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REVENUE TO DEFRAY WAR EXPENSES.

FRIDAY, MAY 11, 1917.

Uni1tED STATES SENATE,
CodyTTEE ON FINANCE,
Washington, D. C.

The committee met, pursuant to adjournment, at 10 o’clock a. m.,
in tl}(el.committee room, Capitol, Senator Furnifold MecL. Simmons
presiding. .

l’resongt: Senators Simmons (chairman), Williams, Thomas
James, Jones, Gerry, Lodge, McCumber, Smoot, Gallinger, and
Townsend.

The committee proceeded to consider the bill (H. R. 4280) to pro-
vide revenue to defray war expenses, and for other purposes,

The Criairyax. Gentlemen, according to the program that we
have arranged for these hearings, we will expect the representa-
tives of the industries to arrange among themselves who is to present
the argument. We will not have time to hear more than one repre-
sentative, Mr. Cravath, we will hear you now. We will give you
30 minutes to present the case.

TITLE 1. WAR INCOME TAX.
Sec. 1. NEW WAR TAX.

STATEMENT OF MR. PAUL D. CRAVATH, OF NEW YORK CITY,
REPRESENTING CERTAIN STOCKHOLDERS OF THE BETHLEHEM
STEEL CORPORATION.

The Cuarman. Have ?you prepared a brief which you desire to
present to the committee ‘

Mr. Cravaru.I have drafted a brief, and will have it here to-
morrow, if that will be all right. .

The Cuairman, That will be time enough. You may proceed.

Mr. Cravati. Gentlemen, I appear on behalf of Mr. Schwab and
other stockholders of the Bethlehem Steel Corporation to discuss the
provision of the law which levies an income tax upon stock dividends,
and that is the only feature to which I will address myself.

The committee will remember that the provision subjecting stock
dividends, so called, to the income tax first appears in the act of
September 8, 1916, Prior to that time no income-tax law in
this country—and no income-tax law in England—had_ ever sub-
jected a so-called stock dividend to an income tax. My clients have
not asked me to oppuse any scheme of fairly distributed taxation,
no matter how great the tax may be, and there is no disposition on

103242—17—-1 1



2 REVENUE TO DEFRAY WAR EXPENSES.

the part of the gentlemen whom I represent to oppose this pro;
posed tax because of its size, or because of the increasing scale on
which it is graduated with reference to incomes. I am instructed
simﬁly to_discuss with you the features of the bill which subjects
stock dividends to taxation. The ground of our opposition is
that a stock dividend is not a dividend after all, and that a success-
ful attempt to levy a tax upon a stock dividend would be, in effect,
to tax capital; would be, in effect, to select a very narrow class of
capital to which this tax would be confined, and we therefore say
that such an attempt wonld result in what I am sure you are very
anxious to avoid—unequa) taxation.

Of course, it is important at the outset that we should have a clear
conception of what a stock dividend is. A stock dividend really is
not a dividend at all. It gives the recipient no money, no in-
_come that he can spend. ] ,t.simplgii,ves,btm something to represent
his prior interest in the surplus of the corporation. For instance, if
a corporation having a surplus equal to or exceeding 100 per cent
of its capital declares a stock dividend of 100 per cent, a stock-
holder has nothing more than he had before. He simply has two
shares of stock to represent what was represented before the divi-
dend by one share of stock. Assuming the amount of profits of the
corporation do not increase or the amount of profits distributed do
not increase, he gets no greater income, With the same distribution
of profits he itit’s the same income, but the rate per share of stock is
cut in half. He is literally no better off than before, and I can not
more briefly and in better words state the effect of a stock dividend
than by reading very brief extracts from two or three decisions of the
courts. For instance, the Supreme Court of North Carolina, in Lan-
caster Trust Co. v. Mason (68 S. E,, 235), said:

A “stock diviilend” Is not In the ordinary sense a dividend; a “ dividend”
being a distributlon of the profits to stockholders as the income from their
investiment, while a “ stock dividend ” s mevely an increase in the_pumber of
shares, such Increases representing the same property that was represented by
the smaller number of shares.

-The Suprerne Court of the United States, in the case of Gibbons ».
Mahon (136 U. S., 549), said:

A stock dividend really takes nothing from the property of the corporation
and adds nothing to the Interests of the shareholders. 1Its property is not
diminished and their Interests are not Increased. After such a dividend, as
before, the corporation has the title in all the corporate property; the aggre-
gate Interests therein of all the shareholders are represented by the whole
number of shares, and the proportional Interest of each shareholder remains the
same. The only change Is in the evidence which represents that interest, the
new shares and the original shares together. representing the same proportional
futerest that tbe original shares represented before the fssue of new ones,

I could quote language indefinitely to the same effect. There-
fore, our objection to this tax upon a stock dividend is based upon
this fundamental proposition, that a stock dividend really is not a
dividend; it is not income in any sense of the term. It simply gives
the shm'eilplder an additional piece of paper to represent his interest
in the capital of the corporation. . .

I think there is a popular impression that stock dividends are a
very great benefit to the stockholders; that when a stockhelder re-
ceives a stock dividend, he receives something of great advantage.
and therefore, perhaps, he should cheerfully submit to taxation.
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That, on analysis, is found not to be the case. A stockholder is not
benefited by a stock dividend, because he gets nothing except a
piece of paper. On the contrary stock dividends should be encour-
aged for this reason. The moment a corporation declares a stock
dividend, it is, by the umount of the par value of the stock thus dis-
tributed, increasing the permanent capital invested in the business,
which can not be distributed among the stockholders. The frequent,
and I should say the most frequent, reason for declaring a stock
dividend is to strengthen the corporation by increasing, by the
amount of that stock dividend, the permanent capital invested in
the business.

I can not better illustrate this than by giving you the-case of the
Bethlehem Steel Corporation as an example. A few weeks before

- war was declared and when it was apparent to all that war was
inevitable the Bethlehemn Steel Corporation was confronted with
the necessity of strengthening its financial position. It had grown
with great rapidity. It had made very large earnings. Its shares,
which had a par value of a hundred dollars, mounted up to a market
value of four or five or even six hundred dollars at times. But it
had but $15,000,000 of common stock, and that $15,000,000 of common
stock represented, as I remember it, about sixty millions of assets.
It had incurred a very heavy debt in this period of prosperity, and
its directors said to themselves, It behooves us to strengthen onr-
selves for the coming strain.” .

The situation became more acute by their being required to take,
roughly, $40,000,000 of obligations of the DBritish Government to
pay for munitions, simply because the exchange situation was such
that it was then almost impossible for the foreign Governments to
finance their purchases in this country by the shipment of gold.
They therefore had to take abont forty millions of British obligations
for munitions in which they were investing their cash, and they were
bound to prepare for the enormous additional investment which they
wonld certainly be called upon to make in case this country entered
the European war. -

The directors thereupon addressed themselves to the groblem of
strengthening their financial position. Bankers said, “If you are
to issue notes, or if you are to issue bonds, vou must have a broader
snbstructure, You must have a larger stock issue. The trouble
to-day is yon have but fifteen millions of common stock to represent
your sixty millions of assets, and all of that sixty millions, excepting
fiftcen millions, you could lawfully distribute by way of dividends
ameng yonr stockholders, and you can not sell bonds, you can not
sell notes in the amount you require, unless you build a broader

. substructure. .

What did they do? They adopted a plan which first required their
stockholders to pay in $15,000,000 in cash in return for $15,900,000 of
stock, for which the stockholders paid par, and they cilstnbutgd
among their stockholders a stock dividend of 200 per ceat: that is,
they gave them 30 millions of stock, to rggresent roperty, which was
tied up irrevocably in that business, $15,000,000 of this surplus, which,
prior to that stock dividend, could have been lawfully distributed by
way of dividends. So they were then in a position to say to bankers
and to investors, “ The Bethlehem Steel Corporation now has not
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$15,000,000 of capital simply; it has $60,000,000 of capital stock.”
That was the effect and the extent of $30,000,000 of that stock divi-
dend, and that was the purpose, and the sole purpose, of ceclaring
that stock dividend. ,

The leading stockholders -were reluctant to consent to that stock
dividend. They knew it would be subject to the moderate income tax
imposed by the existing law, and they of course were not anxious to
pay a tax of 12 or 13 per cent—the large stockholders—for a stock
dividend which did not add one dollar to their investment, which did
not improve their position one iota, but which simply gave them three
pieces of paper to represent what had before been represented hy one
piece of paper, and which irrevocably tied to that enterprise $30,-
000,000 of capital which prior to that declaration of that dividend
niight have been lawfully distributed in the form of dividends.
You see at once what would happen in case this enormous income tax
should apply to such a stock dividend. And my first objection to the
provision of the bill which makes this income tax applicable to stock
dividends is its injustice and unfairness, when you consider the com-
paratively small class of people whom it will reach. .

Take the case of a man who happened to have 5000 shares of
Bethlehem common. He received a dividend of 10.000 shaves, and
that 10,000 shares would have a cash value of about a million two
or three hundred thousand dollars. But for easy computation we
will say it was worth par. Under the schedule proposed in the
House bill his tax upon that million dollars stock dividend would
be $400,000, taking par as the value. It would he more if you
took the market value, but I am adopting an easy computation. So
that the corporation, in declaring this stock dividend, without his con-
sent, without consulting him, subjects himn to the necessity of paving
$100,000 without having improved his position one bit and without
having added a single dollar tc his income. Of course, he is receiv-
ing cash dividends upon this additional stock, and on those cash divi-
dends he must pay his income tax. But the receipt of the stock divi-
dend of 200 per cent did not improve his position or increase his in-
come a single dollar's worth, and if he had to pay $400.000 he would
be paying approximately one-fourth of his capital—not his income,
because his income tax is being paid on the dividends at the rate of
10 per cent, which are being paid in cash on all these shares.

I therefore say that legislation which thus imposes this heavy tax
on the capital of the comparatively small class of stockholders who
during the past year have received stock dividends results in a very
unequal distribution of the burden of taxation.

Another serious objection to this taxing of so-called stock divi-
dends is that, to say the least, the tax is of doubtful constitutionality.
I need not tell this committee that the purpose of the sixteenth amend-
ment was to permit the Congress to levy an income tax without
apportionment. The vice of the prior income-tax law, which was de-
clared unconstitutional by the Supreme Court, was that it was in
effect a direct tax, so held, and it was then unconstitutional hecause
not apportioned among the States. Hence this constitutional amend-
ment was adopted [reading]:

That Congress should have power to lay and collect taxes on incomes from

whatever source derived. without apportlonment among ¢he several States, and
without regard to any cen.sus or enumeration.
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. The only effect of that amendment was to do away with the neces-
sity of apporticnment, so far as an income tax was concerned. But
to my mind it is clear that it did not confer upon Congress the power
to levy a tax, unless it were a tax on income,

My contention is that to tax a stock dividend is to tax not income
but to tax capital. That so long as the stockholders receive nothing
by way of dividends, or a so-called dividend—it is a misnomer—
except stock, they simply receive a portion of their capital,and are not
receiving income, and therefore this sixteenth amendment does not
confer upon the Congress the power to tax a so-called stock dividend,
because 1t is simply taxing capital. ]

1 shall not argue that more fully, because I will refer to it more
fully in the brief which I shall submit.

The CuarMan. Your brief will then be printeil.

(The brief referred to by Mr, Cravath was subsequently submitted
and is here printed in full, as follows:)

Memorandum by Mr. Paul D. Cravath and Archibald R. Watson in Regard
to Taking Stock Dividends, Including a Suggested Amendment.

The income-tax Inw of September 8, 1916, contains a new provision not found
in the old law of 1913 or tn any of our earller fncome-tax laws and unknown,
in so far as we have heen able to discover. fn any of the English acts, which
provides that taxalle * net fncome™ shall include so-called * stock dividends ™
of a corporation,

This provision was added at the end of sectlon 2 (a) and in section 10, and
I8 as follows [italics ours):

“ Provided, That the term *dividends® as used in this title shall be held to
mean any distribution made or ordered to be made by a corporation. foiut-stock
company, assoclation, or insurance company out of its earnings or profits acerued
since March 1. 1013, and payable to its shareholders, whether in eash or fn stock
of the corporation. foint-stock company., association, or {nsurance company. ichich
stock dividend shall be considered {ncome, to the amount of ita cash ralue”

This provision, which Is serfous enough under the present law, in many cases
will so operate as to confiscate property in a most startling manner under the
proposed fncreased war rates.

It Is submitted that it should be amended for the following reasons:

(1) A tax upon “stock dividends” is a tax upon capital. not uwpon income,
fnasmuch as stock recelved as a “dividend ™ {s under no’clrcumstances inconie
until realization thereon,

(2) This provision of the present law to the extent that it imposes a tax on
stock dividends as such §s unconstitutional.

A proposed amendment to the present law to remedy these defects §s snggested
on page 9 of this memoranduny.

1. A tax upon “stock dividemds” s a tax upon capital. not upon income,
fnasmuch as stock recelved as a *dividend " is under no circumstances income
until realization ther2on,

A “stock dividend,® so called, is really not n dividend at all. The corporation
making such a *“dividend *” parts with nothing, and the stockholder who recelves
it recejves nothing that he can spend or which adds in the slightest degree to
the value of his property.

For example, if a person owns 100 shares of stock in a corporation, worth
$200 a share, and receives a 100 per cent stock dividend. he is no hetter off than
he was before. He merely has two pleces of paper tnstead of one to represent
exactly the same interest in exactly the same assets. Before the stock dividend
was declared he ‘had 100 shares worth $200 a share, or $20,000, After he
recelves the dividend he has 200 shares, but they are worth only $100 a share,
or the same aggregate amount, $20,000. The assets of the corporation are
exactly the same after the stock dividend s declared and paid as before. But
notwithstanding the fact that the stockholder receives not n cent or a cent's
worth of udditional value from the corporation and the corporation parts with
nothing, the present law declares that he recelves $10,000 of income and
attempts to tax him on such an amount,
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A cash dividend is, of course, entirely different from a stock dividend. When
a corporation pays a cash dividend it actually parts with some of its assets, and
the stockholder realizes some actual income.

This situation has always been recognized by the courts. Thus the Supreine
Court of Appeals of Virginla, In Kaufman v. Charlottesville Woolen Mills Co.
(25 8. E., 1003), at page 1004, safd:

“A stock dividend is not, In the ordinary sense, a dividend; the latter being
the distributlon of profits to stockholdérs'as tncome from thelr investment. A
stock dividend is merely an (ncrease in the number of shares, the Increased
number representing exactly the same property that was represented by the
smaller number of shures. The cbrporate property remains the sane after the
stock is increased as hefore, and the interest of each stockhiolder in the cor-
porate property is also unchanged. He merely holds a new representative or
evidence of that Interest.”

The Supreme’ Court of North Carolina, in Lancaster Trust Co. 1. Mason (68
S. E, 235), at page 236, quoted this language from the Kaufman case as heing
a correct statement of the law. .

So the New York Court of Appeals, In Willlams ». Western Unlon Telegraph
Co. (93 N, Y., 162). at page 189, sald:

“After a stock dividend a corporation has just as much property as it had
before. It Is just as solvent and just as capable of meeting all demawls upon
it. After such a dividend the apgregate of the stockholders vwn no mere in.
terest in the corporation than before. The whole number of shiares hefore the
stock dividend represented the whole property of the corporation, and after the
dividend they represent that and no more. A stock dividend does not distribute
property, but simply dilutes the shares as they existed before,”

Aund the Supreme Court of the United States, in Gibbons v. Mahon (136
U. S., 549), at page 559, sald: .

“A stock dividend really tnkes nothing from the property of the corporation,
ond adds nothing to the interests of the shareholders. Its property Is not
diminished, and their interests are not increased. After such a dividend, as
before, the corporation has the title in all the corporate property; the aggre-
gate Interests therein of all the shareholders are represented by the whole
number of shares; and the proportional interest of each shareholder remnins
tha same. The only change is in-the evidence which represents that interest,
the new shares and the original shares together representing the same pro-
portional interest that the original shares veprescnted before the issue of new
oney,”

And again, at page 569, the court said: .

“ Refore the Issue of these 280 new shares, this trustee held precisely the
sanme Interest in this increased plant In the capital of the corporantion, that she
held afterwards. She nierely had a new representative of an interest that she
already owned, and which was not Increased by the issue of the new shares.
A dividend is something with which the corporation parts, but it parted with
nothing in Issuing this new stock. It simply gave a new evhilence of owuner-
ship which nlready existed.”

A dividend, in order to be a dividend In the true seunse, must, thierefore, hie
payable in cash, When, however, the reciplent of & stock divldend has sold
the stock received by him in payment thereof, then, for the first {tme, Is he in
the possession of something that he did not have before the dividend was
declared. In the example nabove given, the investment of thic partlcular stock-
holder in the corporation after he has sold the stock received by him In pay-
ment of the 100 per cent stock dividend will be $10,000. If the corporation
had declared a cash dividend instead of n stock dividend his investment in the
corporation would thereby have been reduced to $10,000, In other words, a
realization on the stock recelved in payment of the stock dividend {3 necessary
in order to put the stockholder In the same position as {f he had received a
cash dividend. It follows, therefore, that a stock dividend can not become
fncome untll the stock vecelved in payment thereof has been sold.

The Treasury Departmment has correctly ruled that neither profits nor losses
on stock holdings need be taken Into nccount until the stock has heen sold.
Any ruling or law to the contrary will result, as the Treasury Departinent has
already found, In difficulties and embarrassments through fnabllity to ascer-
tain the proper * cash value” to he used in determining the amount of so-called
ncomme In the form of stock. These difficulties and embarrassments are avolded
by leaving the matter for determination until the stoek shall have been sold.
There is no reason why the same principle should not apply to stock acquired
as a dividend as well as to stock otherwise acquired.
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It is clear that the policy of declaring stock dividends should be encouraged
and not discouraged, inasmuch as the financial standing of the corporation
from the point of view of its creditors is stronger with a large capital and
small surplus than with a small capital and large surplus. Its property is the
same in both cases, but its prospective creditors are far more willing to extend
credit or buy bonds when the surplus has been converted into capital and fixed
permanently in the corporation. In some of the most conspicuous cases the
announced purpose of large stock dividends has been to lay foundations for
large. credits with which to finnnce Incressed business and especlally large
contracts for munftions of war for the United States Government and the
allles, Without such credit such contracts could not be finished nud without
such_conversion of surplus into fixed capital credit could not be obtained.
Manifestly, corporations can not continue the policy of strengthening their
financlal condition by the declaration of stoek dividends, if the effect wiil be to
deprive thelr stocklhiolders of un important part of their capital,

But as we have above shown, such a conversion of surplus into capital has
not directly benefited the stockholders. Indirectly, it Is hopesd and expected
that benefit will result to them by way of cash dividends from the contracts
and enlarged business. Such cash dividends will, of course, properly be sub-
Jeet to the tax.

In order that we may show clearly the great Injustive and havdship that will
result if stock dividends are taxed as Income, let us put a conerete ense. .\ par-
ticular corporation which has outstanding £15,000,000 of stock has & surplus of
$30,000,000, so that each share of stoek is worth $300. A given stockholder
owns 6,000 shares of thie aggregate par volue of $600,000, which on the basis
shove stated are worth $1,800,000. The corporation must have additional
capital with which to finance Its Increased business. In onler to secure such
additionol capital it is required to broaden fts financia) structure by converting
its $30,000,000 of surplus Into capital. It therefore declares a 200 per cent
stock dividend. The abhove-mentioned stockholder receives fu payment of this
dividena certificates for 32,000 shares of stock, so that he then has 18,000 shares
fnstead of 6,000 shares to represent his $1,800,000 interest fn the corporation.
He has no income and nothing of value now that he did not have before the
dividend was declared ; his interest in the corporation is the same In hoth enses.
But {f he is to he taxed on such stock dividends as income, he would, at the
rates which have been proposed in House bill No, 4280, even if he had no
fncome from any other source, he required to poy an income tax of over
$448,000, although he has not received a cent of income from the corporation.
If he had no {ncome from other sources, he would thus be required to ralise
over 448,000 in order to pay tlie tax on what Is in reallty capital. In other
words, in order to pay the tax he must deplete his capltal by about one-quarter.
It n_corporation Is paying current eash dividends upon the original stock and
upon the stock issued in payment of the stock dividend, such eash dividels,
which are actually fncome, are, of course, subject to the fncome tax.

It is worth while also to consider what the effect on corporations will he if
the proposed rates shall he enactedd fnto law and the provisions of the law
ahove quoted are allowed to stand in thefr present form. Directors will not
hereafter subject themselves to the severe criticisin which they twould merit
from their stockholders by declaring stock dividends. Corporations will thus
be prevented from fncreaxing thelr business capacities becuuse they ecan not
secure additlonal capital without increased fixed assetz. The result will be
that the business development of the country, which, especially at the present
time, should be encouraged, will be helidl hack ond the productive capacity of
gorporations kept down rather than expanded. We submit that the present
is the time when corporations should be encourage:d to Increase thefr capacitles
to the highest possible point. Stockholders expect and are willing to pay
increased taxes on Income, but they will not allow their directors to move in
such a way as to deprive them of thelr capital.

11. The provisions of the present law which expressly provide that stock divi-
dends shall be considered income and impose a tax on them as such are un.
constftutional.

