as pictures, rugs, chairs, carpets, and even expensive
bric-a-brac ornaments are not taxed, therefore, is it not a proper
and equitable question to ask why clocks have been singled out and
included in a law which is frequently designated as the "luxury
or nuisance tax" 1

TAX ON CLOCKS HAS PRODUCED SMALL REVENUE

We have had reports from practically all the principal companies
who manufacture clocks in this country and who are subject to this
tax since the law went into effect June 1932. These reports show
that this tax on clocks has produced for the Government the fol-
lowing very relatively small amount of revenue:
From the beginning of low to Dee. 31, 1932 --------------------- $01,605. 55
For the full ealelmiar year 1933 --------------------------------- 112,976.52

Based on our knowledge of the clock industry we feel confident
that these figures represent a very close estimate and certainly are
within 5 to 10 percent of the actual amount this tax has produced.
These figures represent the gross amount of tax the Government
would receive, therefore, after' the cost to the Government of collect-
ing and supervising this tax is deducted, the net amount it produces
would be a much smaller figure.

It is furthermore our understanding that the revenue the Gov-
ernment has actually received from this tax on clocks is very much
less than was expected it would produce.

Since this tax was put into effect the production and sale of wood-
cased clocks, and all clocks selling for $3 and over, has shrunk to
almost nothing. The depression has, doubtless, played a small part
in the bringing about this condition but all members of our industry
are thoroughly convinced that this 10 percent tax has been by far
the greatest factor in bringing about a very deplorable condition
within the clock industry.

In support of this may I tell you that one very old and large
clock company has been compelled to completely close down that
portion of its factory which for many years, produced a large quan-
tity of wood-case clocks. Six other clock companies who formerly
were large manufacturers of wood-case clocks now maintain relatively
few employees for the production of that type of clock. Employees
engaged in this part of the industry are quite largely specialized
cabinet makers, and this type of labor is not usable in other depart-
ments. The result'has been that a large number of this class of
employees have either been entirely out of a job. or have been on
a very greatly reduced schedule for the past year or more.

Several of these are very old companies, some having been in
business for over a hundred years, and we can state without fear
of contradiction that never in the history of this very old American

46932-84--37
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industry has it suffered in the relation to production and sale of
wood-cased clocks as much as it has during the past 2 years, and it
has passed through many previous depressions. This leads us quite
definitely to the conclusion that this 10 percent tax has been the
largest factor in reducing employment in the clock industry.

We trust you will not consider us out of order if we suggested how
the'present law could be amended to accomplish to the relief we desire
and so much need. We quote that part of the law that covers clocks,
as follows:

"1. There is hereby imposed upon the following articles sold bi'
the manufacturer, producer, or importer, a tax equivalent to 10
percentum of the price for which so sold: 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 (not including surgical instruments or
silver-plated ware, or frames or mountings for spectacles or eye-
glasses); watches; clocks; parts for watches or clocks sold for more
than 9 cents each; opera glasses; lorgnettes; marine glasses; field
glasses; and binoculars. No tax shall be imposed, or an article
(other than watch parts or clock parts) sold for less than $3.

We suggest that on line nine the word "clocks" and also on
the same line the words "or clocks" be eliminated. On the last line
the words "or clock parts" also be eliminated.

In closing, permit me to say that our industry does not ask for the
elimination of this tax with a desire to escape taxation, for we have
a sincere desire to contribute our share of any equitable tax toward
the cost of Government operation. We feel confident, however, that
if this tax is repealed the volume of our business will be much in-
creased; more people restored to work; and hope and expect that the
Government will receive more income derived from profits of the
industry than this excise tax has produced. Profits in this industry
have been conspicuous by their absence for the past few years.

This is unquestionably a tax that is a hardship and injury to an
old and established business without doing the Government any real
good.

There are present in this room two experienced men in this in-
dustry-Mr. Edward Ingraham, president of the E. Ingraham
Clock Co., Bristol, Conti., and Mr. C. E. Davis, an executive of the
Warren Telechron Clock Co., Ashland, Mass., which company manu-
factures electric clocks. They, I am sure, will be glad to answer
any question you 1iiay wisk to ask them. I am an executive of the
Seth Thomas Clock Co. and will also be happy to endeavor to
answer any of your questions.

Senator REED. Mr. Ferguson, do you want to take the tax off
clocks entirely?

Mr. F=GousoN. Yes.
Senator CONNALLY. How much revenue do we get from the tax?
The CHARM1TAN. About $115,000.
Senator WALCOt'r. I woul like to ask you a question. The per-

centage of your employees is very high in skilled labor?
Mr. FERGUSON. I es, sir; they are specialists.
Senator WALCO(rT. Thank you.
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TAX ON FURS

The CHAIRMAN. NOW, the representatives of the fur manufacturers.
You want to leave tonight, Mr. Ellis?

Mr. ELLIS. Yes sir.

STATEMENT OF EMIL K. ELLIS, REPRESENTING THE NEW YORK
FUR TRIMMING MANUFACTURERS ASSOCIATION

Mr. ELLIS. Mr. Chairman and Senators, I am an attorney and I
represent the New York Fur Trimming Manufacturers Association.
Our organization is composed of some 41150 manufacturers in the city
of New York and vicinity. These manufacturers engage in the man-
ufacture of what are known as fur trimmings, that is, collar and
cuffs that go on to a cloth coat and make an entire-trimmed garment.

While I am going to address myself to that particular feature of
the business, I do not want from the stand here, or argument, to bd
interpreted as any inilitation against the general code-against the
tax on furs, because the industry stands united in opposing what we
characterize as an oppressive burden.

It would serve no purpose for me to say that this tax is a burden
on our industry, and ask you to put it upon the industry of another
fellow when you take it off of ours. I realize the difficulty and the
handicap that we are under when we come here and say, "Tax the
other fellow." I cannot supply you with any ideas as to how yott
can raise revenue to take the -plfacie of the revenue which is no longer
there if you take this tax off.

I want to submit certain fact which I believe have been overlooked
by the committee at the time the tax on furs was written into the
law.

The CHAIRMAN. It gave us a great deal of trouble when we lut it
on.

Mr. Ewi.is. I am very sorry.
The CHAIRMAN'. We heard you at that time, did we not?
Mr. ELLIS. Yes, sir. But evidently my mission was not quite as

successful as I hoped it would be.
Senator BARILLEY. We heard you but (lid not heed you.
Mr. ELLIS. The point I want to bring home to the committee i§

this: The fur manufacturer as a rule is a very small manufacturer.
He has very little capital in his business. I think I am quite accu-
rate in stating that the average capital employers,, in this business is
about $5,000; that is. the business of the mani'ct,.rer, on which he
does a normal annual volume of about $50.000. That is 10 percent
on his sales price total volume, which anouunts to $05,000. Equal to
his entire capital.

These men who manufacture furs are former workers. They have
formerly been cutters, nailers, and operators, working on the bench,
and when they have saved up a little money, they call themselves
capitalists, a"d they open upi a shop with three' partners; the nailer,
the cotter and the operator, and they employ very little labor.

'lhe situation with regard to the manufacturers is simply this:
They manufacture a variety of furs that sell from $1 a set, $1, in-
eluding a. collar and two cuffs-from $1 to $10, which would be the
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average within that range. Those furs are known as "dog furs."
They really are not domestic dogs. They are Manchurian and
Chinese, and we have got dog fur and rabbit fur and coneys and
other similar cheap furs.

[n 1918 when this tax was first thought of, furs were generally
regarded as a luxury and enjoyed only by the wealthy. At that
time When anybody used the word "fur", immediately there came
into your mind the spectacle of a woman handsomely attired with
ermines, sables, and nminks. They never thought of cats and dogs.

Senator REED. That would be a funny mixture, if she were wear-
ing ermine, sables, and mink.

Mr. Emi.s. I used it in a separate sense. That would be rather a
conglomerate mixture. But we always regarded furs in those days
as a luxury, but modern methods of chemistry have made it possible
for cheap furs to be so processed as to resemble higher-priced furs,
with the result that we are able to manufacture a collar and two cuffs
and sell it for a dollar, including the cost of the skins, the dressing,
the dyeing, the labor, and the profit to the manufacturer and the
dealer. The average prices of these fur sets are from. $1 to $10.
The average fur coats that are also made are in these smaller
brackets. From $#50 down is the average fur coat made from musk-
rat and similar fiN's. And there are fur jackets sold as' low as $5
and $10.

So that when the committee is given the idea that they are taxing
a luxury, they are given a mistaken idea, because in 1918 when they
first imposed this tax on furs, these cheaper furs were not thought of.
As a matter of fact, fur trimmings were not even in use then. You
never saw a fur-trimmed coat at that time. At that time the fur-
trimminop business was just starting, and it started of necessity,
because furs were so expensive that people could not-afford to get
entire fur garments made of furs entirely. So there sprance into
existence the fur-trimmed coat-a cloth coat with collars and-cuffs
oil it.

Certainly we all know that the fur-trimmed coat is not a luxury.
You can look all over the city of Washington and you will see fur-
t.rirmed coats from $8 to $15 sold'in -the store, which includes the
retailer's profits and the dealer's profit and the labor and everything
all the way through. And the shop girl and the girl in the office
and even a maid will buy that coat, and she won't be classed as buying
something that is a luxury.

I want to drive home to this committee that in taxing furs, you
are not taxing a luxury. In that way we suffer from the inclusion
in that general class of furs that we named before, those of the
higher brackets-minks, sables, and Russian Caracul-but they con-
stitute such a small percentage of the furs actually manufactured and
sold for years throughout the entire country that it is a rather unfair
Comparison---

Senator GoE (interrupting). About what percentage of the furs
are these cheap furs?

Nr. ELms. The percentage of the small-priced furs are about 80
percent of all of the furs sold in the entire country.

Senator GoRE. What was the revenue raised last year?
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Mr. ELLIS. The revenue raised last year was about $7,000,000. The
Revenue Department originally estimated $20,000,000, and revised it
to $15,000,000, and realized about $7,000,000. It has cost the Govern
ment more to collect that $7,000,000 than it ever anticipated.

What I want to say is this. I do not know whether or not this
committee has considered the question of classification, but it strike-;
me that when you tax a fur collar and cuff, and tax a fur jacket that
sells for $5 and $10, and you are getting strictly into the class of
wearing apparel, because you do not tax silk evening gowns, you
do not tax the high-priced silk hats, you do not tax the high-priced
shoes, you do not tax any other article of wearing apparel; yet what
reason can there exist for taxing an entire fur-trimmed coat, with
fur collar and cuffs that does not cost more than an average of $1
to $10 and sells in the store for not more than an average of $15V
And you will find that out of the total fur trimmings sold, that 90
percent are in the lower bracket figures.

Senator Gon . What ig yoirdid66 tha. classifiation?
Mr. EuTis. I do uot il t"W.Yo lch time in giving y011

what I consider W: , ,, i tht ou "The CIIAIRV401 ' : Ca cn*" i U 'ton that you eitn
make in that. oonnt 'i'

Mr.E~rIg~~~iI~fank' ~3on, I1d & 0 dbf'ie *tnd here as it
representa v"'VX %'fn indut flid - De not* tax and tax the

The CHWza ,r. JIkoa t~ ke constructive suggfttions as to

The CU A_ . It has botfiered.the pitem aid4,he expert.
It is a ver'y a Iult matter th" *triteVery, t' te .d consid,:
your sug oftb co.