The present fncome-tax law which purports to tax incomes without appor-
}i«:{lment is, it Is nssumed, based upon the sixteenth amendment, which is as

ollows : :

“The Congress shall have power to lay and collect taxes on fncomes, from
whatever source derlved, without apportionment among the several States, and
without regard to any census or enumeration.”
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The purpose of this amendment was to do away with the interpretation
which had been put upon the Constitution in the case of Pollock v. Farmers’
Loan & Trust Co. (158 U. S., 601), to the extent that it was necessary to pre.
vent *“ the resort to the sources from which a taxed income was derived fn
order to cause a direct tax on the income to be a direct tax on the source itself
and thereby to take an Iincome tnx out of the class of excises, dutles, and im-
posts and place it in the class of direct taxes.” Brushaber v. Union Pac. R, R.
Co. (240 U. S, 1, 19). ’

The amendment merely authorizes a tax on income without apportionment
among the several States. It does not authorize a tax upon capital without
such apportioniient. A tax on capital remains a direct tax, and is subjeet to
the same limitation as existed In the Constitution prior to the amendment. The
amendment did not effect any change in the Constitution or laws of the United
States as to what -might or might not properly be taxed as income.

We have shown above that a stock dividend 1s never income to any . -:tent
until a realization thereon has been had. It therefore must follow that, since
stock which s Issued in payment of a divldend Is capital until it has been sold
by the holder of the stock on which thie dividend is declared, a tax upon such
s“dividend” Is a direct tax, and therefore, not having been apportioned among
the several States by the present law, the provision which attempts to impose
such tax Is unconstitutional and invalid.

I1I. Suggested form of amendment to be made to the present act.

It is belleved that the following rmendment to the present law (Title I of
the nct of Sept. & 1916) will remove the objections above pointed out and
accomplish the purpose really intended to be accomplished by the present
law a8 regarils a tax on stock dividends:

Amend the first proviso in subdivision (a) of section 2 and in sectlon 10 so
that it shall read as follows (words omitted are included in parenthesis, and
words added or substituted are In itaiic) :

 Provided, That the term ‘dividends’ as used in this title shall he held to
mean any distribution made or ordered to be made by a corporation, Joint-stock
company, assoclation, or insurance company, out of its earnings or profits
accrued since March first, nineteen hundred and thirteen, and payable to Its
shareholders. whether fn cash or In stock of the corporation, joint-stock com-
pany, assoclation, or insurance company, which stock dividend shall be con-
sidered income, when realized by the sale thereof, to the amount (of its cash
value) realized therefrom.”

If we have not succeeded in convincing your honorable comniittee that a
stock dividend is_capital and in no sense becomes Income untit realization
thereon and that not until then is the reciplent In the same position as if he
had recelved n cash dividend, we submit that you should at least consider
the great fnjustice that will result to stockholders who have recelved large
stock divideands since the first of the present year without any expectation on
their part or on the part of the corporations declaring such stock dividends
that the stockholders would become subject to an enormously increased income
tax, the payment of which in most cases would reamit practically in the con-
fiscation of a substantial part of thelr capital.

There can be no doubt that the directors of the corporations which have
declared such stock dividends would not have fmposed upon their stockholders
the burden of paying Income taxes thereon had they anticipated that such
“dividends® would be subject to higher Income-tax rates than those in force, and
especlally to the very high rates which are now to be fixed, If, therefore, you
should declde that * stock dividends ' shall continue to be subject to the incomne
tax Imposed by the present law, we respectfully subinit that the proposed new
war-revenue rates should not be applicable to stock dividends declared prior
to the enactment of the law which shatl embody them. That result could be
accomplished by Inserting In the proxl'bosed new revenue bill, after the provi-
slon therein which imposes additlonal taxes (as, for Instance, at the end of
geﬁtlon 3 of the present House bill No. 4280), a provision substantially as

ollows ¢

“ Provided, however, That in determining the additlonal taxes imposed by
this act stock dividends declared Hrlor to the passage of this act shall not be
included in the Income upon which such additional taxes shall be assessed.”

Respectfully submitted.

PAUL D. CRAVATH.
ARrcHIBALD R, WATSON.
New Yorg, May 12, 1917. .
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PROPOSED AMENDMENT REGARDING TAXATION OF STOCK DIVIDENDS,

Amend the first proviso In subdivision (a) of section 2 and in section 10 of
Title T of the act of September 8, 1916, so that it shall read as follows (words
?t?:liltctfd are included In parenthesis, and words added or substituted are In

“ Provided, That the terms ‘dividends® as used in this title shall be held
to meun any distribution mndle or ordered to he made by a corporation, joint-
stock compuny, association, or Insurance company, out of its earnlngs or profits
ncerued sinece March first, nincteen hundred and thirteen, sl payable to its
shareholders, whether fn cash or in stock of the corporation, joint-stock com-
pany, associntion, or insurance company, which stock dividend shall be con-
sidered Income, when realized by the sale thercof, to the anount (of its cash
value) realized thercfrom.” o :

bTh':a CuamrMax. I think you have made your position very clear
about it.

Mr. CravatH. Just a word to suggest a remedy. Of course, it is
perfectly clear that the existing law does impose, or purports to im-
pose, a tax on stock dividends. The corporation declared the divi-
dends, realizing that it was subjecting its stockholders to the existing
moderate income tax upon their stock dividends, and its directors
were prepared to face the risk of such a tax being imposed. But it
is quite a different thing to impose a tax several times as great as the
existing tax.

Senator Smoor. Was the tax imposed?

Mpr. Cravarir. The old tax was imposed; yes—there is no doubt
of it—by the express terms of the act of September, 1916. But yon
will se¢ what has happened. In declaring the dividend the corpora-
tion subjects a stockholder who had 5000 shares of stock to a
tax of, roughly, 11 or 12 per cent, as I remember it, on the stock
dividend. Under the new legislation he would have to pay 46 per
cent, roughly, upon this portion of his principal. the tax being mul-
tiplied approximately four times in that particular case.

We realize that when a stock dividend has been converted into cash,
the effect is just the same as though the stockholder received a cash
dividend. When a stockholder receives a cash dividend of 100 per
cent, we will say, that is undoubtedly subject to taxation. Another
stockholder in another corporation receives a stock dividend of 100
{:er cent. When he sells that stock and gets cash—we will assume

e sells for par, for the purpose of our illustration—he, of course, is
in the same position as the man who receives the $100 in cash, and
we recognize that the same principle of taxation should apply in
either case. We therefore suggest that if this situation is to be met
it can be very simply met by an amendment to subdivision (A) o
sections 2 and 10 of the existing law, so that it shall read as follows—
I will not quote the language which includes stock dividends as part
of the dividends to be taxed, but we suggest adding at the end, re-
ferring to stock dividends:

Which stock dividends shall be conslilered Income—
Which is the language of the present statute—
when realized by the sale thereof to the amount realized therefrom,

So that if a stockholder sells his stock and gets cash for it he
then becomes subject to the income-tax provision of this law, exactly
3:5 g,l&on h he had received an equal amount in the form of a cash

ividend.
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. Tf you do not see your way clear to adopt that suggestion, there
is another possible way of meeting what seems to be a very great
injustice of singling out this comparatively small class of property
owners for a tax, in effect, on their capital, by a proviso such as this:

Provided, hnwever, That in determining the additionanl taxes fimposed by
this act, stock dividends declared prior to the passage of this act shall not
be fncluded In the fncome upon which such additions! taxes shall be assessed.

If that suggestion were adopted the existing tax. ~ith full knowl-
edge of which these stock dividends were declared, wonld a(rplv.
But the war tax, which no one anticipated when these stock dividends
were declared, would not apply, and of course it is perfectly mani-
fest; gentlemen, that no-corporation in its senses would have declared
a stock dividend of 100 per cent or of 200 per cent early in this year
if it contemplated that by so doing it was subjecting its stockholders
to the imposition of this enormous tax, not upon their income, but
upon their capital. -

So either of these two suggestions would meet what I call the
unfairness of the tax sought to be imposed on the stock dividends.
But the first suggestion—that is, the one subjecting the dividend
to taxation when reduced to cash by sale—seems to me is the logical
suggestion, inasmuch as it goes to the root of the question and places
the stockholder who receives a stock dividend in precisely the same
position as the stockholder who receives a cash dividend, so far as
this scheme of taxation is concerned.

I want to close by saying that it does scem to me that it is good
governmental policy to encourage corporations to continue their
policy of paying stock dividends, because the more stock dividends
are paid, the greater is the investment tied up irrevocably in these
enterprises, upon which the Government and the country depend in
so great a measure for their prosperity, and I think it would be a
distinct misfortune if you adopted a taxing scheme such as this,
which would make it practically impossible for corporations to thus
increase their permanent investments by the declaration of stock
dividends against surplus.

I thank you very much for your consideration.

The Cuamyax. We will now hear Mr. Kratz.

STATEMENT OF MR. JOHN A, KRATZ, OF WASHINGTON, D. C,
REPRESENTING THE LACKAWANNA STEEL CO.

Mr. Knatz. Mr. Chairman, Mr. Cravath did not cover a sugges-
tion which I would like to make. The Lackawanna Steel Co., like a
number of other corporations, controls, through stock ownership, sev-
eral subsidiary corporations. For business reasons, as well as because
of the requirements of State laws—forfeitures and penalties to which
they are subject—it has never scen fit to consolidate its subsidiary
corporations in itself,

nder the proposed House bill these subsidiary corporations will
pay the income tax, and the Lackawanna company, which controls,
through steck ownership, the subsidiary corporations, will in turn
also have to pay the income tax upon dividends received upon the
stock of such subsidinry corporations, which necessarily and natu-
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rally results in double taxation. This situatjon could be remedied, as
it has been in the excess profits feature of this tax law, by a provision
exempting from taxation dividends received from the stock of the
corporation which itself has already paid the income tax. If such
an exemption is not included in the Jaw, as I have stated, it will
subject such corporations as the Lackawanna Steel Co. to double
taxation. That company is not a_holding corporation in any sense,
but an operating concern, operating itself and through subsidinry
corporations. One of the principal reasons why it has never con-
solidated its subsidiary corporations is that under State laws its prop-
erty would be subject to escheat, and for that and other reasons it
has kept these subsidiary corporations as entities.

Senator Towxsexp. Let me call your attention to this provision
of the law. .

My, Krarz. I suggest a similar exemption, which exactly covers
the situation, as is provided in section 204 of the proposed bill.

The Cuairman. What page?

Mr, Krarz, That is page 8, section 204, the fourth line from the
bottom of that section, which reads:

Income derived from dividends upon stock of other eorporations or partner-
ships which are subjeet to the tax fmposed by this title shall be exempt from
the provisions of this title.

The CraryaN. You suggest that that be incorporated ?

My, Xrarz, That a similar provision be incorporated, so far as the
income tax feature of this act is concerned. Otherwise it will neces-
sarily result in double taxation npon the same capital. I thank you.

T wish to submit a brief on behalf of the Lackawanna Steel Co.

The Ciatrymax, It will be printed.

(‘The brief referred to by Mr. Kratz is here printed in full as
follows:)

Sveerstions ox House Binr, 4280, ENTITIED “A BIin 70 ProviDE REVENUE TO
DeFRAY War EXPENSES, AND FOR OTHER PURPOSES.” ,
1

T'a the Commitice on Finance, United Stales Senntc:

On behalf of the Lackawanna Steel Co. we respectfully beg to call the com-
niittee’s attention to the following:

The Lackawanna Steel Co. In the usual course of its business operates In
many ciases through subsliiary compantes. In several Instances this has been
rendered necessary as a matter of law, hecause as a New York corporation It
can not hold title to coal lnnds In the State of Pennsylvanta, and consequently
operates its large coal propertics at Ellsworth, in Washington County, and at
Wehrum, in Indiana County, through Pennsylvania corporations.

Again, most of its Luke Superlor ore properties are operated through sub.
sldiary corporations; in some cases for legal reasons and in other cases as a
matter of business expeidliency.

As the income-tax provislon of the proposed House bill is worded, these
subsidiary corporations of the Lackawanna Steel Co. wiil not only pay the in-
come tax therein provided, but the Lackawanna Steet Co, itself, as the owner of
the capital stock of such subsldlary corporations, will also have to pay the
income tax on the dividends recefved from such stock ownership. Obvlously,
this will result in double taxation under the proposed House bill.

To prevent such double taxation upon the same capltal, it Is suggested that
tlie Incone-tax provislon he amended so as to exempt from taxatlon income
deriveqd from dividends upon stock of other corporations or partnerships which
are subject to the tax Imposed by the §ncome-tax provision. Such an exemption
s found in section 204 of the proposed House bll), which relates to the excess
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profits tax and which Is apparently intended to prevent the double taxation of
excess profits,

To work justice and to obviate the burden of paying double taxation on the
proposedl increased rates, it (s hoped that a provislon simitar te that found
in section 204 may be Incorporated In the provisions of the Income tax.

Lackawanna Stee) Co. does not object to the payment of the income tax, nor
tloes it object to the rate thereof. Its sole reason for appearing here is to bring
to the attention of the coinmittee the ohvious Injustice of its being compelled to
pay the tax twice.

CHARLES HENRY BUTLER,
JoHN A. KRarvz, ’
Attorneys for Lackawanna Steel Co.
1537 I STREET NW,,
Washington, D. C.
" The CHatryMaN, Mr. Wakelée, you may proceed now.
STATEMENT OF MR. EDMUND W. WAKELEE, OF NEWARK, N. J,,

VICE PRESIDENT OF THE PUBLIC SERVICE CORPORATION OF

NEW JERSEY.

Mr. Wakerge. Mr. Chairman, I simply want to emphasize the
point made by the last speaker. The stock of the great public
utilities companies in New Jersey is held by the Public Service Cor-
poration, and all the financing necessary to carry on these enter-
prises is done through the corporation, the parent company, and if
this tax is exacted from the operating companies, and then from the
parent company, it will be double taxation; and especially in the
case of the utilities, which are having considerable difficulties, as the
committee knows, anyway, and it would be a very serious thing if
this tax were exacted.

The Cuammax. The oral hearings upon the income tax will be
considered as clesed. With veference to the filing of briefs. T wonld
like to say that we would be glad to have the briefs just as quickly
as they can he preparved. We expect to close these hearings early
next week, and we hope all the briefs will be in by that time, so that
there will be no delay in printing the hearings, including the briefs.
Unless the briefs arve in by the time the hearings close we will not be
able to print them with the oral hearings. We might have a separate
volume of them. but they would not be incorporated in the same
docwsnent with the oral hearings. I think it is of some advantage
that they should all be printed together.

Now. with reference to briefs, while we would much prefer that
the arguments be covered in one comprehensive brief, we weould re-
ceive more than one brief upon the same subject, especially if there is
some differentiation in the conditions of the different units of the in-
dustry to be affected by the tax.

The CuarMax. We have now disposed of TitleT.

ADDITIONAL BRIEFS RELATING TO INCOME TAX FILED WITH
THE COMMITTEE.

AMENDMENTS SUBMITTED BY CULLEN & DYKEMNMAN, OF NEW YORK,

Amend Title I of the bill (H. R. 4280) as follows:

Sectfon 4, page b, line 18, stril.e out the period and substitute a comma and
ald the following words: “ as hereby amended.”

Add a new section after section 4, page b, of sald bill, to be known ns section
5, and reading as follows:

“ Srkc. 5. That section 12 of the act entitled *An act to Increase the revenue,
and for othel' purposes. approved September 8, 1018. is hereby nniended hy
adding n new paragraph at the end of subdivision (a) of said section, to be
deslgnated * Fifth and reading as follows:
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“¢Fifth. The amount recelved within the year as dividends upon the steck or
from the net earnings of any corporation, joint-stock company, or assoclation
which is taxable upon {ts net income as herein provided.’

“Anid he further amended by adding a new parvauraph at the end of sub.
division (5 of salid seetion 12, to be desizonted © FifOy' sand reading s follows©

“* Fifth, The amount recelved within the year as dividends upon the stock
or from the net earnings of any vorporation, joint-stock company. or assoeiation
which Is taxable upon its net income as herein provided.'*

The reaxon for the forezoing amendments consists in the fact that at the
present time there Is a doulte tax, in so far as the normal fncome tax Is von.
cerned, In cases fn which one corporation holids thie stoek of another. The
House commniittee has eliminnted this feature of double taxatlon with regara
to the excess-profits tax, but apparently has failed to notice the double taxation
remaining as to the normal tax. Tt is obvious that the same prineiple of fair-
fiess requires these further amendments,

Aniend Titte I of the bilt TuFther, as follows: :

Sectlon 5, page 5, line 19, strike out the fugure “5" and substitute the
figure “@."

Section 3, page 6, line S, strike out the periml, substitute a eolon, and add
the following words:

“Provided, however, That the provisions of this section shall not he deemer)
to apply to any corporation, joint-stock company, or assoctatlon which shai)
in good faith have closed aut nr otherwise disposed of its business and dis-
tributed its net assets on or before the 1st day of May, 1017.”

The reason for the foregoing awmendment cousists in the fact that all cor-
porations when Hauidating and closing out thelr affuirs necessarily reserve
sufficlent assets to pay their debts, but customarily distribute the remainder
of their ussets among their storkholiders, This situntion has doubtless oceurred
in a great many instances, amd (t would be unjust. hniieed, if not fllegal, to
attempt in such cases to force the payment by the corporation, after distribu- -
tion, of the retvmactive tax, which, of course, (did net constitute a debt prior to
the passage of the present bitl,

Brief Filed by Mr. John A. Kratz on Behalf of Pickands, Mather & Co.,
Relative to the Income Tax on Subsidiary Corporations.

CoMMITTEE ON FINANCE,
United States Scuale:

On behalf of Pickands, Mather & Co., n copartnership, we respectfully beg to
cull the committee’s attention to the following:

As o matter of husiness convenlence, our clients have heretofore from time
to time caused various subsldiary corporations to-be organized for the opera-
tion of thelr respective propertles,

As the income-tax provision of the proposed House bill is worded, we under-
stand these subsidiary corporations will not only pay the income tax provided
therein, but our clients, as the owuers of the capital stock of such subsidiary
corporations, will likewise have to pay the normal income tax on the dividends
derived from such stock ownership. This obwiously results in double taxation.
For instance, one corporation, whose stock ownership Is divided and subdi-
vided, an income tax will be paid four tiimes on part of the same profits.

We are advised that this injustice ts proposed to be remedled in the House
bill, so far as excess-profit taxes are concerned, by an exemption in section 204
of the House bill, and we respectfully submit that a simllar exemptton should
be Inserted in respect to the proposed income tax.

Our client does not under the present exigencies object to the rate of the
income tax. nor the rate of the excess-profits tax, but wishes to draw tha
attention of this commiftee to the fuct that the customary business mettiods pre-
valling here, and, as we are advised, generally throughout the country, make
this system of taxation, as provided in the bill, double, treble, or even quadruple
taxation of the same profits, which we do not believe Congpess desires to impose
on the business interests of the country.

Very respectfully submitted.

Hoyrt, DusTiN, KELLEY, MCKFEEHAN & ANDREWS,
Attorneys for Pickands, Mather & Co.
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Suggestions and Remarks Submitted on Behalf of American Telephone &
Telegraph Co. by A. E. Holcomb, Assistant Secretary.

The suggestions made hereln are so made with the single purpose of alding
in the clarification and simplification of the proposed bill and of the existing
income-tax law, to the end that they may be more effective measures for
securing the needed revenue. They are made, furthermore, with distinct and
definite appreciation of the serlous crisis which confronts the Natlon. The
Anerlean Telephone & Telegraph Co. and its assoclated companies are now
and have been fully alive to their responsibllities and their opportunitles to
render appropriaie and efficient services. They have already furnished sub-
stantial evidences ¢f thelr ability to be of service to the Natlon through ar-
rangements which have for some time existed whereby the services of their
tralned employees and technlcal experts have been placed at the disposal of
the varlous departments of the Government. Thelr facilities have been devel-
oped In such a wa{ that the needs of the Government for immediate and widely
extended communication are being met in preference to the commercial require-
ments of its other patrons and subscribers and at rates below the cost of the
services 8o rendered.

It Is thought that so much at least with reference to our attitude may be
submitted without unduly emphasizing he suwme and merely for the purpose of
assuring the Congress that our suggestions sre made with the purpose of safe-
guarding our facilities and of preventing, ns far as possible, any deterloration
from the standard of service which it is our aim and purpuse to effectively
maintain, It 1g, of course, to be assumed that the burden of taxation which
it is necessary for all to share must occasion a certain amount of hardship and
will greatly straln the business organizations that have been bullt up over a
long perlod of time and hy constant and determined experimentation and scien-
titic research, This strain will be felt most definitely by this system which is

" built upon the fundamental conception that teleplione service to be perfect mnust

be universal, {ntercoinmunicating, interdependent, and under one control; that
alt the units must be so reluted, one to the other. that the combined result shall
be a harmonieus and comprehensive developnient, The bearing of these ob-
servations will perhaps appear in connection with some of the suggestions that
we shall make below:,

I. REMARKS ON PENDING IILL. H. R, 4280,

These remarks wilt follow the text of the bill without regard to the relative
importance of the suggestions, it being our desire to suggest not only changes
which, to seme extent. may affect the yield of the tax, but also such as will
reduce to the minimum the possibility of confuston in administration and in-
terpretation. .