M r Wl dthat # et Wth brief. ThiW u tion of tu
evasion. SIf ity erad he we a 'rehin

the withua.t"

We said thAi th' t tlh ~k ak~ loe it a
imposed on the d~' nd which h~%tr asdon to the cowt

manufacturers 4"ot sekmiit tynd evade this tax.
This is what he hat done. - ca i AiLstf them. and I hav
in fact complained to the Cloak and Siit Trade Authority tha
there are over 40 of the lhtgW-ma&nuficturers of cloaks andi suiis
in Newv York that manufacture furs on their own lIrelises and take
awayv that business froin the legitimate fur manufacturers, and -in
addition to that they do not pay n tax. because thecy buy furs direct
from the dealer. They are not selling the fur and theyhao not pay a
tax unless that fur becomes the chief component aricle of vale
in the cloth coat.

Senator GORE. Would that meet the situation if that was made the
line of demarcation?

Mr. ELLIS. If what were made the line of demarcation?
Senator G1oim. Whether fur conistittes the principal element of

the value.
Mr.- EtLIS. That is in the law today.
Senator GOiRE. I knew we discussed that befbre.
Mr. ELLIS. We sell a fur collar and cuff for $3. That articiv it!

taxed at the source, that is, the source of the sale. When the maim-

579



REVENUE ACT OF 1934

facturer sells 'it, it is taxed. It is not a finished product. It is the
only unfinished product that is taxed under this revenue bill. We
pass it on to the cloak manufacturer, and it may not become the
article of chief value in the coat, and yet we have to pay a tax on it.
There is no reason for it at all.
* Senator GORE. You mean it is taxed once before it gets there?

Mi. ELLIs. Exactly.
The CHAIRMAN. The present law does not provide that the fur

has to be the principal component?
Mr. ELLIS. No. Your tax is on us, you tax us and you tax the

cloak man in the event that that fur becomes the article of chief
value in the coat.

.Senator GORE. What I an talking about is these little coats and
dresses that you talking now, not skins, but collars and cuffs. The
fur is not the chief ingredient there, is it?

Mr. ELLS. The Treasury Department holds it is the chief in-
gredient in what is known as the set, and they have interpreted the
act to mean, and we have paid on the basis of interpretation, that
since the collar and cuff is finished in that state, that it is a fur
collar and cuff and it is the chief article, although it is primarily
intended for use upon another garment.

Senator GORE. And is to e attached to another garment?
Mr. ELLIS. It is to be attached to another garment, and has no

salability value or utility in a form by itself, and that is their present
interpretation.

Senator GORE. Suppose you take the finished product and require
the fur to be the principal component of value, that would meet your
point?

Mr. ELLIs. Partially. Mr. Fillmore, who is to follow me and
represents the coat manufacturers, has just as strong a case for the
elimination of this tax as I have. I do not want to be misunderstood.
The condition in this fur industry, the coat industry, is this.
IBetween 1921 and the present time, there were over $47,000,000 of
insolvency in this industry, representing almost 15 percent of the
voluine of business done. There is such a tremendous mortality so
far as commercial savings is concerhed, that the capital is wiped out
overnight in a single failure.

T The coat manufacturers, the manufacturers of small dressed coats
and jackets that sell for $10 and $15. Some of them not more than
$50-_-I would say most of then are not more than $50, yet they have
tQ pay the tax on the entire amount equal to the entire amount of
their capital.

And Ihave had occasion to recognize the existence of such whole-
sale evasions that I lve complained to the Federal Internal Revenue
Department time and time again, and I have taken it upon my own
shoulders to hold mass neetings in the Industry and warn our very
members that I will prosecute them if I can find there is evasion. I
have had the occasion to complain to the cloak and suit authorities.
But you cannot stop it. Paraphrasing the old adage as reflected in
this situation. "Necessity is the mother of evasion." In this par-
ticular industry they cannot ineet this tax, and they are evading it so
steadily and s(o continuously and so broadly that it is an imposition
upon the legitimate nutufacturer. He cannot stay in business to
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meet that competition. They sell furs without bills. The coat man
says," I will give you a little receipt. Don't make out a bill." Why?
Because he has to pay the tax if that fur becomes a component
article of chief value, so they prefer to buy without a bill, and they
do that every day in the year, and the legitimate manufacturer can-
not meet that competition.

The CHAIRMAN. We estimate $15,000,000 on this tax and only got
$7,500,000.

Mr. ELLIS. Yes, sir.
The CHAIRMAN. Thank you, very much. And you may file those

suggestion you have in the record.
Mr. ELLIs. Within 48 hours?
The CHAIRMAN. Get them in as soon as possible.
(The suggestions referred to are as follows:)

M EMORANDUM SUPPEMENTAL TO ORAL ADDRESS BF OiE SENATE FINANCE
COMM4I1?EE IN OPrOSITION TO Fua TAX

This memorandum is submitted by permission of the chairiman of tile com-
mittee to supplemnent the remarks inade by the undersigned ili his appearance
before the committee on Wednesday afternoon, March 14, 1934.

The undersigned called attention particularly to the fact that the taxation of
furs as a luxury was predicated upon at misconception of the various grades and
values of furs, and called attention to the fact that the manufacturers of fur
trimmings, to wit, collars and cuffs, which are later affixed to cloth garments,
sell these sets from prices ranging from $1 a set to $15 a set. A set which
sells at $15 is considered a very high-priced set, as It goes on to a cloth coat
which later sells for about $37.50.

The vast majority of fur sets aire sold much below that figure and it would
be a fair estimate to state that thq average fur set sold In this country is of
the approximate vlue of $10 or less. These low-priced sets predominate In
the American market and are affixed to cloth coats which sell complete at
retail for from $7 to $25. These furs generally Consist of dog, cat, rat, coney,
opossum, vicuna, and similar cheap furs.

Certainly suich a fur is not a luxury and it does violence to common sense
to argue that this class of merchandise is anythhig more than an article of
wearing apparel, for the cuffs are used as a muff, and the meagre fur on the
lapel supplies warmth. A cloth coat without some fur trimming is hardly any
protection in cold weather, as might well be understood. Cloth coats without
fur trimmings are hardly used in the market, and the average female servant
or factory worker buys a coat trimmed with these cheap furs.

Yet the tax Is imposed upon fur irrespective of its class or value, and thus
a heavy tax is placed directly upon the consumer who can ill afford to pay it.
for the tax is passed along by the furrier to the coat manufacturer and by him
I turn to the public. In view of the very small capital of (he fur mai n-

facturer, it Is impossible for him to absorb the tax because a tax on the gross
volume exceeds his total capital in the vast majority of cases.

The tax in its present form was taken verbatim from the 1918 revenue bill,
but at that time furs were indeed it luxury, for the only type of furs which
were then known to this country were expensive types and the only gartlents
made of fur at that time were the fur coat and scarf. In the last 15 years
however, the necessity for a cheaper garment, not made wholly of fur, but
merely t trimming of cuffs and a collar, hts substantially replaced the fur
coat and is comm only.worn as an article of cheap wearing apparel by consid-
ertbly more thnn 90 percent of ill wearers of winter coats. Any store
window in the city of Washington or elsewhere will reveal the average price
of these coat.4 with cheap fur trimmings on them.

Since the excise taxes d not affect any other article of wearing apparel,
why should it he inipsed on this chap class of fur which can lay no boast
to even it bowing sic(liiilitance with the word " luxu';.

Thitre is no tax upon dresses or gowns which sell for very high prices or upon
high priced millinery, shoes or hats. which sell for many times the value of
tb- entire fur-trimmed coat.
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The questions of the committee revealed a misunderstanding as to the Im-
position of this tax. Senator Gore remarked that if the fur did not become
the article of chief value in the coat, it was not taxable. That, unfortunately,
Is not accurate, as the tax is imposed in the first instance on the fur manu-
facturer who sells the fur, irrespective as to whether or not it later becomes
the article of minor or chief value in a coat. If, however, it later becomes an
article of chief value in the coat, the coat manufacturer pays a tax on the
entire garment and obtains a refund as to any tax theretofore paid by the fur
manufacturer.

But in any event, the taxi is imposed on every type of fur no matter how
cheap and of course this tax is paid ultimately by the consumer.

Chairman Harrison inquired as to what classification might be made to bring
about a more equitable result. As stated before the committee, however, the
undersigned is unwilling to discriminate against other branches of the Industry
which may be taxable in the event any exemption or modification is made.
But for the benefit and guidance of the committee, if the tax is ultimately to
be retained in any event, why is it not fair to exempt articles made of fur
which sell for less than the sum of $15? If a collar and cuffs are sold for
$15, to be put upon a cloth coat, which because of the low value of the fur can-
not sell for more than $37.50, why should a tax be imposed on the theory that
that coat is a luxury?

Does not every man pay more for his suit of clothes? Why penalize the girl
who buys a cheap fur trimmed coat? These coats are bought by the humblest
and poorest of the cotsuitnig public. I am not talking of the high priced furs
or the fur coats which sell for hundreds of dollars. I am talking of the average
coat and Jacket lurchased by the poor person, a class who can .111 afford the
imposition of this tax, and a tax which cannot possibly be reconciled with the
policy of the cominittte to avoid excises oti articles of wearing appu rel. If the
fur tax is inevitable, why unot retain it only ulm the furs which tire Indeed a
luxury?

It Is perhaps futile, to recite the desperate condition of this industry and the
paralyzing effect which this tax has had upon the small manufacturer. This
Industry, already demoralized by an excessive rate of mortality in insolvencies,
already stagnated by credit restrictions, has little indeed to hope for with this
tax ladened upon It.

The exemption, however, of the cheaper classes of furs by fixation of value,
which in the minds of the committeemen, Is far below the classiflf-atoun of a
" luxury " would bring some ruy of hole to them and amount to a genuine
boon.

In this industry, where unionism is strong and workers receive is high as
$1.42 an hour under the code, its contribution toward recovery justifies this com.
mittee in seeking even a partial means to alleviate Its burden. The uimiuunlt to be
derived by the Governnent. considering the wholexalo eviodit u1t1d cost of
enforcement and the conisequent penalization of the legitimate manufacturer
by such unfair 'ompetitlon, is very small indeed in relation to the injury.

The Government might Indeed fare better if it gave this small Industry i
chance to revive itself and pay more to tile Government In iticremsed profits
taxes than by retarding its recovery by this burdensome tax.

Respectfully submitted.I , EMIL K. ELLIs.
Attornel/ for Xcw York Fur Trhmmnt l Man tfacturers A.omelation, Inc.,

Yelo 1'ork ('it y.

STATEMENT OF MR. EDWARD FILLMORE, REPRESENTING FUR
COAT AND TRIMMING MANUFACTURERS

Mr. F '%oRE. Mr. Chairman and gentlemen of the committee,
I represent both the coat and the trimming manufacturers. We are
here to oppose and request that the Senate give us some relief re-
gording the excise tax on furs. I concur in everything that Mr.
Ellis said regarding this tax.

My main argument, however-and it will be very brief-is on
the point that furs are the only garment of wearing apparel that



is being taxed. We feel thai not sufficient consideration has been
given to that phase of this situation.

In 1918 furs were taxed, but we contend that at that time possibly
there was some justification in enacting this tax, because it was the
intention of Congress at that time to tax unessentials. We protested
the tax at that time, and we also protested it in 1982. We feel that
this tax is wholly discriminatory and unjust. There is no sense and
justice in taxing one industry and making them pay the govern-
mental expenses against another. A suit of clothes that you pay
.$100 for requires no tax whatever, whereas a fur coat at $10 is held
taxable. It is unscientific, it is unfair, it is unjust.

I appeared before the Ways and Means Committee, but it seems
judging from the bill they passed that there was no intention oi
punchinfl the excise taxes at all. ow we come before you with the
request ?or some relief to be given, because this tax is really very
disastrous. It has very disastrous results on the industry.

Senator RED. You would prefer a uniform manufacturers' sales
tax?

M '. FILLMORE. Absolutely. We have in 1919 and 1920 advocated
the sales tax. I think it is more uniform and it is fairer. Let all
industries pay the governmental expenses, but it is not fair to make
me pay the expenses for the other fellow.

The CHAIRMAN. Do not take that suggestion so seriously.
Mr. FiLLMORE. I realize that Senator Reed is in favor of the sales

tax, and I advocated it away back in 1918 in the same way. All of
the selective industries advocated it at that time, and it seems strange
that the Ways and Means Committee, democratically controlled 2
years ago, has offered it to the -House, but it has disapp eared, because
some people did not think it was proper, and they thought that pos.
sibly the poor would have to pay it. We do not agree with that
proposition.

Senator GORE. Too many votes against it.
Mr. FILLMORE. I hope there will )e enough votes to carry through

this proposition eliminating the tax on furs.
Senator GORE. Can you lay down some line of demarcation as to

the value, where it would be practical to manufacturers of those fur
coats, which really reflects the ability to buy?

Mr. FILLMORE. If you are taxing furs on the basis that it is a
luxury, then I would say tax a fur above, let us say, $200 to $500,
and after all, I think we all niow that what may to one be a luxury
may be a necessity to another. One who can afford to pay a higher
price-to him the fur is a necessity and not a luxury. I cannot see
how in the world this subject of luxury ever got into the minds of
Congress, because after all, while it may be down at Miami no luxury
to wear a fur coat, but would be ridiulous, up in the North where
the fur garments are required to protect them against the weather,
it is- an absolute necessity. Furs always have been more or less of a
necessity, and why Congress should think it is a luxury I cannot see.

The CHIRMAN. Thank you very much. Put in your brief.
Mr.. FILLMORE. Thank you, gentlemen. I hope you will give it

the proper consideration.
(The brief referred to is as follows:)
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MEMORANDUM -IN SUPPORT OF REQUEST TO REPEAL SECTION 604 OF TimE IV
OF THE ROVENUB ACT OF 1932, IMPOSING A MANUFACTUReWS ExCiSE TAx or
10 PERCENT ON ARTICLEs MADE OF FUR, SUBMITED TO THE SENATE FINANCE
COMM1TTM ON BEHALF OF THE 'MEMBERS OF THE AssocIATw FUR COAT & TRiM-
MING MANUFACTURERS, INC., AND THE UNITED FuR MANurACTUBERS AssocIA-
nIN, INC.

Under the Revenue Act of 1932 (title IV, see. 604) there was imposed a
manufacturers excise tax on all articles made of fur or of which fur is the
component material of chief value. The section reads as follows:

"See. 604. Tax on furs.
"There is hereby Imposed upon the following articles, sold by the manu-

facturer, producer, or importer, a tax equivalent to 10 percent of the price
for which so sold: Articles made of fur on the hide or pelt or of which any such
fur Is the component material of chief value."

Practically the entire fur-manufacturing industry affected by this excise
tax, Individually and as represented through their respective trade organiza-
tions, appeared before the Ways and Means Committee last December and
petitioned Congress to relieve the industry from this unjust and discrimina-
tory tax. The new proposed revenue act of 1934, however, as passed by the
House, offers no relief to the fur manufacturers, as the tax on furs seems
to have been retained by the House. Therefore, we venture to submit to the
Committee on Finance our earnest appeal that In considering the new pro-
posed revenue act of 1934, as passed by the House, that it be amended by
inserting therein a section to repeal section 604 of the Revenue Act of 1932.

The subject of our appeal with reference to the excise tax on furs and our
contentions are not new to this Committee, as we appeared before it in the
spring of 1932, at which time the entire fur industry strongly protested the
Imposition of this dliscrinlinatory excise tax, and all the argunients advanced
at that time against this tax on furs still hold and apply with greater force
at this time.

The fur trade was at that time and still is in the most deplorable condition,
and the imposition of the extraordinary heavy tax of 10 percent on furs has
greatly retarded the progress to normal financial recovery. It has been aind
still is a most serious handicval to the industry due to tilt, decided sales
resistance set up thereby.

The fears of the fur industry as expressed to this Committee In 1.932. as
to the l:j')rious effects of the Imposition of this unjust a~nd discriminatory
tax onl fur manufacturers were only too truly prophesied, for ever slilcethis
law went Into effect, sales have very materially fallen off. While no accurate
statistics are available to give a complete picture of the business position of
the fur industry, its relative position may be Indicated by the sales reports of
a skin dealers association, through whose hands a large part of the raw
material of the industry passes. The.sales reported by It are as follows:
1927 ------------------------------------------- $170, 4(), O O
1928 -------------------------------------------- 134 000, O0
1929 -------------------------------------------- 125, 0ft000
1930 --------------------------------------------- 70, 00(0, 00
1931 6--------------------------------------------- 0, 0, 000
I2 ---------------------------------------------- 29, 000. (X0)
1933 - -- 29, 00000

It will it once be seen that the sales in 1933 are approximately $140,000,000
less than they were in 1927. Since there is that tremendous difference In the
sales of raw products, it naturally follows that the manufactured product.
upon which this 10 percent tax is based, hua correspotidingly fallen off about
in the same proportion as the sales of the raw product here indicated.

Due to the depressed business conditions, extraordinarily large amount of
failures occurred since 1028 in the fur Industry, with the result that bunk
credit an(d ordinary commercial credit have been greatly curtailed, and tile
capital invested Ir tihe industry has shrunk to a negligible amount.

The conditions of the fur manufacturing industry may best be illustrated, to
prove its inability to stand this extraordinarily large discriminatory 10 percent
tax. 1y flit great Ulltlliplkyllit lt1 ltht h1as existed in tl fur 1immaitufitrllrhg
Industry for the last 3 years. It is a well-known fact that New York City
is the largest fur (-enter In tiie United States. Fully 85 percent of the total
furs used ill this country tire manufactured in or about New York City. There
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are approximately 10,000 skilled fur workers in the fur industry, but due
to tile depressed conditions, at no time during the last 3 years was the industry
able to employ one third of the 10,000 workers. The labor representatives
of the fur workers at a recent code hearing before the N.R.A. Administratot
testified to the fact that the average employment in the last 3 years has been
approximately 2 months, and certainly not more than 4 months, during the
entire year. We cannot think of anything more persuasive as an argument
in favor of the repeal of this additional burden of an excise tax on the fur
manufacturer than the great unemployment now existing in the fur trade, and
the entire fur Industry is of the strong belief, that If the 10 percent excise
tax on furs were immediately repealed, the strong sales resistance 'now
existing would disappear and the industry would be able to absorb a great
amount of the unemployed. i:.

The fur industry craves and is entitled to equal opportunity with the con-
tituance of this 10 percent tax, which is highly discriminatory and unjust, as
among all the great number of lines of wearing apparel, fur-wearing apparel is
the only wearing apparel that has been singled out by Congress to bear n tax,
while all other lines of wearing apparel such as silks, woolens, and different
kinds of cloth that compete with fur-wearing apparel, bear no tax whatever,
A suit of clothes made of wool or a coat or d ;s, made of like waterlail for
$100 antd upwards bears no tax under the present revenue law, while a coat,
trimmings, or similar article made of fur, at any price, even as 16w as $1
must bear a tax. That this is neither fair nor just is obvious, and required un
further comment.

About the only excuse that there can exist for having this tax on. furs
imposed is the fact that in the Revenue Act of 1918 there was a similar. tit%
imposed on furs, in the same discriminatory manner as it the present existing
law. There may have been some excuse during the war period for the imposi-
tion of such a tax because the.Governnent's policy then was to impose taxes fln
unessential industries, so as to release manpower therefrom; but that condition
does not exist now; we are not now at war. If, on the other hand, it is
contended that the tax Is imposed because intended as taxing luxuries, then
we strongly protest that such contention is a fallacy, and that there Is no basis
for it. A fur coat is no more a luxury than a coat made of wool, and a majority
of the fur coats produced are les. expensive than a coat made of wool. TlIw
greatest portion of furs consumed is priced at less than $100, and ma11y :be
bought for as low as $10. Yet, a person who needs a fur coat for $10 must.
under this law, be punished with a tax of 10 percent or $1. while a woolen coat
at the same price would be free of taxation.

The Treasury Department it 1932 estimated that on a basis of 10 percent
excise tax on the fur Industry.there would be realized approximately $15,090.000
per year. That the Treasury Departnent was wrong in its estimate is proved
by the fact. that the returns show that the Treasury Department (lid not
collect from the fur industry more than approximately 150 percent of that
amount in 1933.

Quite naturally, the imposition of a 10 percent tax on manufactured furs has
added an oxtritordinary hardship to a struggling industry. An additional
10 percent adtled to the sales price of the fur article has met and still meets
with the strongest kind of resistance not only from the retailer but front the
buying public its well. The situation has led to methods by which the payilnet
of this tax is evaded. Innumerable methods and devices have been and are
still resorted to to evade the tax. This condition places the law-abiding
decent manufacturer who pays the tas at a great disadvantage with th00,
that yield to temptation and evade the tax.

The fur industry has always paid and still pays its share of taxes to the
State and (overnment. It pald more taxes during the war period through the
imposition of the 10 percent excise tax than the other wearing apparel 1ie.4
and there exists no good, loglcal reason why a fur manufacturer should be
diserimlinated against now, in these distressing times, and be required to pay
in addition to all other taxes a 10 ixpreent excise tax while other clothing
manufacturt-rs and wearing apparel lines are free of this burden.

The fur Ihsiness Is a one-season business, and the greatest ilirtiom of the fur.
are still o3 long-term credit. Under the existing revenue law the immanufticturers
ire riqlnired to pay the 10 porcelnt excise tax the m1o1th following that in whicll
the -ale if made, and before it is sold to the consuitift. NaIturmIlly. the mn1tufac-
turer must pay the tax. whther or not1 ho is reindbursed by the .ustomner. lie.
of course, ha11s tile right to pass the tax oin to the retailer, If sold at wholesale.
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but the retailer does not want to buy plus tax, and instead insists upon buying
tatx Included, thus forcing the manufacturer to absorb the tax wherever he can
wo. effect it. The retailer, however, in selling the garment to the consumer,
doen not. collect the exact tax which he paid, but, on the contrary, adds it in
his cost price. In that manner, the consumer pays more than the tax levied on
the manufacturer.

Aside from the law being an injustice to the consumer as well, It takes from
ther-already impoverished manufacturer the little capital he has left in his
itaiii,4. it impedes his progress, because it may be many months before he
cn be reimbursed, if he is reimbursed at all.

What we have already stated, we believe, should prove amply the injustice,
the unfairness and the highly discriminatory and un-American nature of this
10 percent excise tax on fur manufacturers, and, we believe, that we have
c4inclusively shown our right and need to have this excise tax on furs repealed
at this session by Congress, in order to place the fur business on an equal
(Mting with other lines of wearing apparel In its struggle for existence.
The amount of revenue obtained by the Government in 1933 from the tax

on furs is approximately $7,500,000. What it cost the Government to collect
tkim amount is at best but a guess. But of one thing we are certain, that the
amount received by the Government is insignificant as compared to the destruc-
tive influence this 10 percent tax has on the Industry. Whatever the net amount
rwe lived by the Government may be, it is insufficient to Justify the retention of
this discriminatory tax in view of the Industry's deplorable condition.