Page 2, line 1: The tax here imposed s stated to be a *like normal tax.”
This at once ralses the question as to how this will be construed In connection
with the contracts which have been made by some corporations whereby they
have agreed to pay the Interest In full upon honds without deduction for the
“normal” tax. The existing income tax law requires a withholding of the
“normal ” tax, and it is assumed that if this additional tax is also to be called
a “normal ” tex. the claim will be made that it is covered by the contracts re-
ferréed to, If this Is permitted, a most =erlous situation wil arvise and one
which will easily be seen to Immpose a hardship upon the corporations aftected.
The fullacy of the clalm made with respeet to these conteacts, namely, that
they were In the interest of the corporations and that the corporations re-
celved In advance a price for thelr bonds commensurate with the consideration
will readily be seen. No one ean fairly claim that the corpurations coutd have
had in mind any particular rate of tax, and therefore no definite consideration
could have been contemplated.  Whatever inay be sald™as to the fallacy of the
clalm that any substant!allf ndditional amounts were received for the bonds
which were sold before any income tax was in contemplation, certainly it cannot
but be admitted that no further tax should be imposed upon the corporations
through the requirement that a further * normal* tax must now be nssumed
by them. Our suggestion Is that the tax Imposed by this act shoutd not be de-
fined as a “normal” tax and we feel that no withholding should he rvequired
lf)grthor than is required under existing law. ‘This matter will be elaborated

low.
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Pa%e 4, section 3: In this sectlon the exemption from the income tax Imposed
thereby s lowered to $1,000 and $2,000, respectively, and it is to be noted that
this action meets a widespread criticlsm which lias been made of the existing
income tax law. It has been feit by a very large number of persons, both
those without particutar technleal knowledge of the subject und also by students
and experts, that the American Income tax law carried altogether too high an
exemption, Even conceding the great increase in the administrative detalls
which will result, it must be admitted that the sharing of the general burden
even to a small extent by ut very much larger number will conduce to more
general satisfaction with the situation and thus tend to offset the Increased
difficultles in admioistration.

In an attempt to reduce the administrative ditliculttes, the framers of this
bill have overlooked u most Important factor which Is present in connection
with all income taxation or, for that suatter, with all taxation which is aimed
at individuals aud does not attach to visible tangible property. We refer to .
the evaston which must be prevented, Such evasion comes not alone and per-
haps-not mainly by intent, but from a large_number of causes having no such
element. It §s therefore miost essentiul that definite provisions to prevent
evasion shall be Introduced. The provisions which would comnonly he sug-
gested are that a system of information be estublished whereby the Govern-
ment would be put in possession of the names of persons to whomn amounts
are pald equal to or in excess of the minfmum exemption. ‘T'o cover this point
it is suggested that the following provisiun Le inserted in this paragraph:

“All persons, firs, copartnerships, compantes, corporations, joint-stock com-
pantes, or associutions and insurance companles in whatever capacity acting,
including lessees or mortgagors of real or personal property, trustees acting in
any trust capacity, executors, admintstrators, agents, recelvers, conservators,
employers, and all oflicers und employees of the United States, making payment
to unother person, tirm, or corporation of interest, rent, salury. wuges, pre-
miums, annnities, compensatfon, remwuncration, emolument, or other fixed or
determinnble annual gains, profits, and fncome exceeding $2,000 {n any taxahle
vear ure hereby authiorized amd required to report to the collecter of Internal
revenue of their respective districts the amount of such annual giins, protfits,
and income and the name and address of the person, tirm, or corporation to
whom or which payment was made.” -

It Wil be seen that this chause relates to payments other thau intevest on
coupon bonds, Information as to such interest is alvedy supplied  through
the system of certificates in force usnider the existing law, so that it s unneces-
sary to make any further provision therefor,

The precise bearing und effect of the matter contained from the word * until
i dine 22 to the end of the section Is not apparent, but huesmueh as the existing
Iaw requires withhiolding at the 2 per cent rate on payments exceeding $3,000,
and as the matter above suggested would fully protect the Government as to
paynients under that amount, it would not seem necessary or wise to introduce
the further complication of withholding with respeet to this tax.  We have in
mind, also, the suggestion nitde above as to the serlous difiiculty arising from
requiring further withhiolding from interest on coupon bonds, For these
reasons we suggest that these lines Le stricken out, 1t would seem needful
also to insert after the word * shall,” at line 7, the words * except as herein
provided.” .

We would also suggest that in this act the collection of the tax should be
further safegunrded by roquiring returns in the case of these having gross
incomes of $1,000, Instead of permitting persons to determine for themselves
whether their net incomes do or do not exceed $1,000,  To aveomplish this the
word “net” at line 17 should be omitted und after the word * incomes™ the
words * from all sources” should be inserteds and in line 1S after the word
“of ” insert the words * net incomes of.” As will be seen below in our cons-
ments upon the existing law we woull suggest thut this law also shoutd he
amended so as to require returns from all having gross incomes egual to the
amount of the exemption. ‘This. however, would be unnecessary during the
existenice of the law now under conslderation as It subjects all persons to the
lower exemption.

Page 3, section 4: This section fimposes an additional tax upon corporations
of 2 per cent upon their net income for the year 1017, and we tuke occasion to
earnestly submit that in computing such tax. dividemds derived from other
corporations. subjoct o the sntne tax, should not be included as taxable income
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of a corporation. The objections to such a course have been brought to the
attentlon of the Congress on various prior occaslons, and in this connection we
may refer to the suggestions and remarks concernig the incoine-tax provisions
submitted by us June 14, 1913, to be found among the hriefs and statements
filed with the Commitiee on Finance of the United Stutes Senate at that time,
(See p. 2000.) The peculiar hardship upon publle-service corporations whose
activitles are carrled on under existing State laws and regulations was referred
to in our suggestions made at that time. In general, it is to be noted that no
comprehiensive system for the transmission of intelligence by electrical agencies
can be established which will furnish adequate and satisfactory universal
service unless there I conmplete and thorough-going centralized contro! and
supervision, Such control, however, can not he carrled on under existing
statutes without the formation of so-called subsidiary corporations. These
corporations, being once organized, may be effectively brought within a com-
- prehiensive unitied and stamdardized systemn of operation, and this is the existing
situatlon with respect to the telephone system for which we are speaking.
The control necessary to secure effective service demands that all the units
within the system shall be maintained at thelr highest efliclency, and this Ia
turn requires unceasing supervision on the part of the controiling ageney. In
the telephone business, as perhaps In ne other business, fs there such need for
constant appleation of sclentific research and experlmentation in order to adjust
the physical plant to the unending changes in the art and the changes thrust
upon it by action of other forces which are constautly operating to disturh the
dellcate electrical adfustments. Such a sttuatfon resuits In a :~istant need for
renewal of and change in existing plant and appartus. The Industry s, furs
thermore, still fr from its ultimate development, so that there Is at all times
the necessity for providing fumds for additional plant as the service extends
to more remote areas and to meet the demunds of the Inereased commercinl
activities, Such considerations as these throw i strain upon the controlling
organization which is called upon to furnish the necessary funds for the great
expenses thus necessitated by renewals and extension,  Such funds are con-
stantly dematcded, in many instances without the assurance of immediate veturn
by way of dividends.

This hasty review will Hlustrate the hardship and burden placed upon the
organization us a whole when the income tax is imposed o as to, In effect,
operate nut once but several times upon the sanie opernting income, dnce when
it comes from the users of the xervice to the intermdiary corporation and
again when it Is passed on from that corporation to the central corporation,
possibly passing, In the meantime, through other intermediate corpurations.
It seems apparent that this effect of the income tax was not apprecinted at
the time of its original ennctnent, because it can not be thought that the Con-
gress would definitely deterniine to impede the itevelopment of a service which
is of such vital importance to the citizens and as to which it Is most necessary
that it shall be not only at ail thnes efficient, but remdered at the very cheapest
possible rate consistent with the cost of furnishing it. One of thesc costs is,
of course, that of obtaining the necessary fuins promptly and in large amounts.
The doubling and multiplying of taxes upon the same real husiness organiza-
tion must, In the long run, to the extent that it lessens the attractiveness of
the Investment, to that extent retard the development svught, For It must
be remembered at all times that these operating units are conducting their
business under strict supervision as to rates and charges, and that therefore
the Increased costs, whether of labor, material, taxes, or otherwise, can not
be effectively passed on to the consumer with the m‘)ldlty which would be
necessary to offset these inereased costs. Under regulatlion—natlonal, State,
and municipal—the operating companies ate at all times forced to offset in-
creased costs to a great extent throngh more effective and cheaper manage-
ment, or, falling that, they must reduce the qunlity of the service or deprive,
at least temporarily, the investor of adequate return. In such a situation the
central controlilng organization can only partially prevent definite diminution
of its resources and of its ability to keep the systemn intact and at all times
efiictent. It is not to he denied that such a course must lead efther to further
fncreased rates or deterloration in the service through lessening of the re-
sources kept for the protectlun of the business. The fnvestor must secure a
return commensurate with his risk or his funds will seek jnvestment else-
where. Taxation, which Is thus piled up, as it were, upon the operations, even
though it may be endured for n time, wust- eventually result fn serious detrl-
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ment. The insidlous nature- of such duplicate taxation is particularly ap-
parent when applied to a system under such control and such standardization
as that of the system for which we speak, . Excessive taxation upon the lo-
come of an operating company might easily quickly result in disaster, the
result being merely reorganization with consequent disturbance to the patrons.
The very control and supervision which prevents such a disaster and main.
tains the Integrity of the units also prevents the immediate effect of excessive
taxation and postpones the result. It is none the less excessive without justifi-
cation and disastrous in its final results.

There is a further very practical result of the excessive taxatlon caused by
the duplicate taxation of Income represented by dividends, It creates a dis-
crimination against one single class of taxpayers—the common-stock holders.
They are necessarily forced in the first instance to stand the strain of any ex-
peuse which can not immediately be absorbed in the operating expenses and
thus passed on to the consumer, so that they, and not the preferred-stock
holders are the ones who feel the burden of an excessive tax. They are already,
under the existing income-tax law, forced to un expense not contemplated in
many instances when thelr investment was made. They must pay the tax of
the bondholder who, as creditor, has to the extent of 90 per cent in amount of
the"bond issues been successful in throwing the tux properly due from him
on them, .

The sponsors of the present law have carefully and correctly called attention
to the fact that the real number of {ncome-tax payers should include the 2,000,000
or more Individual stockholders in the 160,000 corporations, taxable on their
net fncome, Accepting this statement it seems quite appropriate to submit that
those milllions of Individual stockholders should not he subjectel to diserimina-
tion In the manner above Indicated.

This discrimination is the more unjust in that it affects most emphatically
the small stocklinlder—the one not subject to the supertax amd who is thus
least able to carry the load of taxation, while the preferred-stock holdei and
the hondhnlder are, as shown above, remotely or not at all affected.

It Is submitted that fn an effort to eradicate any injustices In the Federal
income tax, in order to retuer it an appropriate instrument of peritauent re-
liance by the Federal Government to supply adequate revenues, attention
should now be given to the removal of all Just causes of complaint on the score
;)f discrimination. One of such complaints s surely that of the conmon-stock
older.

To cover the proposition above elahorated, we submit that a provision similar
to that inserted in Title II at page S, lines 19-22, be inserted here at line 18 of
page 5. by adding the following: * Except that income derived from dividends
upon stock or from distributlon of profits of other corporations, joint-stock
companies, or assoctations subject to the tax imposed by this title shall be exempt
from the provisions of this title,” and we would also substitute for the word
“ fneomes * at line 16 the word * basis.”

Page 5. sectlon 5. In this sectlon there is introduced the retvoactive income
tax upon both {ndividuals and corporations. It Is deemed unnecessary to elabo-
rate upon the injurlous nature of a tax imposed upon Income, particularly a
husiness income, after the accounts for the year have heen closed and the finan-
clal status determined. It is to be assumed that full consideration will be given
to this objectlon before final action is taken.

-It 13 not clear that persons and corporations that have pald taxes for 1016,
based upon a fiscal year fixedd by them, are brought within this sectlon which
seems to apply only to income received for the calendar year. There might be
inserted after ¥ sixteen* at line 24 the words “ or In a fiscal year ending during
sald calendar year,”

Here ngain we would suggest that the same consideration as to income from
dividends recefved by corporatlons, referred to nbove, applles, and we would
suggest that the same clause suggested for Insertion at section 4 be Inserted
at the end of this sectlon,

TITLE II. WAR EXCESS-PROFITS TAX.

Page 7. We are uncertain as to how the language of section 202, found at
page 8, Is to be coustrued. Very obvious doubt 18 raised as to the whole section.
It is difficult to se¢ how the actual cash value of property can now be deter-
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mined for which stock was Issued perhaps years ago, since which thme reorganl-
zations, consolidatlons, or liquidations may have taken place, making it prohlem-
atical, a8 to an existing corporation, what value is now to bhe taken as present
in its shares representing property which may have been acquired by its prede-
cessor in title,

An (tem of consiilerable interest to a large number of corporatlons Is as to
what is to be construedd to be the treatment of speela! funds built up through
direct transfer from surplus or reserves to protect its employees, comuonly
calledd * employees benefit funids.”  Modern accounting and the regulations of
the Interstnte Cornmerce Commisslon would appear to construe these as fumds
“employed $n the business” and it certainly Is n necessity under modern con-
ditlons that such funds be mafntained. It will be unfortunate if in any way
these fundds were to be jeopardized through excessive taxation,  The word surplus
ftself is far from definite in its applieation, 1In reality, all necumulations remnain-
ing after the declaration of & dividend are surplus, but the recount is often
subdivided into varlous reserves, It would seem appropriate to Inchwle
reserves as a part of the capital invested within the meaning of the nct. 1t
seems to us that the languayge of the sectlon, as it was amended by the Nenate
in 1017, sald-amendments not having-been carrled- into -the act as passed, Is
more satisfactor) than the present language. We submit, however, the follow-
ing: Beginnlog at line 1, on page 8, * stock or shares in such corporntion or
partnership and, (3) pald in or carned surplus or reserves and undivided
profits used or employed) in the business or held for the protection of its assets
or as a fund for the benefit of its employees. The value of good-whll, trade-
marks, trade brands, or.franchises included in the capital fnvested shall not
exceedl the actunl cnsh value thereof at the time of the assessinent,”

Page 8, section 204. At line 20 of this section by inadvertence, dividends upon
stock of partnerships are referred to. ‘There should be inserted hefore the
word * partnerships” the words * from distributions of profits of.”

TITLE V, WAR TAX ON FACILITIES, ETC,

Page 21, line 3. At this point the tax upon telephone service is proposcd,
Exidently the intention was to provide one sort of tax for the ordinary tele-
phone exchange service and another for toll messages. It should he notedl
that to o very large extent at thie present time telephone service is rendered on
the basls of the so-called * measured service® plan under which payment fs
made, with cortain Himitations, on the basis of the munher of calls made, It will
be apparent that in such case the service is in the nature of a.toll service and
that If very few calls are made the miniimum amount of the contract would
make the rate per message high enough to throw the service Into the toll-rate
section; which would cause a vast amount of confuston in administeation and
computation, To make the matter cortain and in accordance with the evident
intent, it Is suggested that after the word * telephone” in line 3, the word
¥ exchange ” be Insertext,

Page 21. line 9. To be consistent with the language in connection with the
tax on other services, the words “the amount pald for*” should be inserted
after the word “upon,” and the words from * which” to * exchiange” at line
10 should be stricken out,

I'age 22, tine 23, Unless some particular reason therefor is to be shown, it
Is. suggested that returas for this service be made quarterly rather than
monthly. In any event, it would seem appropriate that the Commissioner of
Internal Revenue might have jurisdietion as ta tils matter. and we therefore
suggest that the word * monthly,” at line 23, he einittedd, and that on page 23,
1ine 4, after the word * manner ” the words “ and at such times " he inserted.

Page 23, line 13, It is apparent that the language Is fnadequate to confine
the tax to advertising other than the so-called outdoor or biliboard ndvertis-
ing. ‘The words * newspapers” and * perlodicals” are not sufficlently inclusive.
We therefore suggest the addition of the words * and other publications.”

TITLE VIII. \WAR STAMP TAXES.

Page 43, tiue 21, The application of this ¢cluse to sales of telephone plants,
which, while in reality nothing more than personal property, yet in Iaw in some
Jurisdiction, partake of the character of realty, will apparently subject these
transactions to taxation when other bills of sale are not fncluded. The ordi-
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nary case of the transfer of duplicate plant woulid hardly seews to be intendedld
to be taxable. It is suggested thut at teast the tax shonld onty attach in
eases when the conveyanee is recordedt.  After the word ** when,” line 25, iusert
* the nstrament affecting such sale or transfer is recorded amd”

Page 45, Hue 7. It ix not understomd that, the intent is to fmpose o tax upon
the usund vouthie instrament tndorsed upon a certiticite of stock empowerlng
the transfer elerk of n corporation to enter the transfer upon the hooks aml
which takes the form of a power of attorney. The teansfer Is fiself taxed hy
subilivision 4 of the same title. We suggext the addition of the following at
the end of the sutddivixion (line T) “or for the transfer of capital steck when
stich teansfer §s taxed ns provided fn sululivision 4 of schedute A of this title.”

Page 51, line 12, By this sectton provision is mude for the use of unused
stamps in possession of taxpayers, hut It is not certuin that thix covers tnaxes
Impoxed when the tax is at the same rate as under previously existing rates, It
seens unnecessarily cambersome to require taxpayers having stiunps on haml
which they may now redeem to do so and purclnse new stamps for use under
tl'nie no\\; taw,  We suggest the following to he addesd at the end of the section
(line 12) :

“Any stimps now i the innds of taxpayers purehased by them for use i the
payment of stump taxes hmposed by the act entitlel *An-act to-increaxe the
internal revenue, and for other purposes,” approved October twenty-secontl,
nineteen budred and fourteen, or under that et as amended and extended hy
the resolution of Congress npproved Decvintier seventeenth, nineteen hundred
und fifteen, way be used hy sueh taxpayers to the nmount of their face valite in
payment of staiup taxes imposed by thix act,”

PPage 52, line 23. The coxtension of the modiflesd rate on second-class matter
i apparently intended to Lie given to all publications elrenlated fn the fnterest
of the public welfare where such publivation s maintained by voluntary contri-
butions and without private profit. The deseriptive lnnguage is. however, in-
adequate to cover all sueh organizations,  For (nstance, sclentiic perfodicals
are havdly coveral, It fs suggested that all <uch should be elearly ncluded and
that the worild * or* at line 23 shonlil be stricken out wul the words * or other
fnserted after * fraternnl.”

1. SUGGESTIONS ON THFE EXISTING INCOME-TAX LAW,

The suggestions made here are such as our experience has demonstrated to he
appropriate to vender the administration of the law more definite, to reduce the
doubt and uncertainty now existing at certain points, nud to ellminate ns far
as possihle the delay and expense eaused by contticting interpretations of certain
provisions. Tt will he apprecinted that lnrge taxpayers, particularly corpora-
tions, tn making thelr returns, are necessarily foreed to acrept that construction
of the Iaw which s most favorable to then when existing decislons of the courts
are at variance with the rulings of the Preasury Departinent.  This practice
resuitx in the accumulation of claims vequiring much titne and conslderable
expense to pursue. It often disturbs amnd disarranges the necounts, It Is sub-
mitted that it woeuld be highly desirable and in the interest hoth of the Govern-
ment and the taxpayer to eliminate as four as possibile all doubt as to the intent
aml meaning of the law.  ‘Fhis douht exists in xome cases by reason of inade-
quate and fudelinite nguage used.

We include also some suggestions affecting more funlamental matters anl
the yleld of the tax, some of which have no especlal bearing upon this corpora-
tion, upon the assumption that it is desired to perfect the measure as ocenston
offers in order to bring about all possible contidence §n the minds of taxpayers
in its essentlal justice and equity.

In the first section (sectlon 1 (1)) the word *individual ® is usel. To be
consistent this word should be used elsewliere fn the act where such is the
intent andd yet in numerous places the word * person ™ is found, for instance at
1 ()52 (n), (D): 7 (a): 8 (n), (b); 9D (a).

Kection 2Gr). The Tust elause has given rise to diflicnlty which has been met
by n ruling. To ke it definite, the clause as to stoek dividends might read
“to the amount of the earnfugs or profits so distributed.” The effect of the
words “cush value” ix open to doubt,

Sectlon 2¢(b). This paragraph Is obseure and seems to be based upon the
the theory that income as such is the subject of the tax instendd of the true
theory that it Is a person who Is taxed. (See Brady v. Anderson, U. 8, C. C. A,
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Feb. 8, 1917,) The tax upon estates niny well be omitted, leaving the tax to
take effect upon the individual’s income from an estite nfter distribution,

Section 2(c). Incorue derived from sales of capital assets by one not a dealer
would not appear to be true fncome hut a change In capltat assets, and this has
been the construction by the courts. The sixteenth amendment, authorizes only
the taxatlon of *Income.”” (See Lynch v. Hornby and Lynch v. Turrish, 236
Fed., 661 and 653; and §o. Pae. Co. v. Lowce, 238 Fed., 847.)

Sectlon 4. It would appear to be appropriate and not unconstitutional to
impose a true income tax on State officlals. They are genc-ally not desirous
of the exeinption. It seems unwise to exempt the securities Issued under the
farm-loan act when such securftles reach the hands of the ulthuite investor.
The“flreatlng of exempt securitles in this way should he lmited as far as

e,

Section 5(a) fourth, Same comment as to section 2(c) above.

Sectlon 7(a). It Is suggested<that it would be wise tn the interest of prop-
erly safeguarding the law, that the present practice of permitting hushand and
wife to make a joint return be definitely stopped. The practice is altowed by
existing rulings, although sectlon 8(b) appenrs to distinctly require a return
from * each person of lawful age.” Tt is understood that the practice has been
Justified by the reference to joint exemption in tits sectlon (7¢(a)}). It would
seem appropriate to insert after the first proviso the following: * hut each shall
make a separate return.”

Sectlon 8(b). This sectlon permlits a person to determine for himself whether
he has a net income of $£3,000 or not. Naturally, his tdeas of expenses, exemp-
tlons. and deductions will be liberal, It is suggested that each person having
a gross income of $3,000 should be required to make a return, leaving it to the
Government officials to determine his taxable status. To accomplish this we
would insert after “ having” (fourth line) the words * income from all sources
of $£3.000 or over.”

Sectlon S (£). 1t would be helpful from the standpoint of administration and
for statistlcal purposes that nll items of exempt fncome should be stated in the
return, Such a check is needed., To accomplish this, insert after *from,”
line 1. “ all sources fncluding exempt income and income derived from.”

Section 9 (a). At present a person suhject to both normal and additional tax
may show In his return overpayment of normal tax (through * collection at
source ) and yet he must pay the full additional tax and be compelled to file
a claim for refund of the overpayment of normal tax, with the consequent
trouble nnd delay. It would appear quite possible to provide here that in
computing bis total tax overpayments of normal tax, if any, may he offset
against the additional tax and the net balance only assessed. The matter
might be covered by adding at the end of the subdivision the following:

“In case a taxpayer is subject to hoth the normal and the additional tox,
if upon an exainination of his return it appears that by reason of dedunctions,
exemptions, and credits allowed a credit exists in his favor on nccount of the
normal tax, suchb credit may be applied to his additional tax and the net
amount only assessed against him.”

Section 9 (g). 'fhe danger of permitting the custoin of making econtracts by
one to pay the incone tax of another is obvlous as teuding to break down the
fucome-tax law.

It Is desirable that the prohibition against such contracts In the future at
least, if not as to the past, should be carefully guarded agaiust. This subject
was fully explained by Senator Willilams in the debate in the Senate. (See
Con. Rec. vol. 53, p. 13204, Aug. 28, 1916). The clause contained in the
Senate amendments to the hill of 1916 and again reiterated in the report from
the Committee on Finance of the Senate to accompany H. R, 20573 (Feb. 13,
1017) I8 as follows, which might he inserted in this section after the word
“ same " before the last sentence in the next to the last paragraph:

“ No taxableé person shall he released from the payment of income tax, and
any contract hereafter entered into for the payment of any interest, rent, or
other fixed or determinable annual or periodical payment without allowing
any deductlon aunthorized to be made by this title or for the relmbursement
of any amount so deducted shall be void.”

Sectlon 10. We have above herein discussed the injustice of taxing the divi-
dends recelved by one corporatlon from another, thus doubling and voften
multiplying the tax on the same real business, It would seem an appropriate
time to correct this injustice by amendent of the original law in addition to
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removing it in the case of the war fncome tax now proposed. To accomplish
this, shls section should he amended by striking out allp?natter after olt)her-
wise” §n the middle of the section, Further amendments are also necessary
n sectionn 12 and will be found below. If these amendments be not made in
::I’)'.leevh?et:-g the suggestion above at section 2(a) as to stock dividends is appli-

Sectlon 12 (a). Ser 'nd. Obsolescence should be definitely recognized as an
item of loss, as it Is weated in corporate accounting as depreciation and han-
dled through a reserve as must be the case,

Obsolescence 18 a real substantial and potent element constantly existent in
connection with the conduct of a business requiring tools, machines, apparatus,
and appliances operated by labor, skilled or unskilled, It manifests itself in a
thousand ways; through inventions and discoverles; errors of judgment, though
formed upon full and careful investigation; the fancy of the consumer often
fickle; the arbitrary and often unforeseen course of marked conditlons; the
equally arbitrary demand of the community opérating through the é)ollce power
or in the interest of the common welfare—perfectly legal, but yet disastrous in
its effects upon practices long carrled on In a parilcular manner or causing
removals and “scrapping” of perfectly servicéable tools, structures, and
muchines. In all these and many other ways there I8 an ever-present deterlora-
tion, depreciation, exhaustion, or obsolescence to be provided for out of current
earnings wholly in addition to the loss through actual * wear and tear” and
absolutely of equat significance and reality. It Is interesting to note that the
Supreme Court, in a recent decision, fully recognizes the significance of obsoles-
cence as an element in the annual loss on business structures. In the case of
Yon Baumbach v. Sergent Land Co., 242 U. 8. 503, Mr. Justice Day, in passing
upon the definition of * depreciaticn™ which was used In the 1009 act, says that
the term was used in its ordinary significnnce as including * the annual loss
from wear and tear and obsolescence of structures, machinery, and persvnality
in use in the business,”

In addition to this amendment it is suggested that present opportunity be
taken to amend this clause further, so as to provide for the loss suffered by
corporations upon the sale of their securitles below par. The discount may, for
practical purposes, be treated as a deduction under the term losses, Hereto-
fore there has been consliderable uncertainty as to whether the exlisting law
definitely covers the matter, although the deduction has been allowed by a
ruling. The difficulty is that while the annual proportion of the total discount
must be provided for each year by the corporatlon, it does not come definitely
within the language of elther expenses patd, losses sustained, or interest paid

within the year.
To cover these two points we suzgest the following language for section 12

(a). paragraph second:

“All losses nctually sustained and charged off within the year and not
compensated by insurance or otherwise. including (1) the annual pro rata
portion of disccunt incurred in the sale of its evidences of indebtedness and of
the expenses connected therewith, computed upon the basis of the duration of
such Indebtedness, and (2) o reasonable allowance for the exhaustion, deprecia-
tion by use, wear and tear, and obsolescence of property arising during its use
or employment In the business or trade,” ete,

Sectlon 12 (n) third. The limitation vn the Ceduction of interest by a cor-
poration Is not justified now under the Income tax although of possible Justifica-
tion under the i%09 excise tax. The Hmitation should be removed. =,

By a peculiar and somewhat arbitrary provision, inserted in the 1009 law
imposing a tax upon corporations only, it was sought to prevent ible evasion
through the creation of unduly excessive indebtedness by limiting the interest
deductlon in reaching net income to such an amount only as was pald upon.
Indebtedness to an amount equal to the capital stock. This was, of course, a
purely arbitrary limit. It might equally as well have been fixed lower still or
no interest deduction might have been permitted. We were then dealing with
an excise tax applied to corporate activity. The tax might have taken the form
of a gross earnings tax. As the individual {s now taxed upon income from
{nterest tliere 1s no occaslon for refusing the corporation deductlon for pay-
ment of such Interest. The amendment suggested to cover this polnt would be
to strike out all after *indebtedness,” in line 2, where it first appears.

Fhis amendment would also meet another objectlon to the provision in this
section that tu the case of bonds issued with a guaranty that the interest pay-



292 REVENUE TO DEFRAY WAR EXPENSES.

able thereon shull be free from taxation, no deduction for the payment of the
tax paid pursuant to such guaranty shall he allowed and the objection is still
further emphasized by the curious provision that the prohibition shalt apply
to “any other tax” pald pursuant to such guaranty. thus preventing the
deduction of & tax pabd pnsuant to a State law having nothing whatever to
do with the Income-tax law,

This prohibitlon seems to he included bere npon the theory that in some way
the payment of the tax for another s In reality a payment of interest. At least
that seems to be the reason for {ts appearance in this particular sulxliviston,
The fallacy of this :l.«umgﬂnn is apparent and there Is no possible reasonable
explanation for the prohibition.

It might with equal propriety be provided that the corporation shonld not
deduct an expense of doing business or a certain specified kind of loss. In
‘otheF Words, theére Is ne ¢onnection hetween the act and the consequence of
doing the net 3 no elrcmistances connecting thie canse with the eftect,

Morecover we have here, uot oniy that peculiarly amazing provision but we
have an assumption that hecause sonte other person pays a Federal Income tax
(or the tax levied by another jurisdletion) therefore it is not a proper deduc-
tiont by that other person in reaching his net Income,

It may be suggested that heeatse the jncome receiver goes free of tax the
Government thereby Inses such tax unless this prohibition Is made. Slight at-
tention to thils suggestion discloses its fallacy. There nre two operations in-
volved. One: The assessment of the tax on the Income recefver and the
payment of the tax by the contracting party obligating himself to pay it
for the party assessed, Result: The CGovernment gets the full tax on
the income, Two: The income tax of the contractor is computed; really
hearing no relation to the fivst operation xo far as the Government {s concerned.
Of course, in such computation his expenses are deducted, including all such us
o to reduce his fneone as allowad by the law.  Among these are taxes on his
own property and taxes he has agreed to pay. Of course, these latter taxes re-
duce Wfs income just as any other expenses do, but this reduction is perfectly
legitimate and should be allowed. The Government can not be sald to lose
nll taxes on the Inconie. He pays 1 per cent or 2 per cent on such income for
the Income recelver, and fu nutting the amount in as a deduction he necessarily
reduces his income by that amouunt and the Government gets ninety-nine one-
hundredths of the anount it would have received if he hadn't made the deduc-
tion (assuming a 1 per cent tax); but if he had not made the deduction, the
fncome receiver would have ddone so in computing his tax. It makes no possible
difference as to who makes the deduction. In any event net Income is reduced,
for this 1S a tax on net tncome.

The prohibition dees not appear in the pending bl with respect to payment
of taxes by one individual for another, 1t is diflicult to imagine any possible
reason why, if it {s proper to allow such payments for another us a deduction
fn the case of the individual and the partnership, it Is not equally proper to
allow them in the case of the corporation.

Section 12 (a) fourth. After this cliuse a new paragraph, paragraph fifth,
should be inserted, permitting the deduction of dividemls received from other
corporations subject to the tax as suggested above herein.  This new pavagraph
might be as follows:

Fifth, All amounts received within the year ns dividends upon stock or as
distributjons of profits of other corporations, juint-stock companies, or associa-
tions subject to the tax liereby Imposed, provided that In the case of dividends
or distributions of proxits recelved from forelgn corporations, Joint-stock com-
panles, or assoclations, when only part of the net income of such corporation,
joint-stock company, or association shall be subject to the tax hereby imposed,
only a cogiespomllng part of such dividends or distributions of profits shall
he deducted.

Section 18 (d). This clause in its present form has caused conshilerable
confusion. ‘The intent was evidently to permit a corporation to follow the
sieerual nethod in determining certain raceipts or disbursements.  The difficulty
is that in the sectfon ns it appears the pernission seems to he limited only
to a case where the net Inconie as shown by the beoks corresponds with that
defined by the law as taxable net income. In order to remove the doubt thus
created It Is suggested that the clause be amended to read as follows:

“(d) A corporation. Joint-stock company, or association, or insurance company
keeping acconnts or {tems thereof uwpon any basls other than that of actual
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receipts or dishursements, untess such other bhasis does not clearly retlect its
income, may, subject to regulations made by the Commissioner of Internal
Revenue, with the appraval of the Secretary of the Treasury, mnke {ts return
upen the basis upoan which its accounts are kept, in which case the tax shali
be vomputed upon its income us so returned,”

Sestfon 14(h). There hus heen =ome embarrass<ment felt on the pavt of the
Stzies which hiave sought to hinpose ncome taxes upon either individunls or
corporations, wd not hoth, because of the use of the word * general ' in this
subdivigion, It s almost a nevessity in the adinindstration of a State law of
thix sort that there shall always he the possibility of checking the returns in
certain casex with those furnished under the Foederal law,  Such a possibility
would operate towatd the suceess of the State inw,  In view of the language
now used, =ome doubt hax been felt as to whether a State Imposing n partial
fncome-tax lnw couldl have aceess to the returns of corporations,  To ohviate
thix, v is suggested that the words * general funcome ™ he omitted and that after
the word *wx " the following be Inserted, viz: “ Upon the uet income of
corporations, jolnt-stock companies, or associntions,”

Neetion 17, ‘This section wax apparently intemded to enable one person paying
tuxes on hehindf of another to secure evidenee of suceh payment, aud this appears
to be o wholly preasotnuble reguirement,  Heretofore no complinnes wlnever
has been nade with this section with respect to taxes pabl upon hond interest,
slthough spocitie deinnds have been uude for the recetprs speacitiod, .\ carporie
tion paying hterest on voupon bouds, where the tun has boen assunee ' e the
corporation. is forced under the present situntion to pay the coupons i . o
the tux on the entive Issue, even thoush the hiterest ix I reallty paid s
uot subject to the (X because of exemption or beeanse not having an income
of L, Thus the Government has been seeuaring taxes on aeconnt of i
viduals who are not In veality tasable, and ivge suns of money arve held by it
which belong to the corporations which have unde the payments,  Same solu-
tion for thix great injusticve should he veached, T xeems apravent that the
corporation =hould not he taxed for this interest antil the Government has
checked the ownership certitieates and ascertained the taxable individunls,
SKome help conld be afforded corporations if a strict complianee with this section
were mnde compulsory by the requirement that the assessments shiould he niude
in the individual names of the persong really in recefpt of the taxable income,
This would enable the collectar to furnish the receipts reguived by this seetion,
1t = suggested that the words *and whenever suach payment s giaule sueh ™ b
stricken out amwd the following words substituted: *‘Fhat the assessment for
taxes imposed by this title shall be neade against the person in receipt of net
income in the taxable amount and the,”

———

Memorandum submitted on behalf of Interborough Rapid Transit Co. of New
York City.

In accordance with the directions made and permission granted at the publie
hearings held last w-ek, certuin suggestions as to possible amendinents to the
pending measure are herewith placed formally before the committee,

Interhorough Rapid Transit Co, is 1 New York railroad corporation which
operautes the existing elevated and subway Hnes, It owns neither system., The
elevated lines are owned by the Munhattun Ruilway Co. while the subway is
owned by the city of New York, Under contructs made in 1913 each system is
to be greatly enlarged. Th~ work hug progressed, and it is expected that operi-
tion of the completed enterprises will start in the near future. When that
occeurs the relationship between the city and the interborough coimpany will
undergo a considerable change. The present arrangement is that any profits
aceruing to the operator over and above the rentil reserved to the c¢ity by the
subway lease belongs to the company, Under the new arrangement, which
embraceS hoth the subway lines and extended elevated lines, the city shares
equally with the operator in any profits which may acerue from the operation,
after specified fixed charges have heen deducted., By those contracts it is
expressly provided that any taxes lawfully imposed upon the interborough
company are n deduction from the operating revenues hefore divixion with the
city. From this it follows that the ¢ity of New York Is very vitally interested in
any additionnl hurden which may be placed upon the interborough company,

BEST AVAILABLE COPY
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and that any taxes assessed against that company are in effect, if not in name,
taxes against the city of New York.

Incident to the 1018 rapld-transit contracts, the Interborough Rapid Transit
Co. obligated itself to provide $58,000,000 as a contribution to the cost of con-
structing the additional subways and further sums to provide the necessary
equipment therefor, and also to provide the cost of constructing extensions to
the elevated system and the equipment for such extensions. These amounts
were raised by the Issue of bonds under a mortgage providiug for a maximum
issue of $300,000,000, of which bonds to the extent of approximately $160,-
600,000 are now actually outstanding. The property in which the proceeds of
these bonds were largely invésted does not belong to the Interborough Co.
So far as the $58,000,000 expended for subway construction is concerned
the Interborough Co. has no title whatsoever, The rallrond belongs to the
city. As to the sums expended for new subway equipment, elevated extenslons,
and new elevated equipment the Interborough Co.’s title is subject to a con-
tractual provision obligating It at the end of the respective terms to turn over
the property so purchased to the city without any consideration therefor.

The total authorized cafpltal stock of the Interborough Co., all of which is
outstanding and has been fully pald for, is $35,000,000. That capital is invested
in equipment of the existing subma; ‘

On behalt of the Interborough Co., the suggestlon is made for the fncor-
poration in the pending bill of three amendments, which, if enacted, would
do awny with inequities and inequalities which exlst either under the pro-
visions of the present income-tax statute or which would exist if the blll, as
drafted by the Ways and Means Committee of the House, Is enacted without
change. These suggestions are advanced on the supposition that Congress
intends to distribute the enormous tax burdens which must be lald as the
result of the war {n the most equitable manner possible. They are essential
if the present measure is but the forerunner of further statutes imposing
larger taxes.

SUGGESTION NO. 1.

A clarification of subdivision (c¢) of section 3 of the bill, relating to collection
at the source of the normal tax on individuals, so as to make certain that such
proviston will not apply to income of individuals pald as Interest upon cor-
porate bonds, .

SUGGESTION NO. 2,

The fnsertion in the bill of a specific amendment to the existing:income-tax
law of September, 1916, excluding from the taxable income of a corporation
the dividends which it receives on the stock of other corporations.

BUGGESTION NO. 3.

The insertion in the LIl of a speclfic amendment to the existing income-tax
law of September, 1916, which will permit the deductlon of all interest paild
within the year on the indebtedness of a corporation.

SUGGESTION NO. 1.

‘Page 4, line 23, after the word * jncomes,” Insert * other than those derived
from interest upon bonds and mortgages, or deeds of trust or other simlilar
obligations of corporations, joint-steck companles, association, and {nsurance
companies.” This would make subdivision (¢) read as follows:

“The provisions requiring the normnal tax of individuals to be deducted and
withheld at the source of the income shall not apply to the new two per centum
normal tax herein preseribed until on and after January first, nineteen hun-
dred and eighteen, and thereafter shall apply only to incomes, otker than those
derived from {nterest upon bonds and morigages, or decds of trust or other
similar obligations of corporations, joint-stock companies, associations, and
{nsurance companics, exceeding $3,000, ns provided in Title I of such nct of
September eighth, nineteen hundred and sixteen,” (New matter i1 italles.)

The status of the so-called tax-free bond has been so often referred to in
the previous hearings before this committee on the orlginal Income-tax law of
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1913, and the amendinent of last year, that extended reference at this time
seems unnecessary. The tax covenant which so many corporate bonds con-
tain was designed to prevent the shifting of an excise tax on the corporation
to the individual bondholder. Because of the method of collection of the
present income tax, it operates to shift a tax on the individual to the coipora.
tion. In practice it makes the holder of common stock pay the normal (n-
comne tax of the bondholder. If the bill is to be passed in its present form it
would mean that the corpurations, and through them thélr common stock.
holders, would be paying the 4 per cent normal fncome tax of each and ever
bondho]'der who holds bonds containing the covenant that the corporatton will
pay the Interest in full without deduction for taxes which may be réquired to
be withheld. To the extent of tlie normal tax the bondholders go scot free.
That s not an equitable distribution of the war burden, Through the medium
of the certificates .which the stockholders are now requifed to file when they
cash thelr coupons, the Government has ant fts coomuand {nformation as to the
reciplents of this particolar class of Income, and they sliould pay thelr por-
tion of the new taxes on the income so recelvedt, The amendment submitted
would accomplish that result. It would except from collection at the source
the additional normal tax provided by the bill! and would leave the individual
to pay his Just dues. That, we submit, is proper. )

*

- . S8UGGESTION NO. 2.
‘ f?ﬂer sectlon 4, page b, line 18, insert a new section numbered 4a to read as
ollows:

* Sec. 40, That section ten of the act entitled *An act to increase the revenue
and for oher purposes,’ approved September eighth, nineteen hundred and six-
teen, i3 hereby amended to read as follows:

*“Sec, 10. That there shall be levied, assessed, collected, and paid annually
upon the total net income received in the preceding calendar year fromn all
sources by every corporation, joint-stock company or association, or Insurance
company, organized in the United States, no matter how created or organized,
but not fncluding partnerships, a tax of two per centum upon such income;
and a llke tax shall be levied, assessed, collected, and paid annually upon the
total net income received In the preceding calendar year from atl sources within
the United States by every corporation, joint-stock company, or association, or
insurance company organized, authorized, or existing under the laws of any
foreign country, including interest on bonds, notes, or other Interest bearing
obligations of residents, corporate or otherwise [and including) but exlcuding
the income derived from dividends on capital stock or from net earnings of
resident corporations, Jjoint-stock companles or associations, or insurance
companies whose net income is taxable under this title: Prorvided, That
the term ‘*dividends’ as used in this title shall be held to mean any dis-
tribution made or ordered to be made by a corporation, joint-stock company,
association, or insurance company, out of its earnings or profits accrued since
March first, nineteen hundred and thirteen, and payable to its shareholders,
whether In cash or in stock of the corporation, joint-stock company, assoclation,
or insurance company, which stock dividend shall be considered income, to the
amount of its cash value,

“The foregeing tax rate shall apply to the total net income receivéd by every
taxable corporation. joint-stock company, or assoclation, or fnsnrance company
in the calendar year nineteen hundred and sixteen and in each year thereafter,
except that if it has fixed Its own fiseal year under the provisions of existing
law, the foregoing rate shall apply to the proportion of the total net income
returned for the fiseal year cnding prior to December thirty-first, nineteen
hundred and sixteen, which the period between January first, nincteen hundred
and sixteen, and the end of such fiscal year bears to the whole of such fiscal
vear, and the rate (one per centum) fixed in section 2 of the act approved
October third, nineteen hundred and thirteen, entitled ‘An act to reduce tarift
dutles and to provide revenue for the Government, and for other purposes,’
shall apply to the remaining portion of the total net income returned for such
fiscal year.

“For the purpose of ascertaining the gafn derived or loss sustatned from
the sale or other disposition by a corporation, joint-stock company, or assocla-
tion, or Insurance company, of property, real, personal, or mixed, acquired
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hefore March fiest, uineteen nidred and thirteen, the fafr market price or
vitlue of such property as of Mavch tirst, nlneteen hiundred and thivteen, shal
be the hasis for determiniig the amount of such gain derived or loss sustained.”

[New matter tn ftalies: urtter to he ollmbivited in byraekots,)

This atnendment would assure to corporations the same freedmn from double
tuxatlon asx 1s now enjoyed hy individuats, Al corporations heing subject to
the tucome tax, it follows that whatever portion of thelr income s disteibuted
In the shape of dividends has paid the norial tax before it reaclies the stoek-
holder, The law recognizes that et awd permits an fmlividual to exelle
sueh dividends from his Ineowe on which he pays the norvial tax, That is
not perimitted if the stockholder happens to he a corporation. It must pay a
further normal eome tax on the dividends which have alreidy done thelr bit,
This tx diserimination against the eorporation in favor of the hulividual,

The Tuterhorough Itapld Transit Co, peculiarly suiWers from this provision.
The orlginal contractor for the subways in New York City was an fndividual
Mr. Johin I3, MeDonald, “As an ald to his venture. 16 jifociired the livorporittion
of the Ropld Transit Subway Construetion Co., t New York corporation which,
as its naine Indicates, was formed for the purpose of utudertaking sl prose-
cuting the bullding of rapid teansit vailroads.  When the Interborongh RRapid
Fransit Co. was formed in 3902 and purchased My, MeDonalil's interest under
the subway contracts with the eity. as an inchlent to that transaction, it ace-
quiren all of the capital stoek of the Raphd Transit Subway Construetion Co,
The stack of the latter has from time to time pald dividends, and white Inter-
horough Rapld Transit Co. is not a holiting company in the poputar wlerstand.
fng of that term, nevertheless, beeause of such ownership, it his been subject to
Income taxation on thesé dividemds.