In our previous appearances on the subject of the repeal of this tax, we have
indicated our approval of a small sales tax, should the Government require
legislation to find additional revenue, providing, however, that such a sales
tarl beimposed upon all- industries alike; but we are unalterably opposed to
and hereby strongly protest against'the retention of this extraordinarily heavy,
sm-lective excise tax of 10 percent on articles made of fur. The fur industry
should not be required to contribute more taxes than any other industry
towards governmental expenses.

This appeal is made not only on behalf of the 800 fur manufacturers, mem-
bers of the respective associations submitting this memorandum, but also on
behalf of all fur manufacturers in the entire fur industry in the United
States,. who are praying that section 604 of the Revenue Act of 192, imposing
a tO percent tax on furs, be repealed at this session of Congress.

Respectfully submitted,
DwAmw FLLtOm, CounseL

TAX ON COMMODITY FUTURES

STATEMENT OF PAUL 1. CHRISTIAN, REPRESENTING THE NEW
ORLEANS COTTON EXCHANGE

.. Mr. JCUitsTIAN. Our case is thoroughly set forth in the brief which
I have just submitted to the reporter. We wish especially to point
this. out, Mr. Chairman, that increasing this tax from 1 cent to 5
cents has practically driven the small speculator out of the cotton
market, and has left the trading that is done on the futures exchange,
dealing in cotton, almost entirely to the mill trade. They are natu-
rally interested in getting their cotton as cheap as possible, and I
think it is the opinion of the Department of Agriculture and of all
of the authorities who have studied the subject that until the small
speculator returns to the market there can be no increase in prices
comparable to those following the World War, and that the cotton
farmer is left at the mercy of the milling interests who are naturally
interested in securing their supplies as cheap as possible.

We have in this brief the records of the crop years from 1916-17
through 1927-28, when cotton averaged about 18 cents a pound or
more. During those years the trading in cotton futures on the corn-
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modity exchanges averaged from 144 millions in 1916 to 1704nilliojis
in 1927-28. In the last 3 years, Mr. Chairman, these. figni.-
show that the dealing has been practically half of that-73 million,;,
67 millions, 76 millions. It. simply shows that the slpculator huv
been driven out of the market, and it has been left. as I say, very
largely in the hands of this highly organized and financially powir-

ful milling group, who are trying to get their supplies ais cheaply -As
possible.

Another thing, Mr. Chairman, that we want to stress is this--that
cotton is the only fiber that now has to pay this futures tax. ard n
addition has to pay the processing taxes that have been provided by
the recent legislation looking to industrial recovery. To that exteim
the cotton industry is at a disadvantage and is subjected to do~ible
taxation.

Now, Mr. Chairman, I won't detain you any further, but w4- wi l
submit this brief.

The CHAMMAN. All right. Put that brief in the reord arid 1he

committee will give it every consideration.
(The brief referred to is as follows:)

STATEMENT ON BEIIALF OF THE NEw ORLEANS COTTON EXCHANOI;

The petition of the New Orleans Cotton Exchange with re6pect rern-ei1::
That the stamp tax now imposed on the sale of cotton for future delivery, [Is
provided In schedule A4 of title VIII of the Revenue Act of 1926. amended t b3
section 726 (a) of the Revenue Act of 1932 and seiton 212 of the Industrial
Recovery Act, passed at the last session of the present Congress, is not, 40.

uneconomic, discriminatory, and unjust, but operates directly to depreso the
farm price of cotton and should be repealed.

All students who are ini a ptusitlon to speak with authority are agreed tmat
there can be no active, healthy market assuring profitable prices to the cotton
farmer in the absence of the speculator, as now regulated by the Cotton Futu i.
Act. He stands between the farmer who produces and the spinner who con-
sumes the crop. If he is eliminated the farmers are placed at the mercy of ibe
highly organized, efficient, and wealthy spinning Industry. That (coneinwin
was stressed in the report to Congress on cotton exchanges made by the cow-
missioner of corporations in 190& It was amplified 6 years later in the reprit;
of the two committees of Congress that formulated the Smith-Lever. Acl ,o

regulate trading in cotton futures; and the position taken in these cot en
classics has since been approved by every Secretary of Agriculture who ha. i4-n
asked to report upon this question.

There are attached hereto as appendices, a few brief extracts from lte
report of Commissioner of Corporations, Herbert Knox Smith, made In 1A fl:

from House Report 765 of the 63d Congress, entitled "Trading in Cotlon
Futures", which resulted in the passage of the Smith-Lever Act; from a lelhtr
under date of January 25, 1924, from Henry C. Wallace, Secretary of Agri-
culture, to the chairman of the Senate Committee on Agriculture. and an
extract from the testimony taken by the Seuate Committee on Agrictul1T1c
when the Caraway bill was under discussion in 1922. All of these d41',v-
ments stress the value and necessity of public speculation as conducted imlor
Government supervision on the commodity exchanges.

TAX DEFEATS ITS OWN PURPOSE

The provision in the existing law which places on every contract for futie,

delivery made on exchanges a tax of 5 cents for each $100 in value of i tic
merchandise covered, not only defeats Its own purpose In that it yields a Were
bagatelle of revenue, but it results in keeping out of the market thousals
of speculators who would join the present depleted ranks of the traders o dt
stimulate the demand for cotton If the excessive, cost of such trading due
to this tax did not deter them.
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T he law as originally enacted in 1914 provided for a tax of 1 cent, or one fifth
pf the present rate, for each $100 in value of future contracts. Three
,ears later, in 1917, it was raised to 2 cents and continued at that figure until
1924, when it reverted to 1 cent and was so maintained until the present
rate of 5 cents was fixed in the act of June 0, 1932.

When the present rate was fixed the country was in the grip of the recent
depression. Cotton was selling at the lowest price in history. At points
in the Kouth it brought less than 5 cents a pound and at such a figure the
tax' upon a hundred-bale contract amounted to $1.25, which the cotton trade
cheerfully undertook to pay In view of the crisis that then confronted the
country. It should be remembered, however, that under the provisions of
the Revenue Act of 1932, the 5-cent rate was only to remain in effect until
the end of the current fiscal year, June 30, 1934. Beginning July 1, 1934, the
1-cent rate was to be restored.

The abnormal rate of 5 cents per $100 value of contracts was extended,
however, for another year by the Industrial Recovery Act of 1933, and has
generally been charged by the trade with contributing to the dullness of tile
market and with having had a depressing effect upon prices. The tax
automatically increases Its burden as the price of cotton advances and whereas
it amounted to approximately $1.25 per 100-bale contract, when cotton sold
around 5 Cents a pound; with cotton selling at 12 cents it has now mounted
to $3, and if 20-cent cotton is to be realized under the present plans of the
administration, it would mean a tax of $5 per contract every time a hundred-

'bale is traded in. The burdensome effect of such a tax can be better understood
when it is remembered that in the passage from the farm to factory the same
cotton is ordinarily "hedged" five or six times.

The irony of the situation lies in the fact that this tax opel'ates directly to
thwart the efforts of the administration to help the cotton farmer through
the processing tax and serves to retard a recovery of high prices that would
result from a more active market. It has driven the small trader and specula-
tor out of the market and has largely restricted operations on the futures ex-
changes to "hedging" or price insurance on the part of the spinners and other
members of the trade, who are primarily interested in buying as cheaply as
possible. The official figures furnished by the Agricultural Department showing
th' size of the crop and the figures of the Treasury Department for the same
year showing the volume of future trading would seem to prove this
conclusively.

* 'HIGHER PICES RESPOND TO AOrIVE TRADING

Whenever there has been active trading on the futures exchanges prices gen-
erally have been more satisfactory for the prodkicer. Here are 2 tables
showing the size of the crop, the average price on the 10 designated spot mar-
kets, and the volume of future trading. The first table covers the crop years
from 1916-17, through 1927-28, when with two exceptions the price of cotton
was well over 18 cents. The second table covers the period of depression from
which we are Just emerging, from the crop year 1929-30 through 1932-43,
when average annual prices ranged from 15.79 down to 5.89. An examination
Willshow that future sales were greatest when prices were highest, and
smallest when prices were lowest..The striking contrast between these two tables is the enormous decline in
the volume of future trading during the period of depression following the
crop year 1930-81

Average Average
price, 10 Volume of price, 10 Volume of

Year Sizeoferop designated futures(in Year Size of crop designated futures(in
markets bales) markets bales)
(cents) (cents)

1916-17 ....... 11,450,000 18.96 144,130,100 1924-25 ....... 13,628,000 24.29 156.2M, 100
1017-18 ....... Il,302,000 29.02 111,997,300 1925-26 ....... 16,104,000 19.8 119,033,035
1,8- ....... 12,041,000 29.78 104 85,100 1926-27 ....... 17,077,000 14.:0 113:228,726119-20 ....... 11,421,000 38.3 124,454,00 1927-2 ....... 12,955,000 19.71 170,36,840
IoD- 13 ..... 13,440,000 16.68 1076IO 1990 ....... 14,82R,000 1.79 105,521,980
192i-2 ....... 7, 954 000 18.09 120694,090 1930-31 . 13, 932000 9.61 73, 677,460
1922-23 ..... 9,755,000 25.83 170,021,50 1931-32- 17,096,000 .89 07,489,62
123-,14,000 30.14 185, 78,110 1932-3 ....... 12,994,000 7.15 76,82.010
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It is unfortunate that tile procee(js from the tax on future cotton transactions
are not available. The Treasury Department consolidates the receipts from
all futures transactions, but the vast majority of the tax is derived from
transactions onl the cotton and grain exchanges.

Tile Treasury reports that the receipts from this tax during the past four
years were as follows:
1930 ---------------------------------------------- $3, 599, 875. '
1931 -------------------------------------------- 1,682.680.56
1932 -------------------------------------------------- 959,319.64
193 -------------------------------------------- 4,206, 5KW. 74

The big Increase in receipts for the year 1933 iva due to the fact that tile act
of 10932, increasing the rate from I cent for each $100 to 5 cents for each $100,
went into effect on June 21, 1932, and did not result from a pronounced increase
in the volume of business on the exchanges.

OPERATION OF THIV PROCESSING TAX

Now, with respect to the processing tax, which is fixed at 4.2 cents per pound
on cotton: The Agricultural Adjustment Administration reports that the col-
lections under this tax front August 1, IR33, to January 31, 1934, has amounted
to $94,655,601.02. Investigations by the Department of Agriculture have shown
that cotton is being subjected to very keen and costly competition by the paper,
flax, and other fibers which are not traded in on the futures exchanges and
therefore are not subjected to that taxation. For this reason, the cotton
industry has in fact been compelled to pay double taxation since the processing
tax has been added to the tax on futures. The tragedy of it lies in the fact
that both of them must finally be borne by the producer, for all taxes and
charges are finally reflected back in the price that is paid on the farm.

March cotton was quoted on the New Orleans Exchange yesterday at 12.19,
for convenience call it 12 cents. By referring to the Department of Agricul-
ture's detailed explanation of Futum Trading, printed in the Year Book for
1921, it will be seen that the usual contract traded in, calls for 100 bales of
50 pounds each, or 56,000 pounds of cotton. Therefore, at the price of March,
mentioned above, as approximately 12 cents, such a contract represents $6,000.
Under the existing law this calls for a tax of $3 every- time it is "hedged."

That same article in the Year Book for 1921 explains that every time this
consignment of cotton changes hands in the passage from the primary market to
the mill a new "hedge" must be placed in order to conform with "sound
banking." Every time that operation is repeated it means a further imposition
of this tax, in this ease amounting to $3. While the volume of hedging has
varied from year to year, we have seen that for the year 1932-33 it was approxi-
mately six times the size of* that year's crop, which would mean at current
prices that every hundred bales of cotton would be subjected, in addition to
other taxes and charges, to a "futures" tax of approximately $18, which would
be reflected back to the farmer. In) the days of active trading, as shown by the
first table, the number of hedges placed was much higher, averaging 10 or 12
times the size of the crop.

A summary in tabular form of the various acts imposing a tax on future
trading Is given herewith. and is convincing proof that Congress never intended
that the existing high rate should be continued beyond a period of emergency.

Sumrnmarj, of leffislation tax wg futures
ITax payable by documentary stamp on memorandum, bill or other evidence of sale on exchange, board

of trade, or similar place)

Act Effective Tax

Oct. 22, 1914 ............. Dec. 1, 1914-Sept. 8, 1916 .............. I cent for each $100 in value and I cent
for each additional $100 or fractional
part thereof in excess of $100.

Oct. 3, 1917 .............. Dee. 1, 1917-Mar. 31, 1919 ............ 2 ents for each $100 and 2 cents for each
additional $100 or fraction.

Feb. 24, 1919.........Apr. 1, 1919-Dec. 31, 1921 ............. Do.
Nov. 2P, 1921 ............ Jan. 1, 1922-July 2, 1924 ............... Do.
June 2, 1924 ............. July 3, 1924-Mar. 28, 1926 ............. Same rate as under 1914 act.
Feb. 28, 1926 ......... Mar. 29, 1926-June 20, 1932 ............ , Do.
June 6, 1932 ............. June 21, 1932-June 30, 1934 ............ 5 cents for each $100 and 5 cents for each

additional $100 or fraction.
linMorit 01 |ily Ili Jilll1lll1l1 ----- 1 ........... I cent and I cent additional.
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In conclusion, we wish to stress that while some of the principal competitors
of cotton are being subjected to the processing taxes, they escape the tax on
future sales, for which reason the tax on cotton futures might well be regarded
as double taxation.

But in a broader sense the tax on futures should either be repealed outright
or restored to its original rate of one cent, because it operates to narrow the
market and deter active trading, with the inevitable result that it makes for
lower prices. The amount that it yields in augmenting the national revenue
is comparatively insignificant and its continuance is Inexcusable, as it operates
as an obstacle in the current of trade, and In the last analysis adds to the
burden of the farmer.

The depression which was responsible for the increase in this tax to five times
its original rate, has passed. Heroic efforts are being made to secure a return
to post-war prices for cotton. The paralyzing effect of this tax should not be
allowed to slacken or defeat those efforts.

No more practical step in the direction of recovery throughout the Cotton
Belt could be taken than to terminate this tax now, or at least to return to
the original rate of I cent as Congress intended should be done at the end or
the current fiscal year.

Respectfully submitted.
TuE NEw OnLrAXS (Yo'roN ICXCITANG.

By PAUL J. VHRISTIAN.

APPENDIX

[Doe. no. 949, 0th Cong., let sess.J

MRT OF Tam COMMISSIO1U2 OF CORPORATIONS (VOL: 1, 3. r.'.

Importwwoe of purely specillative opera tions.-While hedging tranwa(tion. lire
thus a very important feature of future dealings in cotton, they constitute
only a portion of such dealings. In addition to hedging operations there are,
as already stated, a vast number of purely speculative transactions. Such
speculative operations have frequently been condemned by both the 'otton
grower and the merchant, and also by the spinner, on the ground that they
seriously interfere with their business. It is not intended, in this report, to
enter into a general discussion of the merits or evils of speculation. It may,
however, be stated that it is the normal business of speculators, as a class, to
anticipate conditions which may affect tile price of a coinnodity, and to bring
about a readjustment of the price to such conditions.

S * * S S S

The justification of speculation is that it performs an actual service to trade.
The facilitation of hedging in part illustrates the service which purely specu.
lative operations can thus render. Ku qrder that such service be properly
rendered, however, it is imperative that speculative operations deal with con-
ditions arising as the result of natural causes. If, instead, speculation is
concerned with artificial and arbitrarily created conditions which tend to
complicate the interpretation of natural conditions, its proper functtn becomes
perverted.

[Rept. no. 735, 08d Cong., 2d see.]

TRADING IN COTTON FUTURES

[To accompany S. 110]

It is the opinion of the committee that the abolition of the cotton exchanges
would result inevitably in the monopolizing of the entire cotton crop into the
hands of a very few powerful interests with the force and means to fix the
price at which the farmer would be compelled to sell his cotton. rully 75
percent of American produced cotton leaves the hands of the producer during
the four months of September, October, November, and December. It takes no
stretch of the imagination to foresee how utterly helpless the farmer, as a class,
would be in his present disorganized condition as a factor in fixing the price of
his own products, as against the organized geulus and money of the spinners and
powerful spot cotton dealers.
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The fundamental principle of trade is that the buyer always buys at the

lowest possible price while the seller always sells at the beat possible price to
be had. With this principle in mind, and with the economic conditions sur-
rounding the southern farmer not overlooked, it does not take a prophet to
foretell what must be the result of a contest between the farmer on the one
hand and the spinner and big spot cotton dealer on the other in a struggle
for fixing the price of cotton. The farmer can not hope to survive In such
an unequal contest. He would e forced to peddle Is cotton upon the streets
and to take such prices for it as had been agreed upon, secretly perhaps, by
these big interests. He would be absolutely at their mercy without even the
law of supply and demand to aid him.

Any legislation, therefore which elimlitates from the cotton trade the element
of legitimate speculation and legitimate speculators must, in the opinion of the
committee, result disastrously to the producer, especially tit that season of
the year when the bulk of the crop Is moving from him into the channels of.
commerce. Cotton exchanges properly regulated in their operations in that
they afford oplportunities for legitimate slieeulation, may bo made to be of real
benefit to farmers, merchants, and spinners. The legitimate speculator, operat-
Ing through the exchanges, is the only buffer standing between the helpless
producer and the powerful buyer of his product. It is the presence ii, the future
market for cotton of this class that Is always ready to buy and to deitver at
the market price that has served to relieve ttm, trade of the risk of violently
fluctuating values.

DiPAnM NT or AoImOULTUM.,
Washington, D.O., Jn uarl 25, I24.Hon. 0. W. Nowus,

£'hairman (Jonmittee on Agriculture atad Forestry,
United States S niate.

DEAR SENATOR NOBIS: * * * During the past 50 years, manky bills have
been Introduced in Congress which would prohibit the sale or purchase of con.
tracts for the future delivery of grain or cotton not providing for the actual
delivery thereof. None of these drastic bills passed, because evidently Congress
reached the conclusion that such legislation would substantially impair, If it
would not actually destroy, the valuable hedging facility which is furnished by
the making of the vast number of contracts on and through the exchanges in
which deliveries are contemplated rather than actually assured. In rejecting
these bills, it seems that Congress wisely refused to deprive the producers, the
merchants and the manufacturers of these farm products of the benefit of this
insurance against price fluctuations. * * *

I am convinced that the ibsurance facility Is of great value and Is largely
dependent for Its existence upon public speculation In grain and cotton con-
tracts, and this hedging privilege should not be destroyed until these Industries
find some better way to Insure themselves against price fluctuations. * *

Sincerely yours,
HENRY C. WALLACE, Sec(etry.

HEARINGS ON COTTON FUTURES ACT, SENATIC COMMITTEE ON AURICULTUItE, 192-2

Perhaps the nature of these transactions, and the necessity for their great
number in the aggregate, as compared with the size of the crop, was never
more forcibly illustrated than by Mr. Sidney Y. West, a prominent cotton
merchant of Little Rock, Ark., in appearing before the Committee on Agricul-
ture and Forestry of the Senate in the Sixty-seventh Congress. The committee
had under consideration the bill S. 89D, to prevent the sale of cotton and
grain "a *rture markets, known as the Caraway bill, and Mr. West In the
course hils testimony in defense of the exchanges (p. 49) said:

"We are attacked'about this 100,000,000 bales traded in when only 10,000,000
bales are raised. You take the matter of fire insurance on that same number of
bales and you will find it relatively about the same number as the 100,000,000
bales thoy speak of being traded in on the future exchanges, because every time
I move a bale of cotton from one warehouse to another-buy it, for instance-
when it is moved out of the warehouse, that insurance policy is canceled out
and when It gets to my warehouse my policy covers it. On being moved, when

46982-8 4---88
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it gets to the depot my policy is canceled out, and another one takes effect
when it gets on the railroad. Then when it arrives at the compress at Little
Rock the riilroad policy is canceled out andt another policy takes effect at
Little Rock. Then when I sell that cotton, if it goes on the railroad again
I cancel my Little Rock insurance and another policy takes it up, and so on,
and it is carried right through. Each bale is insured on an average against
fire about 6 different times. There are 10,000,000 bales of cotton and 60,000,000
bales insured against fire."

BRIEF OF BUCKLEY & BUCKLEY, WASHINGTON, D.C., RELATIVE
TO THE TAX ON COMMODITY FUTURES

MARCH 3, 1934.
Hon. PAT HA SON,

Cha'ma 1-Conmittee on Fain-we, /euote Offlv Bfld ig,
Wa hington, D.C.

Sza: Our Government through its Departments of Connmerce and State, and
through the Reconstruction Finance Corporation, expends millions of dollars
annually to secure foreign customers for our products. By our tax laws and
through their administration the fruits of years of effort and untold expendi-
ture may be nullified within a month.

Our present revenue act taxes all gains from hedgess " against actual spot
purchases of agricultural commodities. The Treasury Department has long
recognized that the true hedgeg" against actual cash or spot transactions, is
not entered into as tn independent transaction, but is, in fact, only an incident
to the main purpose, the marketing of the physical commodity. It is not specu-
lative in character; on tile contrary it is the only method through which the
dealer in cotton or grain can eliminate the element of speculation and confine
his operations within the scope of the true merchandising field.

In the case of the domestic dealer in cotton or grain, "lhedges" closed out
within the year automatically reflect their true character in that the net result
is an offset to the rise or fall of tile market upon the physical commodity
between the dates of its purchase and sale; that is, in the case of a rising
market, the speculative profit on the commodities' sale is exactly offset by a
corresponding loss oi the "hedge ". The reverse is true in the case of a falling
market.

Where the domestic dealer has open future contracts (hedges) against actual
spot or cash transactions, at the close of tie taxable period, the Treasury
Department has, for the past 14 years, held substantially as follows:

"Applying the above principles to the case at hand, it is the opinion of this
office that heree the taxpayer has made forward sales which are hedged by
concurrent forward purchases or where a forward sale is offset by "spot" cot-
ton, that the profit or loss indicated thereby may be taken into income or
deducted therefrom ats the case may be at. the close of the taxpayer's fiscal year."
(S.R. 5084, 0.H. IV-2. 120.) See also A.1.M. 100 C.B. 3. 66 and S.M. 5693 C.a.
V-2, 20.

The foregoing gives to the " hedge " its proper place in the computation of
income of doinestic dealers.

Tie ,commodity deader from foreign shores who comes to us as a customer
for our surplus agricultural products is extended no such consideration.
Because of the fact that the cotton or grain purchased by him in our markets is
sold abroad and without the Jurisdiction of our Government, our taxing author-
ities give no effect whatsoever to a loss incurred through such sales. It does,
however, tax. or attempts to tax, all of the apparent income that accrues to the
foreign merchant through his purchase from our institutions of a "hedge"
contract.