As a matter of essential justice, it s submiited that the existing provision
in the Income-tax law of 1916 which speelties that sueh dividends shall be suh-
Ject to taxation as Income of corporate stockholders should be eliminated. The
amendment proposed wonl! accomplish that purpose,

The propriety of such a course has afready heen recogaized by the Ways and
Means Committee of the House in the provision contained in the projused
amendment to sectlon 204 of the excess-profits title (p. 8. lines 10-22), where
dividends received nre to be excluded from ineome subject to the excess-profits
tax. The same reasons which actuated the House connnittee in inserting that
provision for the exeess prolits tax shonld intluenee this committee in amend-
fug the Inconte-tax article fn a shatlar manner,

SUGGESTION NO. 3,

Page 5. line 18, after the proposed new sectlon 4a (suggestion No. 2, ahove),
fusert a new section, numbered 4b, to read as follows:

“ Ske. b, That paragraph three of section twelve of the act entitled *An act
to increase the revenue and for other purposes, approved September eighth,
one thousand nine hundred and sixteen,’ {s hereby amended to read as follows:

“¢Third, The amount of {nterest pald within the year on its indebtedness
[to an amount of such Indebtedness not in excess of the sum of (a) the euntire
amount of the pald-up capital stock outstanding at the close of the year, or,
1f no capltal stock, the entire amount of capital employed in the business at
the close of the year, and (b) one-half of its interest-bearing Indebtedness
then outstanding): Provided, That for the purpose of this title preferred
capital stock shall not be considered interest-hearing indebtedness, and in-
terest or dividends pald upon this stock shall not be deductible from gross
income: Provided further, That in cases wherein shares of capital stock are
issued without par or nominal value the amount of pald-up capital stock,
within the meaning of this section, as represented by such shares, will be
the amount of cash or its equivalent pald or transferred to the corporation as
a conslderation for such shaves: EProvided further, 'That in the case of In-
debtedness wholly secureill by property collateral, tangible or intangible, the
subject of sale or hypothecation in the ordinary business of such corporation,
Joint-stock company, or assoclation, as a dealer onty in the property constitut-
fng such collateral, or in loaning the funds thereby procures}, the total interext
pald by such corporation, company, or assoclation within the year on any
such fndebtedness may be deducted as a part of its expenses of doing business,
but interest on such intdlehtedness shall only be deductible on an amount of
such indebtedness not In excess of the nctual value of such property collateral:J



REVENUE TO DEFRAY WAR EXPENSES. 27

Provided further, That in the case of bonds or other indebteduness, which
have heen fssued with a guaranty that the Interest payahle thereon shall be
froe from taxation, no deductlon for the payment of the tax herein Imposed,
or any other tax patd pursuant to such guaranty, shall be alloweld: and in the
cuxe of @ hank, banking association, lvan vr trust commpany, toterest pald within
the year on eposits or on moneys recelved for fnvestnient and secured hy
interest-hearing certiticates of indebledness issued by such bank, hanking asso-
cliition, loan or trust company,’” (Matter to be eliminated in biackets.

This would permit the deduction of atl Interest pald on the indebtedness
of o corporation.  In the case of the Interborough Raptd Transit Co,, it Is pe-
cutiarly proper that such a deduetton shoulil be permitted because its howted
debt which so rgely exeeads its eapital stock hns been tssued as an ald to the
rvapld transit construction of the ¢ity of New York, and i€ it he iiot entitled to
deduet all the bond Interest it pays. the Government will be enllecting as income
taxes, in part from the Interborough Rapid Transit Co, aned in part from the
city: n percentage upon the payments which have actually been dishursedd to the
bondholders. In other words, for the purpoxes of the tax un interest payment
is to he treated as taxable fncome, and, furthermore, that same Interest will
he treated as part of the ecorporation’s excess profits on which the exeess-
profits tax will be caleulated.

What this means fn doltars and cents may e eastly demonstrated,  The
interest which the Interborongh company aetwally pays in each year on s
ontstanding mortgase debt of SICOOND000 mnoints o SSU25000, ‘Fhat Is its
actual dishursemient.  The existing law provides tlew in deterinining its net
Inconie for the purpese of the 1ax it ean deduet from fis gross enrnings for any
one year, not the entive amnount of interest that has been paid, but only interest
on the indebteduess o an anonnt eguial to the sum of the capltal stock plus one-
half of the boded ddelt. In the aase of the Tnterborough company, that per-
mits the deduetion of I3562,500. belng the interest on $115.250,000  (eapital
stock S330.000000 phis howds $30.250) @ 82262500, the ditferetce hetween that
deduction and the amount actually paidd for juterest, would be treated as ine
eote of the company on which it must pay a tax, If it is subjeet to the pro-
posed 4 per cont rate, the Governuent woulid eollect o tax of S0,500 on ineome
which never accruesl to the company.  Surely such a situation is unjust, The
proposed mendment would correct that situation.

DPated, May 135, 1817,

Respectfully submitted.

InTERBOROUGH RaPID TRANSIT Co..
165 Broaducay, New York City, N. Y.
JadEs L. QUACKENDUSH,
Raren Nogrtox,
Counzcl.

Letter from Mr. Joseph D. Gallagher, of the American Brake Shoe & Foundry
Co., of New York City.

AMeERICAN BrAKE Stiok & Founory Co.,
New York, May 15, 1911,
1on, F. M, S1MMONS,
Chalrman of the Committee on Finance,
United States Senate, Washington, D. ',

DEAR SENATOR: I beg leave to submit a few observations on the proposed income
tax for the constderation of your connnittee In redrafting the House bill,

1. The Inconme tax should be so imposed as not to hiwder the placing of honds.

Most peopte have abont so much money for investment cach year, which is
the surplus over living expenses,

Thix surplus would probably go, to a large extent, into Government bhomls
under normal conditions, But, if a large part of this surplus is taken for taxes
and the prospect Is for still heavier taxes, the desire to provide for present
and future taxes will almost certainly cause the investor to hoard this Investible
surplus and none of it will go Into bonds.

You can't get the same money for taxes and honds.

The solutfon of the difliculty scems stimple, nassuming that the present genera-
tion shiould pay one-half of the cost of the war, That does not necessarlly
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mean that one-half of the money spent each year shonld be raised by taxes In
that year, If this one-half were pald in 10 years, it would be paid by the
present genheration,

Assume, §if you please, that the war will last three years and cost 7 billions
a year, this would make about 10 blllfons to be rafsed in taxes, i half the cost
was to be so defrayel, If you spread those taxes over 10 years, it oniy means
1 billlon a year. If they be spread over three years only, over 3 blllfons must
be ratsed each year.

The first course 1 know would appeal to the taxpayer and investor and
should stimulate the sale of bonds,

I fear the results of the second course.

2, Should not a distinctlon be made in levying war taxes between income
derlved from fnvested capital and that derived from personal service unac-
companled by Investment of capitat,

There {8 this difference between the taxpavers: The man receiving $100,000
from invested capital has at leat 32,000,000 invested, which will certainly
yleld the next year the same revenue; the man recelving $100.000 for personal
service has no assurance of the same revenue next year and no Invested capital,

The first man could be deprived of his whole income and earning capacity
and not suffer § the second man might starve.

3. I do not belleve that any Ameriean wishes to escape from doing his bit,
and especially those of us who are too old to fight wish to help pay. Al that
any of us wish Is to see these tuxes so levied as to do the most good with the
least harm to the country, its people, and {ts cause.

Respectfully submitted.
JoserH D, (GALLAGHER.

Letter from Mr, J. C. Balley, of Washingtor, D. C.

WasHixerox, D. C., Map 15, 1917,
Mr, Chairman and Members of the Senate Finance Conumnitice:

My appearance before this committee Is somewhat unfque In that I do not
represent any specific fndustry or corporation, but come before you represent-
ing, as I belleve, the large masses of individuals who are small stockholders,
and who collectively own our Industries from which source our most vital
necessities of life are provided. By even a cursory perusal of the measure pro-
posed to ralse war revenue it is patent that its framers contemplate that the
burden shall fall heavily upon our Industries, which shonld it become effective
in this manner will wipe out these dividends; our industries, the very arteries
and sinew of the country, will be stifled and the means by which the soldier-
stockholder expeets his dependents to sustain life and reasonable comfort white
he has offered his blood at the altar of democracy no longer exists.

Doubtless the industries of Amerlea are willing and ready to hear their
Just burden of thie taxation necessary, but ns stockholders of military age,
willing to humbly sacrifice ourselves for the hearths and homes of our coun-
try, we protest that a taxatlon of practically 20 per cent upon the carnings
of industrles is nnnecessary amd nn,Rlst and that the framers of this measure
are evidently obscssed with the popular, however erroncous lled, that our
industries are ownead by capitalists nlone.

In concluslon, I hope that when this measure to raise rvevenue s finnlly
written that its attitude toward the sinall stockhiolder will be one of equanimity
and with a view of allowing posterity to contribute to the mighty task in hamd,

Respectfully submitted.
ree J. O. BAnEy.

Brief by Mr. J. A. Taylor, of Wilmington, N, C.
WAR REVENUE TAX BILL.

War revenue Is both justified and welcomed. The country’s honor is at
stake; indeed, 1ts safety Is in the balauce, and every loyal citizen wlll bear his
part of the burden willingly, Partisan fiscal theorles applicable to peace times
have no present standing., The doctrine of free raw materinls s eminently
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sound under competitive conditions which obtain in a world at peace, but loses
its tt‘orce when invoked under preseut conditions of Amerlean economic ad-
vantage.

Party lines, for the present purpores of government. have heen extinguished,
We are nelther Democrats nor Republicans, but Americans all.

Financial resource 13 n conditlon precedent to military efficlency ; it bears the
relation of cause to effect, so that the integrity of the effect is predicted on the
soundness of the cause, Tax paying abllity hears a fixed and inevitable rela.
tlon to prosperity, nml prosperity Is commierce in active and profitable opera-
tion, The principle of taxation Is economy oun draft of resources, and is
limited to compatibility with preservation of commercinl productivity, and
should be so tidministered as to stimulate rather than sliscourage enterprise. o~

Taxes should he realizad from current operations umd carrent savings, and
should never be u draft on accunulated wealth except in case of extreme publie
eme,rgejlic,\'. This beling so, n retroactive tax Is unsound in principle and viclous
in practice. - - B

Income tax is the most equitable in theory, because it only takes from the
citizen n part of his earned income. It is distingulshed from consumptive tax
In that {t draws fron an nssumed surplus, and ts not ndraft on existence. The
only problem in lnying this tax s 0 Just equatlon betweéen siecessary exemption
and luvestment surplus,  In thne of crists the citizen is not in principle entitled
to anything like normal use of Investment funds, so that an fncome tax should
bhe Iald progressively, which Is necessary to preserve the integrity of smaller
fucomes subject to the tax, .

The cistomns tax is theoretically equitable, heeause it hears on consumption,
and the principle Is only moditicd, not destroyed, by reason of the fact that
consumptive cost Is not in uniform relation to Hving expenses.  However, this
tax undoubtedly distributes itself throughout thie community, and when laid
for revenue only Is clearly defensible. i

Internal tax also bears equally, in that it is uniform and widely distributed,
but when this tax fs not lafd at the source it results fn inevitable and harsh
inequalities, ‘The source of internal tax is point of production, and when the
tax is tald at this point the equatity of burden Is insured,

The customs tax bears uniformiy, because it §s latd at the point of acquiring
possession, hut when it Is sought to equalize an fmport tax by a direet tax on
property  previously acquired inequalities are practically unavolilnble, unless -
the effective date of such tax Is made to cofnclide with the date of the customs
levy., Uinder the reveuue bill as reported by the Ways and Means Comuilttee,
i tux of 10 per cent Is levied on all free artielex, ineluding tea und coffee, and
n direct tnx of 1 cent 2 pouind on coffee nid 2 cents a pound on tea in dealers’
hands, as of date May 10, ‘The effect of the direet tax on these articles must
be to cause dealers to dvance thelr prices hnmediately to the extent of the
tax in order to insure thelr normal and fegitimate profit.  In many instances
these stocks have been sold for future delivery, aml the retroactive character
of the tax penalizes such transactions to the complete extinguishment of profits.
It iIs safe to say that no wholesale or Jobbing house Is without such sales for
future delivery, and i€ the bill Is enacted (o its present form’it wmeans a Cer-
tain extinguislnnent of all profit en such sales.  Moreover, the fact that whole-
sale dealers fn onler to protect themselves agafnst loss must add the (ax at
once to the selling price of these artleles would result in the consumer paying
the increased cost. everi though the bill in it final form s relieved of the pro-
vision in question, for it wonld not be feasible to refund the tax to the con-
sumer. The wholesale deaters ean not afford to take the risk of the tax not
becoming effective amd must proteet themselves in sheer pradence by advane.
ing the present price by the full nicasure of the proposed tax,

In caxe of the tax on tobaeeo und snuff, which artlcles are manufactured in
sizes and designs to retail at certain fixed and popular prices, to hnpose a tax
on stocks in dealers' hands Is to destroy the salability of the goods. ‘The manu.
facturer will meet the situation by putting out new styles and deslgns on the
basis of increased cost, aml these styles will go to the consumer at uniform
and popular prices, and, ns agailnst this competition, stocks fn dealers’ hands,
enhanced In price by reason of the additional tax, will be unlesfrabie and
largely unsatable. The case of tobacco and snuff I3 pecullar and Is entively
Aistinet from the class of urticles which can bear the additional tux on original
packages without changing the retail price, and because of this fact should
receive just and intelllgent treatment.

.
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I make no protest agafnst the general schenie of the LI, for T recoguize the
neell of the situation and the demand for big revenues. Whatever tax the
{beople pay now will be insignificant, compared te what they would pay If we
ose the war, and T have little sympathy with the cry of coifiscatlon.  Never-
theless, Congress should hear sharply fn mind the fact that the war must be
financed through both borrowings and tuxes and that horrowings must be pro-
vided from savings. and savings are created only out of profits. It is a gigantic
probiem which confronts the authioritles, and n just (-t}umlnn between voluntaty
subseriptions and conscriptive taxes must be maintained in order to preserve
the sources of the public revenues.

Respectfully submittedd,

WiLsinaron, N, (4, May 12, 1917,

The CuairMAN. The next subject matter to be taken up is the war
excess-profits tax, What gentleman will speak as the representative
of that industry? S '

My, Crarexce Wisox, Mr, Thacher, of New York, desires to rep-
resent tlie fire and marine insurance companies.

Mr. Camerox Mountsox. I desire to speak for the American Cotton
Manufacturers’ Association,

The Cuamnyax. If there are to be two gentlemen representing the
industries, we will have to subdivide the time and allow each 15
minutes, unless the committee shall decide that this is an exception
and allow a longer time than 30 minutes. .

Mr. Nexee Corquitr. Mr. Chairman, in this matter T am asso-
ciated with Mr. Wade H. Ellis, as well as Mr. Nicholas F. Lennsen,
of New York. and Mr. Joseph S. Auerbach, of New York. As far as
our part of the allotment is concerned, we wish Mr. Auerbach to con-
sume it, and we will content ourselves with filing a brief,

The Crarmax, Will 15 minutes be suflicient for you?

Mr. Avensacu. I should not think it would be quite adequate. It
may be as the discussion develops, because it will not be anything in
the nature of a formal speechi. It will be rather colloguial, and it
will consist largely of questions by yow, so as to get at an under-
standing which you place upon certain provisions of this section.

The CnamyaN. I stated in this program that we gave to the press
that we would limit the hearings to 30 minutes, with exceptions in
case the situation seemed to require an exception, but in no case more
than an hour. If the committee wants to extend the time for hear-
ings on excess profits, I will hear a motion.

Senator WiLLiaMs, I understood the agreement of the committee
to be that each complainant was to have 30 minutes; I mean each
industry complaining was to have 30 minutes.

The Cuairyax. But we are not confining it to each industry com-
plaining,

Senator WiLLiams. T mean any industry interested in the excess-
profits matter.

The Cuairmax, T stated in the statement T gave to the press that
in no case would the time allotted exceed an hour, but that would
only be done in exceptional cases.

Senator Symoor. Mr. Chairman, why would it not be well to just
}et them go on, and if it becomes necessary to do it we can extend it

ater.

J. A, TAvLor,
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The ('Hairyvax. But I think we had better decide that.

Senator GGairancer. I move they be granted an hour.

Senator ‘THomas, Mr. Chairman, we have to bring these hearings
to a conclusion us soon as possible.

The Cuasinsax. But we are disposing of a whole title in this one.

Senator Tuosas. I do not object. I am going to vote for this.
But it should not be taken as a precedent.

(The motion was carried.)

Senator Towxsexp. Now, Mr. Chairman, I want to suggest that
there ave a great many gentlemen Lere representing different
branches of this subject. Unless the time is divided up amon
them there will be a number of them who will be omitted in the end,
who will niot have been reached in the hour. So that it seems to
- me that they onght to be given to understand that if there are four
or five gentlemen here who want to speak on differeiit branches of
the subject, they must divide the time up between them.

The Cnammax. I have stated repeatedly to gentlemen who have
called upon me to make inquiries about this matter that the gentle-
men representing industries should get together and divide this
time up, if more than one wants to speak. We will hear this gentle-
man now for 15 minutes, and then you gentlemen can go out and
make your arrangements as to the balance of the time.

Mr, H. B, Tuoypsox. Mr. Chairman, I am the general counsel of
the Proprietary Association, and will have an opportunity to ap-
pear before this committee on the subject of the specific tax on pro-
prietary medicines. I am also interested in this feature of the bill,
that is, the excess profits. It may be that to-morrow I will have a
better opportunity to present briefly my views upon this subject.
If I may do that at one time, I would be better satisfied.

The Cuamryax. In discussing the other subject?

Mr., TuoMmesox. Yes.

The Cuairyax. That would be better, I think.

Mvr. Morrisox. Mr, Chairman, those representing the cotton manu-
facturing industry will have no trouble in getting together about
the time allotted to that industry. DBut as to the various industries
and their representatives desiring a part of this time, we do not
know who they are, and there seems to be a good many who spoke up.

The Cuamrmax. I sn{)pose they are all in the room, so we will hear
this gentleman, and those of you who want to confer about the
division of the balance of the time can just step in the other room
and do that.

Mr. Mornisox. I will be glad if the committee would give our in-
dusti'(y so much time, then we can fix it among those who want to
speak.

pThe Cuamymax, We can only give the hour, Mr. Morrison, and we
will give this gentleman 15 minutes, and then that will leave 45
minutes for the gentlemen to divide up among themselves. I sug-

est that all of you who want to confer about this matter just step
into the other room while this gentleman is making his statement.
Now the committee will hear Mr. Auerbach.



TITLE II. WAR EXCESS PROFITS TAX.
Secs. 200-201. EXCESS PROFITS.

STATEMENT OF MR. JOSEPH S. AUERBACH, OF NEW YORK, REP-
RESENTING THE WOOLWORTH CO. AND OTHER MANUFACTUR-
ING CORPORATIONS.

Mv, Auersacu. Mr. Chairman, before speaking upon the subject
- of this section I should like to say a-word as to the double taxation
which would result if you tax dividends on the shares of stock of
so-called subsidiary companies. There are some corporations that
are driven to the necessity of hol(linF such shares of stock in_other
corporations in order to extend their legitimate business. The Waool-
worth Co. does business in Pennsylvania, where certain foreign
corporations may not hold real estate. It has therefore been re-
quired to organize a separate corporation to do business there. This
is true, in part, also as to their Canadian company. In order to do
their business efficiently and in the best manner possible for their
stockholders and the })ublic they organized the local Canadian com-
pany, whose shares of stock they hold, and I therefore wish to join
the Speaker in the avproval of this feature of the bill.

I want to say at the outset, as did Mr. Cravath, I am not here to
make any suggestion as to a reduction of any proposed tax yon
are going to impose. These ave times of great crisis in our national
affairs, and you know best what montys the Government will need.
But inasmuch as, if this war continues, you will continue to need
further moneys, of conrse it is important that not only the moneys
exacteC under this bill shonld be properly exacted and equitably
exacted out it is important that this bill, which is probably going to
be the foundation for subsequent legislation, be so framed that it
will be a proper basis upon which you can justifiably support ad-
ditional taxation in the future.

I would like to say, not hecause I think there ought to be any
discrimination in your treatment of such corporations, that none of
the corporations I represent has had any of its earnings accel-
erated or stimulated by the war. They are corporations engaged in
manufacturing business, and I think in all those corporations there
has been about the same steadz growth, I think, if looked at his-
torically, it will be seen that they have not been unduly stimulated
by the war. They have grown, as such corporations grow, by the
accretion of the years, .

May I ask whether there is going to be any hearing before a sub-
committee?

The Cuarvan. No.

Mr. AuersacH. It will be all before this committee?

The Cuairyaxn. Yes.

Mr. Auessaci. In the subcommittee hearing' I think Senator
Williams was chairman, were you not, Senator? =~ .

32
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Senator WirLiass, What was the subject matter?

Mr. AuerBacH. The subject of excess profits.

Senator WirLiaums. Yes; I believe so. L .