The result of the foregoing has been productive of but a comparatively small
amount of revenue for the reason that it is almost invariably true that foreign
houses engaged in the business of purchasing from us only, have no property in
the United States, and hence the tax is uncollectible. It has resulted however.
in these houses, when they find that we are attempting to collect large sums as
taxes on what they regard as purely fictitious profits, withdrawing so far as
conditions permit from our market, thus depriving us of trade revenues far ill
excess of the amount of taxes which we seek, unsuccessfully, to collect.The Honorable Charles E. Hughes while engaged in private practice had
occasion to make the following statement:
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"It is obvious that foreign cotton merchants, whose profits are confined by
competitive conditions in this country to their commissions of approximately
1 percent on turnover, would literally be taxed out of existence If they were
called upon to pay progressive income tax rates upon their hedges in utter
disregard of the complementary part of their transactions which show corre-
sponding losses. In some years, 1927 for example, such artificial gains from
ledges might be equivalent to more than 100 percent of the entire original
value of the cotton or contracts bought as hedges. This, In itself is sufficient
to demonstrate the fundamental fallacy of a position which would result in
treating hedged gains In the cotton business as profits subject to Income tax
under the Federal revenue act."

Therefore as the representatives 4Pf a foreign house, whose purchases of
agricultural prod4'cts in our markets, have for the past 10 years averaged in
excess of $20,000,000 per year, it Is suggested that section 22b and section 116
of the proposed revenue act of 1934 be amended by adding thereto provisions it
substance as follows:

22 (b) (7). Income from true "hedge" purchases or sales of agricultural
commodities on recognized exchanges within the United States.

116 (h) Hedgcs of agricultural products.-Gailn or loss from "hedges" on
recognized exchanges In thjo U f actual purchases or sales of
agricultural commoditie the cost or sales price ofthe actual eOmmd . .... 1;!R decreasedd ats tihe ease

may be, by the a
Opportunity t.,, j " .

aroas & BUOCL,'Dy ~ Buciiax, Jr.

,A Ws" "sS

Ti," PFOO tbW iO Z YORK

Mr. E , 7represe4 A~ ~tnet o a nce of New
York.~ lie fp binj New T-*k state. There

fire a maseN, n go tipanies which have issued two
billion of mooj s, one billion thereof in theform of bon ei~U~s where th'ort has been split up
into various 4i vove only $10,000 and
some run tip to' "Q1 ovm t&few certificate' holders
and some involve 1O, ... ,.

We are asking for ai6i a'.Z1 consideration of an amend-
ment of section 801, which r40fer'to the stamu taxes in connection
with the transfers of these certificates and the subsequent issue of
debentures or stock in a corporation to be formed.

Under laws enacted in New York State, which are consistent with
the new section 77 of the Bankruptcy Act, and also consistent with
the National Banking Act, these mortgages, which are under the
insurance department, are being either liquidated or rehabilitated,
and in connection with such process. these mortgages or the proper-
ties resulting from the foreclosure of the mortgages, are being turned
back under our reorganization law-s of the State, to the certificate
holders, and the certificate holders under court proceedings are form-
ing corporations on the theory that the self-interest of the investors
themselves, ..ow that the company has been washed tip or mainly
washed tip, will be best to preserve the equities.

The CITA1tMAX. You are asking for elimination of the tax?
Mr. EnxsT. Yes, sir. That is consistent with the present provi-

sions of the law which give exemptions to ditch companies, irriga.
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tion companies, building and loan associations, and cooperatives, and
also consistent with your recent enactment with respect to the
reorganization of the railroads.

The CHAIRMAN. What is the revenue involved?
Mr. ERNsT. The revenue that might be involved, if each oie of the

mortgages each one of the issues was incorporated, would be ap-
prox mateiy a million dollars. here is a question of law even
today as to whether there would not be an exemption from the stanut
tax tinder the present law. I have a memorandum here which I waiI
file with the secretary of the committee.&

Tie CHAIRMAN. Thank you very much.
(Brief of Mr. Morris L. Ernst follows:)

STATEMENT ov' Mows L. ERNST, COUNSEL TO GEORoE S. VAN SCHAWK, S PEMIN-
TENI)ENT OF JNSURANcm OF THE STArE Or NrW YORK, RECOMMENDING THI
ADOPTION OF AN AMEDMENT TO THE FIusAL STAMP ACT

This statement Is offered on behlf of the superintendent of InsuranLe of the
State of New York as rehabilitator of 14 title and mortgage companies. The
superintendent seeks the incorporation into the Federal stamp tax law of an
amendment specifically exempting from the incidence of the tax certain trans-
actions Involved In the reorganidatior, of a particular branch of the business of
these companies.

1. The title companies now in rehabilitation were formerly engaged in the
business of marketing to the public guaranteed whole mortgages and guaran-
teed shares of mortgages. It is only with the second branch of their business
that this statement is concerned.

2. There have been issued and are now outstanding, in the form of 22,000
particular isues, about $1,000,000,000 in face amount of guaranteed mort-
gage partiellmthin eertiftetes. Undpr the terms of these instrunionts, the
companies guaratved the payzi;ent cf interest awl prlne'-al oni the underlyhing
mortgage collateral, at the same time transferring: 'o the insured an uridivided
coordinate share of the mortgage collateral. In consideration of the com-
panies' promise of guaranty, and in consideration further of the companies'
promise to act ,s agent of the insured in "servicing" the mortgages, enforcing
payment, etc., the insured undertook to permit the companies to retain a
stated premium, which in most cases was one half of 1 percent of the face
amount of the mortgage loan.

"Certificated Issues" were of two kinds: Split interests in a single specified
bond and mortgage; or split interests in a group of specified bonds and mort-
gages. In some cases the companies reserved a privilege to substitute mortgage
for mortgage in the underlying collaterah.

3. In August 1933, It became apparent that the companies, which had fune-
tioned for a generation with remarkable suedess, were unable to meet their
promises of guaranty as the respective liabilities accrued. Accordingly, onor about August 4, 1933, the superintendent of insurance, acting in pursuance
of comprehensive State legislation specially enacted for the purpose (New York
Insurance Law, article XI), threw the affected companies into rehabilitation-
a form of receivership paralleled by the conservation of national banks (P.L. 1.
78d Cong., title II [1938). Various steps have been taken, subject to the
approval and supervision of the Supreme Court, to safeguard the Interests of
the numerous investors stricken by the collapse of the Title Companies. With
respect to guaranteed whole-mortgages, reorganization has been worked out
within the framework of article XI.

As to certificated issues, the problem is more complex and required additional
legislation. Under Article XI, as supplemented by the Sehackno Act ,(New
York Laws 1938, chap. 745), it is possible for 66% percent In amount of cer-
tificate holders to assert control of the mortgages underlying particular certif-
icated issues. A plan of reorganization-which may involve a termination of
the agency of the company, extension or modification of the underlying wort-
gages, ete.-may be promulgated by the superintendent of Insurance, or by a
special statutory body acting for the certificate holders (Insurance Law, art.
II), or by 88% percent in amount of the certificate holders in any particular
issue. The plan, as proposed, is entirely subject to court approval. In addition,
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as has been noted, it must be ratiflbd by 66% percent in amount of the certificate
holders in the applicable issue. Once so approved and ratified, the plan is
binding upon all the holders.

THE CORPORATE PLAN OF ORGANIZATION AND LIQUIDATION

4. One of the suggested plans of reorganization takes the following forint:
Under and pursuant to the Schackno Act, the certificate holders in any partic-
ular issue may be incorporated. The group is then in a position to deal with
the underlying collateral as full and unqualified owner. It may adjust or
modify the mortgage debts, negotiate witu the superintendent as representative
of the insolvent company, and, i. brief, act as a wholeowner. The mechanics
of reorganization follows the provisions of the Schackno Act as to promulgation,
approval, and ratification. Each certificate holder exchanges his guaranteed
mortgage certificate for income debentures (which take up in par value the full
amount of the participation) and no-par shares of stock in the "Reorganization
C'-rporation." Apart from the initial assurance of fairness supplic,, by intimate
court supervision and approval of the plan, elaborate safeguards are set up in
the charter and bylaws of the reorganization unit to protect minorities against
manipulation while the unit is a going concern. The powers of the corporation
are explicitly confined to reorganization and ultimate liquidation of the collat-
erals in the benefit of the investors.

5. The corporate plan has received widespread approval as the only feasible
means of handling the vexatious problem of certificated issues. (See Interim
Report of the Superintendent 01 Insurance to Governor Lehman, November 11,
1=, p. 8.) In net effect, it provides a democratic machinery for the adminis-
tration of. properties held by hitherto inarticulate, scattered co-owners. The
design and effect is to create mutual cooperative units. Subject to the determi-
nation by the courts of New York of certain basic legal questions, now under
scrutiny, it is believed that reorganization can proceed with the utmost rapidity
to the satisfaction of responsible governmental officials and the many members
of the public grievously affected by the break-down of title companies. When
it is remembered that outstanding participation certificates aggregate about
one billion dollars in face amount, spread over 22,000 separate issues, it be.
comes clear that the public interest is vitally concerned with the rapid consume.

nation and success of the corporate plan.

THU CORPORATE PLAN AND TIM 7WERAL STAMP TAX

6. As stated above, the corporate plan invites the turn-over by certificate
holders of their guaranteed mortgage participation certificates, and the issu-
ance in exchange therefor of debentures and no-par slare of stock. Under the
provisions of the present Federal Stamp Act, the transaction would lie taxed
three several times:

(a) Under schedule A-9, the transfer of, or exchange of legal title to, guar-
anteed mortgage participation certificates is taxed 4 cents per $100 face value.

See Law jiera Mortgage Co. v. An4fcron. 333 C.H. Federal Tax Service, par.
9686, reversing 1 Fed. Sup. 462; TU Guaranty & Trust (Jo. v. Botpers, 388 ld.,
par. 9587.

(b) Under schedule A-2. the issuance of catch no-par share of 4tock by a
reorganization corporation would be taxed 2 cents. This is so despite the fact
thot, apart from voting rights, the shares will represent tio, or a small, equity.

(c) Under schedule A-1. the issuance of debentures by at reorganization
corporation would be taxed 10 cents per $100 face value.

7. The proposed amendment to the Stamp Act, the adoption of which the
Superintendent of Instirance of the State of New York urges upon this hon-
orable committee, would exempt the described transaction from all three
schedules. Section 801 of the Revenue Act of 1926 (as amended by see. 441
of the act of 1928) *ould be revised to include the italicized language in the
quotation which follows:

' 61CMON 801 or THE REwENUE A4yr or' 1926 (As AMenmNM sr SECTIoN 441 Or THE
, Aor OF 1928) SHATL BE AMENDUm TO READ AS FOLLOWS:

If

"There shall not be taxed under this title any bond, note, or other instru-
mnent, issued by the United States, or by any foreign government, or by any
State, Territory, or the District of Columbia, or local subdivision thereof, or
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municipal or other corporation exercising the taxing power; or any bond of in-
demnity required to be filed by any person to secure payment of any pension,
allowance, allotment, relief, or insurance by the United States (or to secure a
duplicate for, or the payment of any bond, note, certificate of indebtedness, war
saving certificate, warrant, or check, issued by the United States) ; or stocks
and bonds issued by domestic building and loan associations, substantially all
the business of which is confined to making loans to members or by mutual
ditch or irrigation companies; or stocks and bonds, and other certificates of
indelitedness issued by any farmers' or fruit growers' or like associations or-
ganized and operated on a cooperative basis for the purposes, and subject to
the conditions, prescribed in paragraph (12) of section 231; or the delivery
or transfer of participations fa one or more brands and mnortg.tvcs, .in connection,
with the rehabilitation, liquidation, or reorganization of an Insurance or other
moneyed company, solely in exchange for stocks, bonds, or other instruments of
indebtedness of a corporation ichich is..formed in. connection with such- rehabili-
tation, liquidation, or reorganization for the purpose of cooperative control of
said bouls and mortgages and the capital of which upon the consuainnation o1 the
exchange consists solely of suck partieIpations; or stocks, bonds, or other in-
struments of indebtedtess issued by suthk a vrporatipa solely in onslderation
for su wh an, exchange." (Now matter itali ized.)