Mr. Aversacu. The first question in my mind is, what interpre-
tation you now put upon the phrase “at the time of payment.”
There seemed to be an idea which prevailed in the subcommittee
hearing that the time of {),ayment meant the time'of the payment of
the tax. That was said by the chairman, and it was acquiesced in
by Senator Hughes, .

The CuairyMaN. What ave you speaking nbout now—property paid
in, to be estimated at its cash value?

Mr. Avensactr, Noj I am talking about the words * timc of pay-
ment ”* for property other than cash,

The Cuairyax. The time when the property was transferved to
the company was the time. - , :

Mr, Aueksacu. That is what I assumed, and that any such con-
clusion was not borne out by the lan%uage.

The CuairmaN. We omitted the language so as to make it clear.
But you know we threw overboard some amendments because we
found we had to take the House bill just as it came over, without
dotting an “ 1" or crossing a “t.” DBut the amendinents clavified it
by showing clearly that we meant the time the property was trans-
ferred to the company,

Senator WiLLiams, It was so expressly said.

Mr. Auesnaci, Of course, I do not know what reasons have in-
fluenced the Ways and Means Committee to prepare this section in
just the form it is in now ; somewhat a change in the old section—sec-
tion 202, There seems to be an attempt, which is helieved justifiable, -
to make a disecrimination in the exemptions as to cash and property.
Of course, in the absence of any special information upon the sub-
ject, that makes no appeal to me. What I think should be the basis
of exemption is the amount of cash, together with the accumulated
profits and the property, together with what may be said to be its ac-
cumulations, so that when you come to fix the exemptions for the
purpose of the tax you find out what the corporation has by way of
property. There is no special virtue in cash as against property, and
vet there is a discrimination between the exemption as to cash and

roperty.

P You allow for accumulations by way of accumulated and undivided
profits in cash, and under this bill there may be no such allowance
for additional value for other property. I do not say that this is
necessarily so, but the language is not unmistakably clear to the con-
trary.

Yyou approach neaver an appropriate provision by what has been
added to section 202 [reading]:

Provided, That the gooit will, including trade-marks and trade brands, or the
franchise of a corporation or partnership, is tiot to be included in the actual
capital invested, unless tle corporation or partnership made paywment therefor
specifically as such In cash or tangible property, the value of such good will,
trade-marks, trade brands, or franchise not to exceed the actual cash or actual
value of the tangible property paid therefor at the time of such payment.

I do not see why you emphasize the form of the acquisition of the
trade-mark or the property other than cash. It is the substance of it.

103242—17—3
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I assume, that onﬁht to be regarded by you, If it is acquired in a
certain way, specifically acquired, then it shall be added to the prop-
erty other than cash and be included in the exemption. But that is
not the way, very freguently, that trade-marks and good will and
franchises are acquired. They are more frequently acquired at the
outset, when a corporation enters upon its business and becomes pos-
sessed of a certain amount of property. I do not think you especinlly
acquire the trade-mark or especially ncquire the franchise. The cor-
porate directors meet together, and they buy a certain piece of prop-
erty, and in that property is included the good will. Tnseparably con-
nected with the property is the good will, franchise, or the trade-
mark; and you pay at the same time so much of capital stock for it.
It may be you pay so much in cash. Youn may have sold some of the
capital before, and you may pay part in cash and part in capital
stock. I think the fnstances are rather rave where the corporation
by a separate transaction ncquires the good will or the franchise.
And yet if there were that specific acquisition of it you intend that
there shall be an exemption attaching to it, but not otherwise, 1
think that would result in a good deal of inequity.

Take the Woolworth Co. The Woolworth Co.’s property. along
with cash transferred to the corporation, along with valuable stra-
tegic leases, including the goo will, which had been Luilt up over
years and years of endeavor. It would be impracticable to state how
much by way of expenditure of time and enetgy and cash for adver-
tisement and otherwise make up the value of that good will. But it
was transferred in block. You transfer certain properties for certain
pieces of paper which are called copital stock. Whatever the method
of acquisilion is should not be of concern to you. The question is,
What has the company acquired? As I say, the method of acquisi-
tion ought not to be of any great concern,

I am assuming now, for the purpose of this discussion. that I am
relating now to the time of payment of this property. Of course, I
do not wish to conclude without urging upon your consideration the
fact that you ought to base the exemption upon the actual condition
of the property of the company, both as to cash and as to other
Kropert . Was there any special reason for that provision that yon

now of, Mr. Chairman

The Cuamyax. I did not follow yvou very closely.

Mr. Aveenaci. “Provided, that the good will, including trade-
marks,” ete.

The Cuamryax, I think there were very special reasons, but I do
not think I need to go into them. 1t is taking up your time,

Mr, Aurssacn. There were special reasons?

The Cuaryax, Yes.

Mr., AverBacu. Of conrse, T do not know what the special reasons
were.

The Cramyax. If you want me to state them briefly, largely upon
the idea that good will may be arbitrarily valued at any price at
which the incorporators see fit to value it. and it may be made the
m«;xil‘lils.o]f the issuance of stock that has very little value in it, mostly
artificial

Mr. AvurrBacH. As a rule, you know, Mr. Chairman, when these
corporations buy property they do not buy it fot cash or for other
property. There is no swap of property for property; nor is there
as a rule, all cash given for property. The daftsman of this bill
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seems to think that the ordinary way of forming a corporation is to
sell all its capital stock and then invest the proceeds in property. and
then to make a special trade for the good will or trade-mark. ‘That
is not the way in which, as we all kuow as lawyers and as business
men conversant with the incorporation of organizations, they are
formed. Certnin people come to a corporation with certain prop-
erty, to which may or may not be attached gaod will, franchise, or
trade-mark, and it is sold to that corporation for a valuable consider-
ation, and in stock or cash or both, and the corporation is in a posi-
tion to do business. Its first transaction, whereby it becomes other
than a paper corporation, is the buying of property, and it buys the
property, nsa rule, with capital stock, or for capital stock and cash.
I think that whether it is specially acqunived or whether it is generally
acquired ought not to be the controlling consideration in granting
the exemption. A trade-mark, good will. and patent rights may be -
just as important as tangible property. In fact, it very frequently
is of far greater value. I do not see, My, Chairman. aside from that
question, why you should not give the full value to its property,
whether it be cash or tangible property or good will, ete. (iive the
exemption to the property which the corporation actually has.

There are varions ways in which that can be ascertained. The
way of ascertaining it in Canada is to ascertain the fair valie of
the capital stock forr which it was issued. If you dn not like that
yau conld determine the fair value of property running over a period
of time—it might be a year, it might be two years, or might be three
vears—whatever nrpeais to you as a fair way of estimating the value
of the property. DBut you attempt, as is done in this bill, in the first
place to fix the time of the payment of the property. though at the
time of the tax it has been very much increased.  ¥f yon ullow the
exemptions for the acenmulations by way of cash on capital. why
not a,llow excmptions for the additional value on the property?
corporation may have a large ownership in u water-power company.
It may be land. It may be a manufacturing concern. That cor-
poration has foregone dividends for years and years, and that prop-
evty has thereby become inereased.  Are you not going to allow for
that aceretion that has come about by the foregoing of dividends?
Think of what the discrimination would result in as hetween two
corporations. . .

For instance, you. My, Chairman, may have hought a niece of
property on which yon have forgone dividends that may have cost
vou $100.000, and by the industry and the sweat that has been put
into that it is now worth $1,000,000. Benefiting by your experience
and your knowledge and your industry, T buy the counterpart of
that property and I pay what its present value is, $1,000,000. Each
corporation carned $100,000, Your exemption is § per cent on
$100,000, and mine is 8 per cent on $1.000.000. Of course. your cor-
poration is thereby seriously handicapped in any competition with
mine. What I fear is that the language of this provision unmistak-
ably means that. L.

The Crramrymax. I might say that this is the language of the
House bill. ‘The Scnate language has not yet heen agreed npon.

My, Auersacir, I understand. . .

The Cuamryax, We are hearing you with a view of determining
whether we will agree to it. 1 think your time is now up, Mr.
Auerbach.
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Mr. AversacH, Do you want a brief filed 1;&051 this subject matter?
I had supposed that my time was not exhausted. '

The ChamrstaN, We would like very much to have a brief filed.
You can make that as comprehensive as you want to,

Mr. AversacH. It will be short, but, I trust, comprehensive.

The CuairyaN. I mean to say by that, that, so far as the length
of the brief is concerned, if it is pertinent, we will have it rrinted
without any reference to its length. You can make it as long as you
-want to, so long as you confine it to reasonable limits, and to a per-
tinent discussion of the question.

Mr. Auersaci I think I will confine the brief to two considera-
tions: First, not only the injustice of limiting the exemrtion as to the .
time of payment, but also of including the good will, etc., in the
exemption only if it he specifically acquired.
_ Mr. Wane I1. Ecws, My, Chairman, may I inquire what the rule
is about briefs, and within what time does the committee desive them?

The Caaayax. We want the briefs by the time we finish the hear-

ingsl; We think we will finish the hearings Tuesday night of next
week.

Mr, Errss. The briefs ought to be in by Tuesday of next week?

The Cusiryax. Yes; or Wednesday,

(The brief referred to by Mr. Auerbach, Mr. Ellis, and My, Col-
quitt was subsequently submitted and is here printed in full, as
ollows:)

Thne Exciss-Provits Tax.
MEMORANDUM AS T0 SECTION 292 OF THE WAR-REVENUE BILL. H, R. 4239,

The uniersigited, on behalf of the manufacturing corporations which they
represent, have no thought of making any suggestion as ta the amount of the
proposed tax under the revenue bLIll. Tbhat must be left to the wisdom of
Congress.  Buat they do desire to submit to the Finance Committee of the
Senate certaln considerntions which in thelr Judgment, it adopted, will result
in a tax cquitable and free from discrimination, as ft wontid not he i€ the bill
be enacted In its present form. And inasmuch as the present bill, when
amended, wit probably bhe the pattern and precedent for further taxation in
the future it Is huperative that it should be wisely frame:d so as to acconplish
this result both now and hercafter.

With respect to the proposed war excess-profits tax title of the revenue bill,
we submit that In order to give effect to the committee’s alms and to procure
through the tax as large a sum ag practicable without disturbance of the
business of corporations, which would result in toss of fncome to individuals
and tend to create general depression and fatlure of production, and to axsure
a falr and equal distribution of the taxes among corporations, aml to give efieet
in clear and unmistakable languiage to the legislative intentlon it Is essential,
in our opluion, that section 202 of the hill now pending in the House be ameled.

First. With respect to good will, trade names, trade brands, franchises, ete,
it must be borne in mind that such property is rarely purchased or acquired
separately from the other property of the corporation, but. on the contrary (often
belng the most vatuable asset in esnjunction with the physleal property ac-
quired), Is transferred with the physical property inseparably from it (and as
a rule for shaves of capital stock). and taken together represents the actual
initinl investment of the corporation. The carnings of praperty of a corpora-
tion possessing such good will, ete., coulil not, Independently thereof, be measured
or fairly determined.

The proper method of determining. therefore, the actual value of the {nvest-
ment of such corporations is by the fatr value of the outstanding capital stock
of the corporation, The value of such stock may be determined by the market
quotations or transactions, or by appraisal, quite as readily as the vaiue of the
physical property of a corporation having no good will or tradeanarks, ete,
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Second. The phrase “tiine of paymert " has created much confuslon, and it
held to apply to the time of tlie original investment will be bound to produce
inequality and oliminate many corporations from competition with others,

For example. corporations A and B, owning like propertles, originally of equal

vatite, sy, $100,000, and each to-tay worth $1,000.000, earn annunlly $100,
A, however, having purchased its property Iast year for $1,000,000 is exempted
to the extent of $80.000 of its earnings, while B, which acquired the property
at nn earller date when its value was but $100.000, is exempted to the extent of
$8.000 only, The properties are practically ldentical, but A wenld have ten
thmes the exemption of 13,

Moreover, this phrase, so Interpreted, would also take from such corporations
as have added. through-efliclent operation, to the original value of thelr plants
the appropriate consideration of the increased vatue, white corporations not so
efficient and having added nothing to such original value would be given equal
exemption, not fairly deserved.

All confuslion and unfatiness would be avolded by fixing, for example, January
1. 1017, as the date as of which such value should be taken. substititing for the
phrease “ at the time of payment ' the phrase * as of January 1, 1917.”

We suggest a substitute for the entire section 202, which, we submit, would
meet the foregoing objectlons and effect the falrness and equality, which we
are sure the committee desire to cffect, and thus avokl the consequence of an
ineguitable, discrimtnatory tax: .

s See, 202, That for the purpose of this title actunl capital invested means
(1) actual cash paid in; (2) the actual value of property other than cash as of
January 1, 1017, Including thereln good will, trade-marks, and trade brands,
rights, and franchises acquired by means of the issue of stock or otherwise;
and (3) pald in or earned surplus and undivided profits uced or employed in
the business. such actual capital fnvested to be determined by the fair value
of the stock on such date, or if fssued subsequent to such date, then on the date
of its issue”

The Ways and Means Commnfttee of the House of Representatives recogaized
in part the justice of the accompanying suggestions by the change it has made
in the vevenue bil passed this year. by making proviston for tnking into con-
slderation for the purposes of exemption the value of good will, trade-mark,
trade brands. frauchixes, ete.  They, however. eliminnte that clement of value
unlexs it is “specitically * pald for in caxh o tangibte property. But, as we
have said, both above and §n the oral statemnent, such assets of good will, ete.,
are not as a rule “specitically ” patd fer—if by * specifically ** the draftsman
of the bill ieant separately—in cash or so-called tangible property, but more
frequently in capital stock. though thereby the value Is ascertainable with as
much definiteness as Is the value of such tangible property,

ALTERNATIVE SUGGESTIONS,

In case, however, the committee should be of tlie view that the fixing of the
murket price of the capital stock as of January 1, 1917, or any tixed date. may
operate too favoratily to the corporation. then it Ix sugeested that in Heu of

T sueh date section 202 provide that the average wmarket price of the capital
stock over a given perlod or its value be minle the basis for the exemption,
The provision would then read as folows:

“REC, 202, Actual capital fnvested of any corporation having any eapital
stock patd in otherwise than in cash shiall mean the market value of its shares
of capital stock outstunding on the first day of the taxable year. determined by
the average selline price of cich share sold during the preceding —— years
or such lesser perimd as sieh corporation slill have been in existence or, In
caxe siuch capital stock shall have hiad no market price during such periml, the
faie value thereof. In no event shadl the aciunl capitad invested mean an
amount less than the actual cash value of the net assets of the corporation,”

If. nevertheless, the committee are still of the view that sitch averave price
wonld be too favorable to the corporations, the committee might provide that
the exemption be the value of the assets of the corporation, to be ascertatned
by appratsal, the value of the capitat stoek to he only one element, hut not a
controlting element. The section might then read as follows:

 SEC, 202 Actual eapital fuvested, of any corporation, shall mean the actuat
value of al) assets of the corporation on the first day of the taxable year, deter-
mined by appraisal, which may include as an element thereof, bat <hall not be
determined by, the actual average market value of the outstandivg shares of
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stock of such corporation for a perind of years preceding the first day of
the taxable year or such lesser periml as such emxporation shall have been In
existence.

In any event, * falr value* should be controlling in fixing the exemption just
as it i made controlling uiiler the act of September 8, 1916, both in ascortaining
gain or loss upon a sife of property and in determining the excise tax upon
capital stock,

CONCLUSN{ON,

It has been suggestad that 36 a corporntion shoutd have fnereased its eapital
stock after its original issue, in part, the purpo<e of the pending bill might he
- defeatedd.  Thls view, it Is subinitted. will be found, upon examiuation. not to he
Justified,

The adoptlon of any of these changes would make it n matter of inditerence
as to the anount of capital stock ontstanding which might have heen originally
tssued for the property of the corporation or any increase thoreof, for the yeason
that the basls of the exemption would alwayx he the actual value of the projerty,
reflected fn whole or part by the value of the capital stock.

During the oral argument before the conmmittee it was intimated that the
Isstie of capital stock to represent goml will, ete,, had heretofore been the
subject of abuse,

While not dissenting from such view, we wish {o suggest that this constdera-
tion must be horne in mind: Goml will, ete, In association with tangible prop-
erty. ix often the principal asset secured hy a corporation in the nequisition of
fts assetx,  And while tictitlous valuations of good will, ete,, shoulld he accorded
no recognition, the product of efficiency represented hy gomd will, ete.—often
establixhiedd by the expenditure not only of a great amount of time and industry
but of vast sum= of money in advertising and otherwise—such, for example,
as in the case of Royal Baking Powder, Lucky Strike, Woolwortlh, Biull Dur-
ham, and Uneeda Biscult, ought surely, in the contemplation of Congress, not
to be excluded from due valuation, even though such goml will, ete,, he pur-
chasad In conjunction with tangible assets and not * specitieally * or separately
acquired,

Then, too, conceding it to be true that the Issue of capital stock has heen at
times oxcessive in the acquisition of good will, ete, we are to bear in mind
the value of the capital stock outstanding will necessarily determine whether
or not this he true in any particular case; or, if the committee are of the
mind that the value of the capital stock as of a given date, or even its average
value running over n period of years, he not the correct criterion for determining
the true value of the good will, etc,, then the Government, through the method
of appraisal suggested below will—at the time fixed for determining such
value—be in a position to ascertain the value of the eorporate us=ets in c¢on.
Junction with, or wholly Independent of, any estimate put upon it hy the cor-
poration in the original acquisition of such good wil), ete.

Iu conclusion, we yespectfully snggest, therefore, the eveatlon of a hoard of
appratsers, under the Treasury Department or otherwise, which shall have
power to procure a proper determination of the nctual eapital fnvested,

Such a hoavd, exerclsing quasi judiceiat and administrative functions and also
performing duttes similar to these of the Commissioner of Internal Revenue
under the fucome and corporation tax laws, wonlll fnsure adequate machinery
for and public confldence in the Impartial enforcement of the aet,

So far as we are informed, there has been no complaint by the Government
or by any corporation as to the taxes imposed under the act of September 8,
1916, on such * fair-value” basis, and any Inequities whieh mizht possibly
result under the amendments of the excess-profits tax law. hereln proposed,
would be adequately adjusted by the Government’s hoard of appraisers o he
created fn accordance with the suggestion above male,

Why not adliere to an estahlished methol which has proved to he <o satlsfac-
tory a precedent?

Respectfully submitted.

JoskrH S. AUERBACH,
Wape H. Erirs.
NEYLE Co1.QUITT.
B Nieitoras F. LENSSEN,
May 12, 1017,

The CHarMaN, Now, Mr. Thacher, we will hear you.
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STATEMENT OF MR. ARCHIBALD G. THACHER, OF NEW YORK,
REPRESENTING THE, FOREIGN FIRE INSURANCE COMPANIES
AND FOREIGN MARINE INSURANCE COMPANIES.

Mr. Tuacuer. Mr, Chairman and gentlemen, in behalf of the
foreign fire insurance companies and in behalf of the foreign marine
- companies, I ask the privilege of directing your uttention to one
point. Tt is not any objection to the amount of this tax at all. We do
not come before you with a question complicated by holding comn-
panies or companies which declare large stock dividends. It is a
simple proposition related to the transaction of our business. It lies
in this; that the foreign insurance companies doing business in the
United States are quite content to pay an excess-profits tax upon the
income devived from the transaction of theiy business in the United
States and upon the income derived from the capital invested and
used in the transaction of their business in the United States, but not
upon incomes derived from capital not used or employed in their
business in the United States, and it is not our belief that such was
the intention of the act.

The generality of the language of the act, however, is open to this
construction. and this inequality we desire to cuve. This inequality
happens to strike us and does not strike other classes of corporations.
These foreign insurance companies doing business in the United
States, besides doing business here and besides maintaining here very
large assets in theshapeof invested funds for the protectionof Ameri-
can polieyholders. those assets being held in State insurance depart-
ments and in the hands of American trustees solely for the protection
of American policyholilers—in addition to that class of their business,
which it is believed it is the aim of this act to tax and which we
* are quite content shall be taxed, they have at their home oflices
abroud—in London, for example—large blocks of American securi-
ties which they hold purely as investors, just as any alien might in-
vest in American securities. Those assets and the income which they
derive from them are not in any way used in their business in the
United States. The income which they reccive from those American
securities is taxed under the income-tax law.

The point which I ask you to direct your attention to in this excess-
profits bill is this, that the income which those foreign companies
receive upon American investments which they hold abroad and
which they in no way use in the transaction of their business in the
United States nor as a basis of credit in the United States shall not
go into the computation which makes up the excess-profits tax under
this bill; that they shall be taxed upon the business they transact
here; that they shall be taxed upon the income from the securities
which they hold here and use-in their business, but that they shall
not be taxed upon the income in respect of securities held abroad
not in any way used in their transaction of their business in the
United States. That is the single point that I wish to bring to you
and which I believe was the purport of the act.

T am not in any way wedded to words, and T shall merely as a
suggestion submit to you the following language at the end of sec-
tion 203 of the act of March 3, 1917:

Provided further, That in the case of foreign fnsnrance compunies amd eor.
porations there shall not be Incluled, for the purpose of this title, income
g«;celvod from capital not used or employed in thelr husiness in the United

ates.
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In other words, as inadvertently drawn the act includes all income.
Part of their income flows to them at their home offices from invest-
tsnte;l;ts held there not in any way used in their business in the United

es.

Senator Syoor. Where do you suggest that amendment?

Mr. Tuacuer, At the end of section 203. The bill which is be-
fore you, instead of drafting an éntire revise of the bill, simply
amends certain sections. This amendment would have to be taken in
at the end of 203.

Senator TuoMas. There is no 203.