8. The proposed amendment is carefully restricted to corporate reorganiza-
tions in pursuance of the Schackno Act or similar legislation, and could not be
used for colorable evasion of the general provisions of the Stamp Act. Thus,
(1) the exemption is confined to transactions connected with tle rehabilitation,
liquidation, or reorganization of moneyed" companies; (2) the delivery and
original issuance must be the mutual and only quid pro quo's; (3) the purpose
of the transaction is rigidly restricted to the cooperative control-of the under-
lying collateral; (4) the capital of the reorganization unit upon consummation
of the exchange must consist solely of the participations.

9. There is ample social Justification for the proposed amendment.
The economic crisis has frozen the real-estate market in the city and State

of New York. It has rendered destitute a large percentage of tle small inves-
tors who, on the faith of title-company representations, had plunged their life
savings into mortgage certificates. Against $1,000,000,000 of outstanding certifi-
cates the stamp tax may impress a liability of $1,000,000 or more. The sum
is substantial, and particularly so when it is noticed that the fee, insofar as
fastened on the reorganization corporations (A-2, A-i), must come out of pay-
ments by mortgagors--in many cases the only source of these investors' current
income. Insofar as fastened directly on the certificate holders (A-9), the inci-
dence of a stamp tax would mean direct expense to persons quite -as grievously
affected by the depression as any comparable group in the community. In
addition, the exaction of a tax In whatever amount interposes a psychological
barrier to the quick and harmonious consummation of the 'many reorganiza-
tions now in process of elaboration under the Schackno Act. Time is distinctly
of the essence.

10. ,xemptions already contained in tlhe body of the Federal stamp act, as
well as exemptions from stamp-tax fees whicl have been adopted by the' Con-
gress in connection with other legislation, are quite similar to the exemption
which Is now sought by the superintendent of insurance of the State of New
York.,

(a) Lately the Congress has provided in new section 77 of tile Bankruptcy
Act for the reorganization of railroad corporations (P.L. 420, 72d Cong.). As
incident to this major purpose it has enacted that the issuance, transfer, or
exchange of securities and tile filing of conveyances to make effective any plan
of railroad reorganization under section 77, should be exempted from the
Stamp Act.

It was doubtless believed that this exemption would facilitate tile conversion
of securities in pursuance of the plans of reorganization.

Of like import is-
(M) Under a proviso contained in schedule A-9 itself, there is exempted

from the Stamp Act the delivery or transfer of bonds or other certificates of
indebtedness in connection with a reorganization (as defined in sec. 112 of the
revenue law) if any of the gain or loss involved in the transaction is not recog-
nized under the income-tax law applicable to the year in which the delivery
or transfer is made. (See also arts. 29-d, 29-f of reg. 77.)

If the transfer of certificates under consideration (as distinguished from the
issuance of debentures and stocks) is not covered by thi., proviso, it is because
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it is questionable whether the corpbrate plan of reorganization falls technically
within section 112 of the Revenue Act in the manner required.

Section 801 of the Stamp Act, which is itself sought to be amended, exempts
the securities of several mutual cooperative establishments from the require-
ments of the act.

Thus--
(c) Securities of mutual ditch companies are exempted. (See. 801.)
(d) Securities of mutual irrigation companies are exempted. (Sec. 801.)
() Securities of farmers' or fruit growers' or like associations, organized

and operated on a cooperative basis, are exempted. (See. 801.)
(f) Securities issued by building and loan associations whose business Is

substantially confined to making loans to Its members, are exempted. (See.
801.)

As has been shown above, the corporate plan has for its central purpose the
setting-up of mutual cooperative corporations to assist in the reorganization
atl ultimate liquidation of the collateral securing certificated issues. Exemp-
tion would accordingly fall In with the philosophy and schlleme of the Stamp
Act. Appended hereto as exhibit A is an unofficial ruling of Hon. Baldwin
B. Bane, chief of the Securities Division of the Federal Trade Conmlission,
holding the issuance of securities by reorganization corporations organized in
pursuance of the Schackno Act an exempt transaction under section 4(3) of
the Securities Act of 1933. Mr. Bane's ruling will be found Interesting on
the considerations of policy now in issue.

11. There Is now pending before the Legislature of the State of New York
a bill exempting reorganization corporations created in pursuance of the
Schackno Act from tile requirement of the State franchise tax (except for a
nominal fee to cover filing and other purely formil expenses). The bill was
introduced at the instance of the superintendent of insurance and its adoption
was recommended by Governor Lehman. One house has already passed it and
its final adoption is expected very shortly.

The governor has recognized the urgency of effecting the reorganization
and ultimate liquidation of certificated issues; and the dire distress of these
investors furnishes an additional reason for gentle tax treatment.

For like reasons of policy your honorable committee should recommend the
adoption of the amendment in support of which this statement is offered.

Respectfully submitted.
Momus L. ERNST,

Of counsel to George S. Van gohaick,
Superintendent of tsusrafle of the State of New York.

NEW YORK CITY, MOrV* 18, 19311.

ExHIBIT A

COMMUNICATION FROM HON. BALDWIN B. BANE
lDEcEMBER 19, 198°3.

GiRWNBAUM, WOLF & ERNST,

285 Madison Avenue, New Yoi*, N.Y.
GENTLEMEN:

This is with further reference to the memorandum dated November 23 sub-
nitted by you on behalf of the superintendent of insurance of the State of New
York, and to your letter of November 28. 1933. I shall confine myself to a
consideration of the application of tile Securities Act (1) to the securities
issued by " reorganization corporations" organized in Schackno Act proceedings,
and (2) to any securities Issued by a corporation organized pursuant to a
reorganization plan for any mortgage guaranty company subject to rehabilita-
tion proceedings undertaken under the provisions of article XI of the New York
insurance law.

I shall discuss thes&cond problem first. The question is whether the second
clause of section 4 (8) of the Securities Act provides an exemption for the
issuance of such securities. Specifically, are such securities issued "in the
process of abona fide reorganization (of a mortgage guaranty company) under
the sqpervislon of iny court"? It seems clear that any reorganization effected
as a result of a rehabilitation proceeding will be ponder the supervision of a
court. Such rehabilitatio pro~eeedir.gs are commenced by an order of the
Supreme Court on the application of tile superiteadent of insurance. They
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are terminated likewise by a court order on the application of the superin.
tendent. Section 402. article XI of the New York insurance law provides
that "no such order (of termination) shall be granted except when, after a
full hearing, the court shall determine that the purposes of the proceeding
have been fully accomplished." One of the clearly contemplated purposes of
rehabilitation proceedings is the reorganization of the mortgage guaranty com-
pany whose business Is temporarily taken over by the superintendent. Any
plan of reorganization for such a company, proposed as a method of terminating
the difficulties which necessitated its rehabilitation, must, therefore, have the
court's approval before it can be put into effect. Clearly, the issuance of any
security in accordance with such a plan would be entitled to the exemption
provided by section 4 (3) of the Securities Act.

The application of the Securities Act to securities issued by i "reorganization
corporation" requires a consideration of the procedure undlr which such a
corporation is to be organized. It is proposed that the organization of these
corporations be effected through proceedings under the Schackno Act. One of
the conditions under which such proceedings are available is that a mortgage
guaranty company have been taken over by the superintendent for rehabilita-
tion or liquidation (N.Y. Laws 1933, c. 745, sec. 3). Such proceedings have
thus been authorized by the New York legislature as a possible part of a process
of rehabilitation of a mortgage guaranty company. If it is proper to consider
the process of rehabilitation provided in the New York insurance law as equiva.
lett to the "process of * * * reorganization" referred to in section 4 (3)
of the Securities Act, it would seem that any securities issued as a part of tlat
process would be exempt under the provisions of the section referred to.

As I have stated above, one of the purposes of rehabilitation proceedings is
the reorganization of the mortgage guaranty company whose business is
temporarily taken over by the superintendent. It is, of course, possible that
any particular rehabilitation proceeding will be terminated simply by restora-
tion of the company to its former management or by liquidatio4 of its assets.
Is it enough, therefore, that the "process" in the course of which the securities
are issued may result in a reorganization? To take the other point of view
would greatly restrict the operation of the exemption provided by section 4 (3).
I think it is clear that Congress intended to exempt more than the final issuance
in accordance with the plan of reorganization; for if it had had the narrower
intention, the clause might have been more simply expressed as "1 the issuance
of securities * * * in accordance with a plan of reorganization of a
cor;: ration approved by a court."

The division has taken the position that ordinarily the solicitation of deposits
1) a reorganization committee is a step in anticipation of the "process of
reorganization?' But where the court to whom the plan of reorganization
must eventually he submitted takes jurisdiction of the deposit agreement before
solicitation, we have considered that no registration of the certificates of deposit
is necessary. The theory Is that the court's action makes the solicitation of
deposits part of the process of reorganization. In the case of the issuance of
securities by a reorganization corporation formed in accordance with Schackno
Act proceedings, the court must approve the plan providing for the organization
of such a corporation, including the issuance of its securities, before the issuance
can be made. Not only does the court thus recognize the issuance of such
securities to be a part of the process of reorganization of the mortgage guaranty
company in rehabilitation, but also the legislature, in authorizing such a pro-
cedure, has recognized this fact. I conclude, therefore. that the issuance of
such securities will 1e an exempt transaction under section 4 (3) of the
Securities Act.

I shall not discuss at this time the application of the act to any securities
Issued by The New York Guaranteed Mortgage Protection Corporation. If you
have any inquiries relating to this problem, I shall be glad to give them
consideration.

Yours very truly .
B~mwiN B. BANE,

Chief of the Recurittea Division.
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STATIEET OP RON. 103N U. TILSON, WASHINGTON, D.O.

Mr. TLsoN. Gentlemen of the committee. I appear directly for a
brother attorney practicing in the cit of New York, who represents
a clientele, I know not how many. What I have to say does not only
interest my brother attorney and his clients, but I think it is of
very general interest, especially to the Treasury, and I submit to the
committee an idea which is not a new-I claim no novelty for itt-
but an idea which if formulated into an amendment and put into
this bill will, in my judgment, bring in more revenue than all of the
rest of the bill put together.

The CHAnmMAx. That is what we are looking for.
Mr. TILsoN. In order that I may not stray, may I read just a very

brief statement which I will leave with the committee.
It will be one tax that is paid willingly, that would put no one

out of business and, besides, will help, psychologically, to make
better citizens. In a nutshell, it is a proposal to extend, for a limited
period of time, amnesty so far as pains and penalties are concerned,
to those who, for one reason or another, may have failed to report
and pay income taxes due prior to 1938.

At first blush, it might appear that this is a proposal for the
benefit of a law-breaking class, but such an assumption would be
far from being correct. It is in fact for the benefit of every man,
woman, and child in the United States, and the only persons whom
it would cost anything would be those who had previously failed
to comply with the law. It may be that a few of these will be
ultimately caught and pukiished, as they deserve to be but it is
certain that the proportion .of those who are caught will be small,
indeed almost negligible, compared with the total number.

We have been passing through unusual times during the last 15
years. A great governmental experiment was 'tried, having for
its primary purpose the changing of the habits and daily living
of great numbers of people. The Constitution was amended ani
laws were enacted in pursuance thereof to enforce, prohibition, but
no power on earth cauld enforce them, because public o inion would
not support them. The experiment failed, leaving behind it an
accumulated train of consequences not pleasant to contemplate. The
failure was not due to lack of penalties imposed upon law violators,
many of which were severe out of all proportion to the enormity
of the crime. Many .people did not respect or obey these laws, but
realized the importance of escaping detection, and so it came to pass
that other crimes, more easily concealed, were committed in order
to prevent detection and punishment as violators of the prohibition
laws. Many violators of the prohibition laws made considerable
sums by way of income which they should have returned as income
subject to tax, but an honest return would have disclosed violations
of the prohibition laws, thereby subjecting the taxpayer to heavy
fines or imprisonment. The disregard of one law naturally, and
often necessarily leads to the disregard of other laws. Such is the
facility of the I descent to Avernos."

Although the courts severely punished, public opinion did not
so se,.iously, if at all condemn violations of the prohibition laws;
but no opinion worthwhile condones tax dodging. A man with

Fi99 '
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a conscience does not feel comfortable in the position of a tax
evader, although by silence, he may never be found out. Many,
very many, there are who would seize the opportunity to redeem
themselves, now that they would be free from the penalties of the
prohibition laws; but lo and behold, the mere passage of time
required to get rid of prohibition has made them criminals under
the 'income tax laws. Faced with such a situation, what are the
alternatives presented?

First. By the expenditure of much effort and huge sums of
money, a comparatively few may be ferreted out and punished;

Second. Another few would probably come forward voluntarily
and offer to pay, but it is relying upon the fact that most men and
women are human to say that very few of this class will voluntarily
place their necks in a noose ready to be drawn.

Third. If no reasonable escape is provided, the result will be
that in the great mass of such cases nothing whatever will happen,
except that these violators of the law will continue to conceal the
unhappy truth, trusting that their guilty secret may be kept and
that they may at least not go to jail.

I propose a way out, by saying to everyone who has failed to file
a return for any year or years prior to 1932, "Come, make your
return anytime within six months, or prior to March 15, 1935, and
no pains or penalties will attach for the failure to file returns at
the proper time."

Senator KiNG. Does that only apply to liquor?
Mr. T oSN. No; that applies to anyone who wanted to come in

and start over again.
The CHATIMAN. In most cases it would be liquor cases?
Mr. TILSON. That is what I had in mind largely, as the committee

will see.
When the people of the country finally came to the conclusion that

prohibition was doing more harm than good, besides losing a very
considerable revenue, they rose up in their might and wiped it out.
It was well known that during the prohibition era, the lost revenues
were largely going into the hands of those willing and bold enough
to violate the law; but it is believecdthat most of them would have
paid their share of taxes on incomes received, if it had not been a
practical certainty that the proper return of such incomes would have
subjected them to indictment and punishment under the harsh pro-
hibition laws in the frantic effort to enforce them.

The nub of what is here proposed is that it will enable such persons
to wipe out old scores and start anew, to the great advantage of the
Treasury and society.

What is here proposed is not in any sense a new idea. It is simply
meeting in a common-sense fashion, a situation now confronting us
that has arisen from unusual, it may be said abnormal, circumstances.
The problem involved is in some degree analogous to our bankruptcy
laws, where the debtor although he has failed to make good his
obligations, is nevertheless given a discharge and permitted to go
out unhampered to again engage in legitimate business. It is not
unlike the principle underlying the Mosaic Law, providing for the
seventh year of release, and especially of the "Jubilee Year." Such
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legislation cannot become a -harmful precedent because, it is quite
safe to preduct that for 7 times 7 years, the period of a Jubilee,
there will not be another situation like the present one.

Let us suppose that a few, and there would be very few, who
might be tracked to their lairs, and sufficint evidence of guilt dis-

covered to indict and convict them, should escape punishment. Even
as to these can we be certain that society will not be better served in
the long run by permitting them to make complete restitution to the
Government they have wronged and to start anew with a clean slate?

I believe that the number of persons who would avail themselves
of the privilege of such a law would prove to be legion so that the

result would be a very substantial increase in governmental revenues
and a lasting benefit to society in addition to the benefits that may
come to those acting directly under such a provision.

Senator R .ED. What reason have we to think that bootleggers'
consciences are so tender that they would want to pay back taxes?

Mr. TxLsoN. I think our knowledge of humanity, that there is some

good in the worst of us and that there is a very different attitude on

the part of a great many persons who were violating the income-tax
laws and the prohibition laws.

The CHAIRMAN. We thank you for the suggestion, and we can
assure you that the committee will consider it, and we may get the
benefit of the views of the Treasury Department on that.

Senator WALcorr. Have you suggested any exact or precise
wording?

Mr. TjL80N. No; I have not done that. Knowing the ability of

this committee and its drafting service, I am sure that the idea is

all that was necessary, and if it is the opinion of the committee that
it should be formulated, that it would be done much better than I
could do it.

The CHAIRMAN. I ask that the following letters received by Sena-
tor Walsh be inserted in the record at this point.

THz BosToN HERALD,
Boston, Mass., February 1, 1934.

Senator DAVID I. WALSH,
Senate Office Building, Wa-shington, D.C.

DEA SENATOR WALSH: I am informed that the Ways and Means Committee
of the House is considering certain changes in the present income tax law, af-
fecting owners of any interest in oil- and gas-producing properties.

As you know, the present Federal Income Tax Law provides for a depletion

deduction of 27% percent of the gross income, not to exceed 50 percent of the

net income derived from oil and gas properties (sec. 114B-3).
The subcommittee has recommended a 25 percent reduction in percentage

depletion allowance, as well as a similar reduction of cost depletion and depre-

ciation of physical equipment. The Treasury Department has recommended the

entire elimination of the 27% percent depletion allowance; that is, complete

elimination of sections 114B (2), (3), and (4).
Congress has recognized and approved the economic principle upon which

this section rests since 1918, when discovery-value depletion for wasting indus-

tries was written 'ito the act. In 1926, to simplify the matter, it was changed

to percentage depletion for oil and gas wells, and Congress continued to recog-

nize the basic economic principle as essential to the equitable distribution of

the tax burdens as between different classes of taxpayers.
If either of the above recommendations is adopted, the production of oil

would again be burdened with the inequitable taxes which the section was

enacted to remove. This would apply particularly to the smaller and individual

operators and to royalty owners.
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I should appreciate anything that you might be able to do, in seeing that the
fair and reasonable provisions of the present law be left undisturbed.

Irours very truly, L. J. RYAN.

WAUNA, OREO., February 12, 1934.
Subject: Section 115 Revenue Act 1934.
Senator DAVID I. WALsH,

Senate Office Bulld4ng, Washifigtott, D.O.
Dear SENATOR WALSH: The above bill is 4ue to reach the Senate this week

and will doubtless be referred to you as a member of the Senate Finunce
Committee.

We write to protest as grossly unjust the House approval of section 115 which
taxes pre-March 1, 1913 earnings. It-is unjust for these reasons:

(1) It is a tax on capital, not earnings or profits.
(2) It discriminates between stockholders of the same kinds of corporations.
(3) It discriminates between natural resource industries and all other Indus-

tries.
(4) It discriminates between individuals who since 1916 have had their

dividends on pre-March 1, 1913 earnings, and Individuals who have not had the
dividends but have left them invested with and for the benefit of industry.

We hope you see the fairness of our contention and will use your influence to
sustain it in your committee. When the revenue acts of 1028 and 1932 were
drafted by the House the Intent wts the same ns. now from section 115, but
in both of those years the Senate Insisted that the House change theh" position
and restore exemption from tax for earnings made prior to March 1, 1913. No
now, we ask the Senate to change the 1934 aict in the same way.

We would appreciate hearing from you.
Yours very truly, Ioss,.T WF:sra Co.,

By C. H. WIVA"z , Manager.

FOREIGN TAX CREDIT

STATEMENT OF L. C. GRATON, REPRESENTING CM3L10 DE PASCO
COPPER CORPORATION-Resumed

(See p. 210)

3. That all other taxes save foreign income taxes are merely de-
ductible is urged as reason that the foreign income taxes be likewise
treated as merely deduction, instead of-credit, or at least be treated as
half deduction and half credit. The fallacies in this attempted an-
alogy and the vital diiLerences it ignores have been so effectively
disposed of by others as to need no further attack.

4. It is intimated that domestic companies which go abroad to do
business should be glad to bear the burden of double taxation as the
,p ice paid for the physical protection of their interests abroad.
Without belittling the value of American citizenship or raising the
issue as to how much actual protection the American firm abroad
really receives from our Government, it does seem pertinent to in-
quire whether it is intended that the protection of our Government
is to be given to, those who are willing to pay an unjustly high tax
bill and denied to those who object to tax duplication.

(See p. 211)

6. There is a tendency to belittle and ignore the abstract evils
involved in international double taxation, yet no one can maintain
that this double taxation is beneficent in principle nor deny that
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it is objectionable. We cantiot expect this evil to decline if we
abandon our own past attempts to reduce it. If we are at present
among the minority making such a worthy attempt, we are losing
nothing by so doing, but on the other hand are securing resultant
benefits of very great magnitude, as will be shown below.

8. It is repeatedly asserted that the granting of foreign tax credit
completely wipes out the tax due to this country. In the first place,
this cannot be possible unless the taxpayer concerned has absolutely
no income ascribable to sources in this country. I doubt if there
are more than an insignificant few of whom this is true. Doubtless
the Revenue Bureau has or can compile figures showing what pro-
portion of the total tax due this country by those who take the
foreign tax credit is actually eliminated by this credit., Until such

figures shall be available, it seems idle to talk in sweeping terms of
an uncoinmon, extreme situation as if it were typical.

9. It is repeatedly stated or implied that the effect of the foreign
tax credit in reducing or eliminating the tax paid to this country is
a direct discrimination against the other taxpayers in this country
and a handicap on their ability to compete. By many who hold this
view, it seems to be forgotten that at least as much total tax is taken
from the taxpayer who receives the credit as from those whose income
is earned wholly at home. Therefore, there is no discrimination or
unfair competitive advantage. Furthermore, in all those cases where
the foreign tax rate is higher than the rate applicable here (which
the Chairman of the Ways and Means Committee says is the usual
case) the taxpayer operating abroad receives as credit only a fraction
of the income tax he has paid to the foreign nation. Therefore, most
of the corporations who receive the credit are paying a greater total
of income tax than those corporations doing business solely at home.
The claim of discrimination on this score is obviously fallacious.

10. Some appear to feel that the credit should be removed in order
to equalize the advantage of lower unit cost that accrues to companies
who manufacture both at home and abroad, as contrasted with com-
panies of smaller output who manufacture only at home. But it is
evident that advantage of lower unit costs arising from larger out-
put does not necessarily accrue to companies doing business abroad,
because these are not all large companies. Nor is such advantage
exclusive with companies who do business abroad, since there are
many large companies who do business only at home and in competi-
tion with smaller companies. In short, if what is desired is to reduce
the advantage resulting from large-scale operations, the foreign tax
credit is not the tool by which to achieve this end. Nor can it possi-
bly be claimed as a general and typical proposition that companies
operating abroad have an advantage in the matter of size over
companies operating at home.

11. Some seem to intend to eliminate foreign tax credit in order to
protect from competition the exports of American companies who do
not have branches abroad. There seems to be general agreement that
sales abroad are facilitated by foreign branches. To penalize these
branches is to reduce their number and importance and, therefore, to
reduce our total exports. This is surely a strange means of trying to
foster the exports of those who do not have "foreign branches.
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