Mr. Tracuer. -Not -in that bill, but there. is in the existing act,
and this is my only opportunity to submit it to you.

t%enat;or TowNsEND. You want to amend section 203 of the original
ac ,

Mr. Taacuer. Yes. Furthermore. I wish to emphasize the fact
that those home-office investments. as we may ecall them. are wholly
and absolutely separated by law from the United States invest-
ments. The State insurance departments and the laws of our
States require us to hold certain funds here. That we do. and upon
the income derived from those securities we expect to pay an excess-
profits tax. We expect to pay an excess-profits tax upon the business
we transact here. It is merely in respect of a limited amount which
is held abroad merely as an investment that we ask to be relieved
from tax.

I will submit a brief which T think will make the point clear. Tt
is merely to remove that inequality between different classes of
corporations.

The Cuamryax. Very well. it will be printed.

(The brief referred to by Mr. Thacher was subsequently submitted
and is here printed in full. as follows:)

{In the matter of H, R, 4280, Unlon Calendar No. 19, a blll to provide revenue to
defray war ¢xpenses, and for other purposes—Excess-profits tax.}

MEMORANDUM ASKING FOR A CORRECTION IN THE EXCESS'PROFITS TAX LAW IN
BEHALF OF FCREIGN FIRE AND MARINE INSURANCE COMPANIES MING RUSINESS
IN THE UNITED STATES,

As the committee appreciated at the hearing on Friday, Moy 11, 1017, the
foreign fire atd marine insurance companies did not appear in order to object
to this bill to amend the excess-profits tax law, approved March 3. 1017, but
for the sole purpose of pointing out an fnequailty in the iaw, which inad-
vertently diseriminates against them as compared with other forelgn corpora-
tions doing business in the United States and asking that the act be <o amendal
that the excess:profits tax will be justly measured upon them.

The nsurance compaules do not protest against the tax as such. nor o they
object to the proposed increase from 8 to 16 per cent,

They appreciate that a duty rests upon them to bear their share of the
financial burden of the war, but it should be remembered that in the case of
forelgn compantes thelr war burdens are nlveady very large.

Tie position of the companles s not complicated by any question of holding
corporations or stock dividends.

These corporitions bhelleve that it Is the purpose of this act to levy a tax
upon profits derived from business transacted and capital used and employed
in thelr business in the United States; they conceive that it i< not the intent
of the act to subject to the excess-profits tax, income not received from business
transacted liere. und not derived from capital used or employed here. The
language of the act, however, ns polnted out luter, does not carry out this
purpose. .

Unlike most other forelgn corperations dolng business in the United States,
forelgn Insurance companies receive income not only from Lusiness transacted
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and capital used or employed fn that business here but also from other United
States sources, to wit, from the interest and dividends from bonds and stocks of
American corporations that the forelgn insurance companies hold as fnvestinents
at their home offices abroad. and which they do not use or eptoy in their busi-
ness in the United States.

Such securitles are owned and held by the home oftices of the foreign fire and
marine insurance compantes werely as investiments, just as they own Freuch war
loan bonds or invest in the industrial enterprises of South American countries,
These investimetits have nothing to do with the husiness transacted in the United
Ktates and are wot capital * used or cinployed in the business in the United
States,”  Inasmuch, however, s the inconie acerties to the foreign owners of
such American securjties, these tnterest or Qividend payments come within the
Hiteral deseription of the words of section 201 as income “ received from all
sources within the Unfted States.”  Cpon such income the forelgn owners pay
an inceme tax to the United States, as< do all other forelgn corporations simi-
larly situnted, aned we do uet compiain of this.  But, unlike the forelgn Insur.
auee companies. other cliisses of forelgn corporations doing bushiess in the
United States hold few, if any, investinents in American securities that are not
used or employed in thie hushness traonsacted in this country.

‘The Enequality of the method imposed by the act, in computing thé excess-
profits tax, is mantfest when it is ppreciated that in ascertaining the amount of
the excess profits—--on the hustness transacted In this country--the income de-
rived from cpital not used or einployed in the business in the United States s
subjected to the excess-profits tax us though it were so used or cipployal.

The Insurance laws of all the States sharply deline the “ capital ” of foreipgn
insurance compauies deing business in the United States as including only the
securitles whiteh these companies have deposited with the insurance departinents
or other assets or securities which they have placed in the hauds of United States
trustees for the protection of American polieyhiolders aid certain other funds in
thie custody of the managers of the Amcerican branches.

They o not reeosnize as part of the Unital States eapital of a foreign Insur-
ance company, sieh American securitios as that company 1wy own rl hold
abradl,  Therefore. it would be no solution of the present inequality to suggest
that such forelen held Amerlean securittes shiould be included by the act as
part of the capital of the sopany ** sl or employed in the business In the
United States.” for two reasons: First, beeause sneh a statetuent wonbd aot be
true: and, secondly, beeanse the States very properly refuse to recognize such
foreign owned and held securities as part of the * United Stntes eppital @ of a
fereizn Insurince company,

The particalar portions of the act which create the fnequality referred to and
fmpoxe an excessive birden upon forelzn insurance eompanies, thercby differ-
entiating hetween them and other foreimn corporations, ave evntained In see-
tions 201 util 203 of the excoss-profits tax law,

Kection 201 of the net provides that—

S Every forelgn corporation and partner<hip * * * slail pay * ¢ ¢
a like tax upon the amount by which its uet income recelved from all sources
within the Unfted &tates exceeds the siun of €a) cight per centum of the actual
capital fnvested and used or employenl in the business in the United States.” ete,

From the foregoing it s evident that the amount of the excess will he
erronously arrived at by applying the net income of the forefzn corporation
s received from all sonrees within the United States.” to the actual capital * usedd
or employed ” in §ts bustness in the United States, regardless of the fact that a
part of the income is not devived from such souvee,

The same principle is cinphasized and establishied by the provisions of section
203 of the excess-profits tux act-—

*That the tax hereln fmpoxed upon ecorporations and parvtnerships shiall be
computed upen the basis of the iet incotne shiown by thele income-tax returns,
* x 2 angd shall e assessed and collected ot the same titie and in the sane
mauner as the (ncome tax * * &*

It ix believes) thnt the committee appreciates the infustive of inclling as
fncome under the excess-profits tax act come ot dderived fromw bhusiness
transacted or from eapital * used oF employed * in the hisluess in the United
Satex. and it is ropectfully urged that in amending the present law, by the
Bill now pending. the committee shoutd make t abnndantly clear that income
net rewelved from business teansacted nor from eapital used or employed In
the United States business of these foreign fnsurance companiesx shall not be
deemad Ineaie for the purpese of computing the excess profits taxable under
this act.



42 REVENUE TO DEFRAY WAR EXPENSES,

To cure the frregularity existing under the present wording of the excess-
profits tax law the forelzn Insurance vompanies suggest that the following
language he fnserted at the end of section 203 of that act, as appropriate to
accomplish an equitahle resnit:

* Provided further, That In the case of forelgn insurance companies, part.
nerships, and other forelgn eorporations there shall not he included for the
purpose of the exeess-profits tax Income received from capital not used or
employed In their business fn the United States,” :

In onder to avold any Inconsistency hetween the words of the ahove amenil-
ment and the existing provisions of another sectlon, viz, section 201 of the
excessprofits tax act, it is advisable to insert In the second parasraph of
seetlon 201 after the words ** ner incotne recelved from all smrces within the
Unlted States.” the words “* except as hereln otherwise provided.”

The effect of the foregoing snggestad amendments will he to earry out the
udonbtéd hitention of the framers of e exces: profits tax net, hamely, to
measure il base the tax fimpwesed upon foreli corporations having hranches
hiere, upon the profits of the stuess transactel and the eapital used or em-
ployed in thele business within the United States, atul not to include as income
in ascertatnine sueh protits ineome received fyom eapital not wsad or employved
In any manner i connection with the Amerlean nshiess,

In order that in naking this rapiest of e logisiative hraneh of the Govern.
meat the foreizn fusurance sompanies may not be lacking in complete frank-
ness toward the admintsteative and exeentive branchez of the Goavernment
that will enforee and admindster this aet o copy of this memoraidam, aceom.
panicd by an explanatory letter. is being sent to the Commlssioner of Internal
Revenue for Ir's information,

Respectimbly subinitted,

Banny. Waxwricir, TiacHeg & Syyees,
Attappenz for FPoreign Pive and Mavine [nsuranee Companies,
39 Wall Streel, New Yark City.

Arcineard G. THACHER,

Hegsert Bakey,

Cravexce R, WirsoN,

AL CHALMERS CHARLES,

0f Counsel,

The Crravrman, You may proceed, Mr. Emery,

STATEMENT OF MR. JAMES A. EMERY, REPRESENTING THE NA-
TIONAL ASSOCIATION OF MANUFACTURERS OF THE UNITED
STATES, THE NATIONAL FOUNDERS ASSOCIATION OF THE
UNITED STATES, AND THE NATIONAL METAL TRADES ASSOCIA.
TION OF THE UNITED STATES. .

Mr. Exgry, Mr. Chnirman, in accordance with the committee’s
suggestion we met ontside, and it was agreed T <hould have not to
exeeeld 10 minutes of your valuable time,

These organizations which 1 vepresent number abont 5,900 manu-
facturing corporations. engaged In general manufacture in all the
States of the {’nion. employing abont two and three-quarter millions
of people. T may say also that they represent more than 55 per cent
of the industries npon which the United States will most divectly
do'peml for the production of its eqguipment for the Army.

There are very many matters m thi= measnre in whicl we are
interested. but we are more concerned in the principle npon which
this tax is to be lail than upon the amount of the tax that is to be
levied, becanse. as we are entering upon this war. now is the time
when the United States will determine npon its taxing poliey.  We
desive to submit that there ;e two prineiples presented in the House
bill which act nnfairly and inegunitably.

Senator Tuomas. Only two? .
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Mr, Eveny. T will say two major principles. Senator Thomas. -
The first of these is, that this measure proposes retroactive taxation
upon the income of corporations and mdividuals for a portion of
the calendar year of 1016.  We urge upon you that retroactive taxa-
tion is unfair taxation, because it is taxation upon the incomes dis-
tributed and disposed of, and yon might as well nsk us to stand npon
the bank of the Potomac River and drink of the water that flowed
to the sea yesterday as to pay you any further tax npon the incomes
of corporations and individuals that have heen distributed for the
year 1016, The proposal in the Iouse bill is that 334 per cent. or a
tax cqual to 333 per cent of that which has nlready been levied upon
-the incomes of corporations and individuals, shall he levied for the
year 1016 upon the returns now in the possession of the Commissioner
of Internal Revenue and made payable in September. We snggest
that before you think it necessavy to increase the present tax, whether
vou make it a tax upon the fature or npon the present. we are ready
to pay in accordance with the national necgssity. but.we object to any
form of taxation which is retroactive in it= nature, and ti]mt under-
takes to deal with a distributed income.

Secondly. T venture to snggest that any form of taxation that at
once taxes the income of the corporation. then levies a supertax—
and that amounts to a supertax upon its income in the nature of an
excess profits tax: while at the same time levying a supertax upon
the individual income in the form of the measure coming from the
House—twice taxes the income of the corporation, while it does not
twice tax the income derived from any other form of business,
Double taxation is not in itself unjust or inequitable taxation, but
double taxation that levies twice upon the income derived from one
form of business, and does not levy twice upon the income derived
from any cther form of business, places that twice taxed income at
& disadvantage, so far as eithev its dividends or investments are con-
cerned, for the future of that business,

We rest confidently on the belief that the gentlemen of this com-
mittee desire to produce a maximum of revenue for the Government
of the United States with a minimum of injurious reaction upon the
industry of the United States, and we venture to suggest to vou that
if the income from real estate, from rents. from the owners of apart-
ments or office buildings is not to he subjected in the same manner
to an cqual burden that is laid upon corporate incomes. yon have
placed that corporate income with reference to all its futnre findings
wpon a very injurious and difficult basis. .

If I may venture to point out the practical situation to yon, at the

resent time at the other end of the Avenue manufacturers are bein

rought in from all over the United States, and they are being aske
to take, under the stress of war, contracts for all sorts of materials
essential and articles essential to the maintenance of war which they
have not hitherto manufactured. To give you a typical instance, the
heads of two manufacturing corporations, members of our associa-
tion, within the past few days have taken contracts for the mann-
facture of naval guns, which they never made before, which they are
glad to manufacture in aid of their country. But they must or
ganize, for the purpose of manufacturing these. separate corpora-
tions, in order that they may make them at a point most convenient
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to their need; and also that the parent company, in providing the
capital, may have a separate business organization with which to deal.

In that connection 1 want to point out to you gentlemen. if I ihay,
a_source of income which apparently has not been considered in the
House bill at all, but certanly is worthy of your consideration,
computing the present revenue to bie expected. When these gentle-
men undertake this manufycture they ave confronted. of course,
first of all with a munitions tax upon the product v.ich they are
to make for the United States under a contract calling for a limited
price, and that tax is 12} per cent on the net profit derived from the
manufacture of these munitions. In the estimates made by the House
Committee on Ways and Means there has apparently been no con-
‘sideration Whatever given to the vast increase in the income from
vour munitions tax that cones from the lorgely increased entrance
of American manufacturers into the munitions trade for their own
Government. The munitions tax was laid upon the theory that man-
ufacture of munitions. export, and sale to the allies was a profitable
business. It was in some instances, but it certainly was not in many
others. Be that as it may. the American manufacturer is now mak-
ing munitions for his own Government. and assuming that he makes
any profit at ail—which very few of them are to any extent—you
have to consider the income to be derived from that source as addi-
tional revenue that has not been considered in the estimates made in
the House Lill,

The manufacturer who undertakes to manufacture for the Govern-
ment of the United States is, of ccwse. iinmediately faced with a
munitions tax, He has the excess-profits tax, if hie reaches that
point. He has the normal tax upon the corporation. and he has the
excise tax lnid upon the corporation stock. If a similar income is
derived from real estate in any form, it would be subjected to only
the tax paid by the individual on the income derived from that
source. ‘The excess-profits tax, the excise tax upon the corporate
stock, and. of conrse, the munitions tax, ar: something to which in-
come of that nature can not he subjected. If the tax which is laid
in the House bill upen excess profits be considered as an income tax,
then we submit it should be equally levied upon all income under
similar circumstances and upon all excess profits similar in amount
to that upon which you rest it. and not upon profits derived from one
particular senrce—to wit, from a corporate income—because that cor-
porate income is placed at a decided disadvantage as to its future
mvestments and as to the ownership of its stock.

If it is to be regarded as an excise tax upon the business doing
business in a corporate form. then it would scem it ought to rest
upon all corporations doing corporate business. But it does not. It
rests only upoen those who make a profit in excess of that fixed by
law, and that so-called excess-profits tax is an arbitrary designation
of profit. It is not. as in the English law, fixed by any reference to
the husiness in the years preceding the war, but it is fixed upon an
amount that does not take into consideration the business fact that
stares every business man in the face, and that is the differing risk.
For instance, the gentlemen who are now undertaking the manu-
facture of munitions for the United States ave, of course, engaging
upon a risky business enterprise from the standpoint of the com-
mercinl venture, and that is equally true of many forms of business
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here. So we venture to sugfest that you take into consideration
those two principles in the laying of the tax: First, that no tax
should be retroactive in its nature, because it is an unjust and in-
equitable levy upon a distributed income. Second, that it would be
far wiser and far more certain if you were to increase the normal tax
upon the corporation at the base, so that the amount raised would
be equivalent to the revenue which you desire from the excess-prolits
tax, in addition thereto, and it would then fall equally upon all cor-
porations, and it would not be distributed inequitably upon corpora-
tions under conditions under which the excess-prolits tax does not
represent in any way the differing risk on the business involved.
he CnairMan. Proceed, Mr. Morrison. :

STATEMENT OF MR. CAMERON MORRISON, OF CHARLOTTE, N. C.,
REPRESENTING THE AMERICAN COTTON MANUFACTURERS'
ASSOCIATION; THE MAYS MANUFACTURING CO., OF MAYSVILLE;
AND THE LORAY MILLS, OF GASTONIA, N. C.

Mr, Mogrisox, Mr, Chairman, the clients I represent think the tax
levied by this bill in the aggregate is too much, and that this excess-
profits and income tax placed upon their business is so placed as to
discriminate angainst them, and endanger the value of their property
unnecessarily.

This is the largest levy of taxes ever made upon the people of our
country, and it is to be added to a bill the next largest in the hisiory
of our country, unrepealed, making in the aggregate three billion and
three hundred millions of taxation, and in the aggregate, if cither
of these bills was repealed or this not enacted and the other remain,
we would be the most heavily taxed people in the world.

The Committee on Ways and Means in their report make a com-
parison between the tax which our people will pay and that which
is paid in Great Britain, if this bill is enacted into Jaw. showin
that we would pay $33 per capita, and in Great Britain they woul
pay about $60, But that comparison is misteading. This Nation
i1s a complex Nation. and much of our taxation is levied by the
States, out of which the General Government grows, Great Britain
is a purely national government, and we can not make a comparison
fair to our people in merely considerin% the tax levied by the United
States Government. The aggregate of the tax levied by the States
and the subdivisions of the States is enormous, and when added to
this three billions and three hundred millions will make an aggre-
gate sum of taxation upon the people of the United States without
parallel in history.

The people I represent are as patrintic as any class of citizens of
our country, and their sons are ready to go to the trenches in Europe
to defend democracy, as other classes of people are going to do.
The son of the chairman of the committee representing this com-
pany who employed me, who represents the organization in this
matter before Congress, is a lieutenant in the United States Army.
He was in Mexico, and shot at there in the recent trouble, and will
be as far in front as his country will send him. But these people
think that this tax in the aggregate is too much to levy upon them
at one time. They do not objec: to the amount. They do not object
to the last dollar of our treasure being voted out, if necessary to
defend liberty and democracy on earth. But they want some time
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on this thing. They believe that it will not only bear heavily upon
them, but that it will endanger all values in the United States, and
particularly the value of property where it is held by corporate title,

The principle declared by the Ways and Means Committee in their
report, that this genieration ought to pay about half of it, is a per-
fectly sound principle, and we do not object to that. But tixey define
a generation to be those people living this year, and they depart from
the principle which is dezlared to be and is & proper principle, un-
less we assume this war is going to last 30 years, because this bill
provides for paving half of it year by year, and even goes back and
taxes people who belonged to the last generation, who are dead and
gone. We object to any such solicitude and compassion for posterity.

We believe it will be better, not only for this genervition, but for
posterity, to upset the basic principle followed in this bill, and inter-
pret a gencration to be, ns it i, some 30 years and mote, and di-
vide this great burden which will be so patriotically borne by our
people, over a period of 30 yvears. So strong and great is onr coun-
try. it would not hurt a single industey in it, and there is not a man
under the flag who wonld compluin at the bnrden. We only com-
plain at this novel idea of meeting this extraordinary burden with
a greater cash puyment upon it than is followed by onr people
anywhere. 1f we go and build a schoolhouse, we will borrow the
money on bonds, and extend it over a few years. If we go and build
a good road, we will borrow the money and extend it over a few
vears. But we have a new thought about taxation here, that this
great burden must be paid for half in cash a< we go, contrary to the
policy followed by our people in uny division of our Government in
the past.  We think it 1s dangerous. and we do not concede that it
is unpatriotic to come here and express the views of these great men
of business who are willing to pay. and will have to pay, a large
part of this money. But we do say that it ought to be so done as not
to endanger industry in our country. and not to make taxation so
heavy that our peopfe, however patriotic, can not bear it with safety.

Mr. Chairvman and gentlemen of the committee, we pay less tax
in North Carolina per capita for State (iovernment and county
Government than any State in this Union.  We run our State more
ceonomically, according to the census figures. than any State in the
American Union.  Yet ad valoremn tax in the towns and cities in
North Carolina ranges from 2 per cent to 23 per cent, from §2 to
$2.50 on the hundred dollars of valuation, totaled for State, county
and town. The legal rate of intevest in our State is 6 per cent. We
take more than one-third of a dollar of the value as fixed by law
in our interest law for taxation for every year, and I beg you to
take into consideration the high tax borne by owr States, towns,
and counties, when you are levying this tax.

The States have been progressive.  This spivit that has controlled
the Nation recently und made it swing ont and do a great many
things we have not been doing before, has been followed in the States.
Our schools have been enlarged and increased. good roads have been
built everywhere—all manner of .Ipublic assessments have been made
upon the people of the States. The United States increased its tax
to a degree never dreamed of Lefore. and in the aggregate already it
is enormous and hard for business to bear. and when this is levied,
as I said in the outset, in the total it will be a greater taxation which
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these great men of business. not in seltishuness, but in solicitude for
the whole business fabric. believe will endanger the value of alf
the property in this Republie.

These particular prollel‘ties are easy for the State (ax assessor to
get at. Corporations have to nuke reports to the State oflicials;
they keep books; and in North and Sonth Cavolina they arve valued
at theiv actual value in money. They ave made to swear to their
capital stock, to their surplus, to their net earnings, and the market
value of their stocks, and they are ussessed in my State at every
dollar they are worth, and they Lear an ad valorem tax. when they
ave sitiinted in towns, us most of thein ave, us I suid awhile ago, of 23
per cent. What reason is there not to define n generation to be.
as it is, the people who live within 30 years, and spread this great
burden borne for demoericy for all the generations to come over
this period?  We could do it and it wonld never jar or strike a
single industry in the Republic,

But if the aggregate sim must be levied. if we must reach back
and ax, in solicitude for those who are to enjoy the blessings that
we by our treasure and blood are going to maintain for them. and
pnt upon the present generation year by year this enorimons sum,
then we usk, if it must be done, if that is the wisdom of the Jaw-
making power of our country, my elients will bear it patriotically—
ves, and let it all go as chearfully as any cluss of people in this Re-
public.  But we know that the Representatives of the people are
willing to levy it fairly.  We know that the sentiment will not pre-
vail here that the men who will pay excess profits in the United
States, as declarved by a great official on vesterdiiy, will never got
within miles of danger of the fiving line. We know that the sentiment
will not prevail in the Congress of our country,  We know that the
men who may earn, in the corporations in which they are associated
and in the partnerships, an excess over § per cent. uve not leoked
upon by the Congress of the United States as cowards and traitors
and slackers all, and that theve is no patriotis in thix Republic save
in those who are unsuceessful.

If it must be levied. we ack yvon to consider o few faects that we
want to bhring to your attention as to the inequality upon these par-
ienkor prapertics of the particalar tax placed,  The exeess-profits
tax. as fixed in this bill, is purely a class tax, without any justification
whatever, except the justifieation of convenience, and that it can he
administered against people it applies to, and conld not he against
other people. The people assoctated in partnership= and corpoya-
tions—mark the distinction—not the business, not the automobile
business, not the tohacco buginess, not some particular business whieh,
for particular veasons, might stand a special tax in this time of stress
and emergency—but withont vegard to the business, the people asso-
ciated together in parfuerships or in corporations for perfectly legal
purposes are made to pay this tax. while individuals equally prosper-
ous are not required to pay it.

Tt can not be justified upon any principle which ever prevailed in
a tax bill in owr country until it was placed in the hill two vears
ago. und we of course do not expect that to be repealed. We know
that theve is not going to be any tax repealed in these times. But
we think it is so objectionable that it ought not to be extended, and we
urge this committee, if they put the full amount of tax upon our
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properties provided for in this bill, to do it in any other way that
the human intellect can deviso save this. ,

It is the most dangerous tax to the value of the property. The
Government seems to fix, as they do upon public-service cofpora-
tions, a legal amount of profit at 8 per cent, and above that it is
to be condemned as excessive, and taxed as something wrong, and the
tax, as heavy as it is in this bill, not only makes the amount severe,
but, Mr, Chairman, it éndangers the valug of the property to a de-

more harmful and hurtful than the amount of the tax itself.
out can not take any stock in any corporation and tax its income
4 per cent, and then add to that 4 per cent a tax of 16 %)er cent on all
it makes over ei%ht, without endangering the value of the property
seriously, and, Mr. Chairman, in deep sincerity, in the amount you
have fixed to take from corporate enterprise in the country, when
agreed upon, we prefer the income tax straight, we prefer any form
in manner of levying that tax to the manner which seems to con-
demn these enterprises if they make over 8 per cent.

Furthermore, this 8 per cent exemption, Mr. Chairman, results
necessarily in discriminations. They say we are going to get at the
actual capital by the bill, and of cowrse the bill as passed makes an
honest efort to do that; there is no question about it. How can the
tax assessors ascertain the actual capital invested in the corporations
of this country? We are spending millions of dollars to find out
how much is invested in the great railroad properties of our country,
as a matter of fact, and yet the tax assessor under this law could
have determined that whole matter. In all the enterprises there will
be found ancient rascality still carried in the shape of capital stock
and of surpluses, and it will be difticult for the oflicers who administer
this act to get at the real investment, and it will necessarily result in
diserimination, and we say that it could be more fairly done by a
direct tax upon the net profits of the corporations. upon the gross
sales of the corporations, or upon the gross incomes of the corpora-
tions.

In a day or two I shall submit a brief for the consideration of the
committee,

The CxarMan. We will have it printed.

(The brief referred to by Mr. Morrison was subsequently sub-
mitted and is here printed in full, as follows:)

BRIEF FoR AMERICAN COTTON MANUFACTURERS ASSOCIATION ON WAR REVENUE
B (H. R, 4230),

STATEMENT.
FINANCE COMMITIEE.
United States Senate.

Sirs: On behalf of the American Cotton Manufacturers Association I beg
to submiit the following expression of our views on war-revenue bill, H, R, 4280, <

(1) We most earnestly urge the gencral proposition that more money be
raised by bond 1ssies and less motney by taxution,

I shall vot undertake to argue the different points fnvolved, as they will he
fully covered In Mr. Morrlson's argument herewith attached and submitted, I
desire, however, to emphasize the fact that this position seems amply justified.
even without argument, by the imniediate depressing effect upon busiuess fol.
lowing the publication of the Treasury Department’s *suggestions™ as to the
amounts desired by taxation for war revenue; also by the obvious hesitation of
husiness men-to subscribe as freely as they tvould like to the liberty bonds, for
fear they will not have the available cash both to pay the taxes proposed and
to subscribe to the bonds.
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As we sce if, assuming that the Interest rate on the bond issues will ulti-
mately reach 4 per cent, an additional 2 per cent [»er annum collected for re-
demption purposes would oft the whole bond issue in 28 yeéars, the total
requlired annual taxation, both for interest and amortization, aimounting to only
about one-elghth of the annual taxation proposed under the presént bill.

We can see only harm and no good that can come by attempting to impose
upon the Amerlean people barelf' entering the war a greater burden of taxation
than that borne by any nation In the world, even after three years of financlal
and cconomteal struggle, (See Morrison's argument.) _

(2) We beg to state most emiphatically that the actual working of the pro-
}.osed bill would discriminate agalnst our industry, owlng to the character of
ts organization as compared to that of many other Industries. -As a rule,
cotton mills both are owned by corporations and are undercapitalized, so that
the éxcess-profits feature of the bill would fall unreasonably heuvy upon them,
For those lramediate reasons we are opposed to the excess-profits feature of
the proposed tax, not to mention the further and more far-reaching organie
reason that such a new and novel principal fn taxation would ultimately fmpajr
the values of our properties, as will be discussed with more partlicularity hy
My, Morrison,

We would like to see that whole feature of the revenue bill eliminated; but
if it Le decided not to repeal the present 8 per cent excess-profits tax, we at
least urge that the principle be not extended by the addition of further taxes of
this character,

(3) We protest against any retroactive taxes whatsoever; prlor-period fu.
cones have already been distributed, fnvested, or otherwise disposed of.

In conclusion, it Is to be distinctly understood that there is no disposition
whatever on our part to evade the ultimate responsibility and payment of these
taxes: we realize perfectly that the business men of the country must pay the

. Lulk of them; all we ask Is that the taxes be levied justly and without dis-

crimination and that more time be nllowed in which to pay them by making
the annual payments smaller than is contemplated In the proposed revenue bill,

We most earnestly beg your careful reading and consideration of the argu-
ment herewith sulnnitted by our attorney, Cameron Morrison, Esq.

Respectfully submitted. B

. AMERICAN CoTTON MANUFACTURERS' ASSOCIATION,
STUART W. CRAMER,
Of Legislativz Comniittee.
May 11, 1917,

ARGUMENT oF MR. MoRrRrISON, oF CHARLOTTE, N, C.. DELIVERED BEFORE THE CoM-
MITTEE ON FINANCE OF THE UNITED STATES SENATE ON THE 11TH DAY OF May
1917.

Mr. Chairman and gentlemen of the committee, the American Cotton
Manufacturers Association, whom I represent, protest against the enactment of
H. R. 4280, being the war revenue bill,

First. Because the bill makes an unnecessary and dangerously excessive levy
of taxes upon the people of the United States and upon almost every husiness
and fncome therein taxed, and .

Second. Because the Income and excess-profits tax levied by the bill under
conslderation upon corporations and partuerships is discriminatory and grossly
excessive ns related to other classes of people taxed by the hill,

And they desire to urge the wisdom of ralsing n larger part of the revenue
required by an additional bond issue,

It is estimiated by the report of the Ways and Means Committee, which
accompanied the hill to the House of Representatives, that the receipts of the
Federal Government, fncluding postal receipts, for the next fiscal year, under
the existing law. will amount to $1.500,000,000. This was the largest annual
levy of tnxation In the history of our Government.

The same report estimates that the bill under conshderation will yield, dur-
ing n twelve month's period, $1,800,000,000 additlonl revenue. This will make
the total levy of taxation by the United States Government, including postal
receipts. $3,300,000.000. This sum Is imniense and largely more than any
annual levy of taxatlon upon any country in the history of the world. But
this is nothing like nll the taxation our people must bear., Our Government is
a complex Federal Government, and only a few of the functlons of Government

103242—17——4
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are performed by the General Government. The taxation levied annually by
the States, counties, townships. oities and towns, awd other community Gov-
ernments, must be nilded to the enormous swin of £3,300,000,000 of annual
toxation in order to ascéertain the fall antount of taxation horne by the people
of the United States, 1 have not been able to obtain officlal figures from the
Census Oflice from which the exact ninount of taxation levied by the States
and the varlous sulnlivisions thereof enn be ascertained. bhut we respectfully
urge that your honorabie commitéee should have the officials of the Census
Department to ascertain this all-important fect for yonr conslieration before
Elaclng the great levy of taxation carried by the LI uidler consideration, We
now the mmonnt woutld be enormous,

The report of the Ways and Means Cotvinittee of the House of Representa-
tives, heretofore referred to, undertakes ta make a cotnparison between the
taxation borne hy Great Britain and that which will be levied by the United
States if this b1l should be adofited. showln:e that white our total taxation will
be many millions In excess of Great Britains—to wijt, $£3.300,000,000 us com-
pared to §2,700,585.528 upon Great Britain—our per capitn taxation will be less,
to wit. $33 per eapita ag compared to Great Dritain's $00, This comparison. as
made by the Ways and Means Committee. is misleading. because they have only
estimated the tax levied by the United States Government in calculating the
per capita taxatlon tevied upon our country. Great Britain §s a nationnl Gov-
ernment, and the total taxation upon the lnhabitants of Great Britain {s much
more nearly shown in the taxes tevied by the Parlinment thaa is the total taxa-
tlon upon the people of the Uniterd States in the levy made by tiie United States
Government alone, There should he inclinled. to make a falr comparison, the
taxes levied for ull governmental purposes fn both countries. If this were done,
the ageregate of taxation fevied n{mn the people of the United States would
exceed by many bundreds of nitliions thiat levied upon the people of (reat
Dritoin at the end of nearly three years of the most devastating and costly war
in the history of humanity. In many sections of our country, if not as a whole,
we are satistied the per capita taxation would exceed that of Great Britain, We
ure not yet In anything like such a critlenl conditlon as Great Britain, Our
cradit and ability te dispose of the securities of the Unted States is unimpalred.
i\‘m'l \i\-o are far from the necessity of levying such devastating tax as Great

ritain,

‘The totul sum of taxation upon property and business in the United States is
already heavy, and if the hiil under conslderation is enacted into lnw it Wil he
£0 enormnis as to serionsly endanger nll husiness and all preperty vahies in
our ecountry,

For some years the annual expenstitures of the United States Government
and the levy of taxatlon have bicen increasing rapldly, because the Government
has heen engaging in a great many progrossive enterprises for the hetterment
of the couniry not formerly undertiken. Under existing law there would he
levied a sum about five times as large us that levied under the Payie-Aldrich
revenue bill, and if the proposed hi i« entiefed fnto law it will become abiout ten
times as large. ‘The spirit of progress manifested in national tegistation for
the last few yeurs has permeated all the States, counties, townships, citles, and
towns. Large undertakings of a governmental character have been earveied out
n almost every community throughont the country, resulting ta a tvemendous
fnerease in taxation in well-nigh every State, county, township, city, and town
in the country.

North Cavolina, nccording to the Inst census figures, is the most economteally
overnad State in the Unfon, and the lowest tax i< levied there per capita in the
nion; and yet the total ad valoréin tax alone on the $100 valuation in property

in the towns and eities of North Cavolina, including State, conuty, and township
taxes, aggrégate from £2.00 te §2.50. So we find that industry nnd property.
without the levy provided for in the bitl under conslderatlon, is certainly nich
greater in the aggregate than (n any country in the world, and while we lack
full statisties to make a veliable comparison. it is quite likely that already, and
bhéfore the enactment of the proposed Will, the people of the United States. when
all taxes are embraced, are to«lny more heavily taxed per capita than those of
the most desperately situated of the countries engagedt In the European war;
this is certainiy so in many of the communities of our comntry, It Is a very
great and patriotic purpose, and still there is a 1hnit beyond which business can
not stand taxation without complete paralysis and destruction. Are we not
a{‘)pronchlnu this limit? 1t does seem clear that these enortnous addiiionat taxes
should not Le levied unle<s there s absolute necessity for dofng so,  The inter-
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ests which ¥ represent realize that the Congress should rafse the money asked for
by the excentive branch of the Government, They recognize the wisdom agd
Justice of the pitrpose for which the money is nceded. But they do not belfeve
it is necessary or just or wise to annually levy such tremendens burdens upon
the already heavily taxed Incomes anil businesses of the people. \We urge upon
your consliteration the wisdom of ralsing n lavge part of tlie necessary money
nsked for Ly a larger bond issne.

Mr. Morrisos. A part of the revenue provided for in this bill
should be met by a bond issue and the burden extended over a period
of vears. L ' L

The report of the Ways and Means Committee. accompanying the
bill. says [reading] :

Yoeur committes, after carefully constdering the experlence of the Buropean
countries at war, belleve that it is sound economtc podiexy for the present
generation to bear a fair amd equitable portion of the bhuvden of financing the
war, @l vecommemts that the remaining contemplated oxpemnditures of the
Government for the remainder of this and the whole of the next fiseal year
be vaised by taxatlon, The effect of this recommendation i< that about enc-half
of this contempinted expenditure will he met by taxatlon and the other half
from the proceeds of bonds,

The principle that * the present greneration shoulll bear o fafy and equitable
portion of the burden of financing the war ™ 1= not only just bt sonmud,  The
all-important question i, Whiat are we to define to be the Sife of this generation,
and what are we to judge a fafr mul equitable portion of (he heavy burden
for such generation to be after we Imve succeeded In fixing the terin of Its
life? The report declares for a perfectly just principle for the country's
sgaliinee, hnt proceeds by the bill reported and now uider consideration to
grossty violate that principle. If we assume, as the report seems to do, that
this generation. in Justice to posterity. shoulld pay one-hal€t of the buvden of
ks war and carry forward the other half to be met by future enerations,
then this bl violates this just division of the buwiten between the present
generation and posterity, because it undertakes to levy amually one-half the
cost of the war, The committee seems to interpret the tife of o genevation to
be one year rather than 333 years, n mtch more nearly coreect estinate of
the life of n generation, Unless this war is nxsumed to last 80 years or more,
then the levy of one-half its cost annually wonld not distritute the burden upon
the present generation, hut place unjustly one-half of the whole bmurden upon
that portlon of the generation living during the duration of the war. which
certainly can not be expected to extend over more than twoe or three years,
it so long. It does seem that the porifon of the heavy hurden te bhe borhe by
this generation might, without injustice to posterity, b extended over a pweriml
of years rather than all of it pald In cash by thut portion of the generation
living In the midst of the fighting and suffering. during the nctuad perfod of
the war. It has been the poliey of the people of the United States, i the
varlons subilivislons of our Government. to meet nnusual and extriordinary
expenditures by bonnl fssies ronning for u periad of years. 16 this poliey were
ndepted to meet this extraordinary expenditure, this generatton conld mich
more casily bear the entire cost of the war ad with inuch loss g to the
conntry than if vequiredd to pay half of it year by yoar by the lovy of exorbitant
and destruetive waxes, It his boeen the poliey of the people of our country in
itding goml rouds, streets, sehioolliouses, and n making all fmprovements in
which poesterity has an interest, to do so by hond tssues, <o that the burden
might be distributest at least over a pertod of years rather than by placlng
destructive, value-endangering taxation upon the comnnity.,

This war Is the most extraordinary and expensive emergency—-the greatest
emergency—with which the country has heen threatened. It §s unquestionably
in the Interest of those who will be living during the next 50 years for this
war to be fought to a sueeessful conclusion, Why should those living in the
very midst of {ts lrdens and difficultles, those wiio will have to do the fight-
fng and suffering, bear, year by year, so ntich of {t, endangering, as it will,
the great fnheritance which this generatlon seeks to transmit to the next?
Why not meet this emergency by the poliey heretofore followad in almost every
unusual governmentat improvement, that ix, by issufng bonds after the danger
point has heen reachied in taxation, and thus divlde the burden, if not with
future generattons, at least between those of the preseut generation. -
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It this pollcy was followed, in the opinion of the great men of business whom
I represent, tlie enormous wealth and nradnetive energies of our country could
meet the total cost of this war, even If it should be as great as the highest fear
of its cost, without Injuring a single industry and without for & moment stai-
ing the extenslon of business and the auguientation of our already great wealth.
The business men of the country belleve that our credit should be used gen-
erously to avold the evil of confiscatory and dangeérous taxation. This I8 not
from selfishness, but from n deep conviction that it 18 best for posterity as
well as onrselves to keep enterprise and business in a healtby and vigorous con-
dition. They belleve that, considering the nlready heavy taxation under which
exlisting Jaw places-the country, much of- which. was levied for preparedness
for this war, we have reached the point in taxation that so heavy a levy as Is
carrled fn this bill upon the fncomes and varlous husinesses of the people will
resilt In danger to all values amd especially to the value of the propertles so
Jargely ani excessively taxed as all corporate propertles are.

We not only protest agalnst the tax levied upon corporations under the
addiflonal fricome and excessprofits tax, but against the whole scope of the
bill, on qceoint of the mrgregate placed upon the whole bushitess ol incomes
of all the people. It will, In onr opinion, so avrest enterprise in husiuess, so pre-
vent the growih and extension of husiness that it Is unwise to Jovy it until it iIs
cemonstrated that the necessary fumls can not he obtalned by o larger use of the
country’s creilit,

We urge that you conshler the wisidom of extending the burden of this war
over a pertod of 50 years and providing for the annual disclinege of a et of it
it not 50 years, then as long a time as is necessary to save the business and
people of the country from unusual and excessive taxation, and certainly so n3
not to put the chief burden upon the men and theiv families who are to de the
chief suffering and the dylng for the protection of democraey for themselves
und posterity. ‘The Dbill, as drawn, exhibits a soMcitude for posterity never
exhibited before by uny legislative body on earth, Those who are to come ufter
us should be protected from any Injustice upon our part, but this solicitude
should not go to the extent of causing this generation to pursue an unbusiness-
like and unsound economic policy aud to assume annual burdens greater than
can be borne with safety. It must not he forgotten that all the wealth savedd
by this generation will he transmitted to posterity as will the hurdens we may
transmit.

1t this generation should pay all this money, then let thix genermtion have
the privilege of dofng it In a businesslike way and divide the burden between
those who lve within the generation, rather than half cash and the remainder
durli the life of this generatlon, as the policy pro‘),osed will require,

Bue 1f the aggregate sum provided for by the bill must he levial, then we
submit that the increase in the Income tax aml exeess-profits tax Miced upon
corporations and partrerships Is diseriminatory and unjust as related to the
taxation piaced by the bill upon other elasses and interests of the country.

The corporate properties of the,country are alreandy Lieavily taxed in the
States and suhdivisions thercof fn which they are situated. There is tuch
undervaluation of property for ad valorem tax in the State, but this does not
apply to corporate property. The corporations keep hooks. and it s easy to
ascertain the actual value of their assets. In almost every Stute in the Union
there is complaint at the rapld growth of thiese assessments el at the dis-
crimination in vatuation made against corporations.  In the bill wder eon-
slderation the income tax which they ave required to pay is doutited. and the
grossly diseriminatory excess profits lax placed upon them by the kist Congress
is also (oubled, so that a corporation, §f situated in a North Curolina town or
city—and the conditions ave as good there ns in nuy State (n the Union—will
have to pay from $2 to $2.50 upon the actunl value of its property as sinally
determined by the actual value of its stock as fixed by the murket, or 1€ it dves
not carry a market value, then upon its actunl hook values and In addition to
this it wilt have to pay various State and county Heveise or corporation taxes,
all of which must be pald whether it makes any mouey or not; and under
this LN, §f enacted Into law, it must pay an fucome tax of 4 per cent to the
United States Government and a heavy corporation tax, and if 1t is managed
by men of such abjlity that it can et by all these burdens and make anything
above $£5,000 and 8 per cent, this bill proposes to take 10 per ecent or nearly
one-sixth of such earnings. Is it not clear that this faxation must seriously
affect the value of all corporate Stocks and discourage all corporate enter-
prise?



REVENUE TO DEFRAY WAR EXPENSES, 58

The excess-profits tax Is an unjust class tax. We can readily sce the justice
of placing upon certnin huslnesses, whethicr incorporated or otherwise, a special
tax. but we can not xee iy principte whatever which justifies putting a heavy
tax upon one class of people which Is not fmposed upon other classes of people
engayed in llenticnlly the sanie business,

The excess-profits tax s placed by this bill only upon that portlon of our
people nssoctuted togethier by partnership arrangement or who have associated
themselves together as stockholders in a corporation, The corporation and
the oartuership may Lo, and s, engagzed In alntost every cliss of business In
wineh individuals are engaged. Under this unjust and unfaly tax a partner-
ship,,operating st business upon the same street In an Awmerlean city where an
Individual vperates n Inrger and more successful business of the same character,
would he venqiifved “to pay - this- excess-profits tax, while the lavger husiness.
operated by the individual would not be vequired to pay {t. A sall corpora-
tion envning over $5,000 and 8 per cent upon the capital invested woulil he
requiredd to pay this excess-profits tax, engagad {n any business, white the
individual, worth many thues more and using many times more capital tw
l;nie sante business, competing with the little corporation, would* e free froin
thix tax.

Upon what principle is tids Justiticd? Upon noene, exeept that the paviner.
ship or corporation Keeps  bhooks il the Government thinks it can get at
the capital luvested in the partuership or eorporation, white the fndividuat
does not Keep hooks upon a basls of tixed capital, and therefore the law eoutd
net be adusinistered upon the individual, It wmay he answered that the fu.
dividual has to pa: an ncome tax. o does the corporation, and while the
amonnt of the inesee tax on the corporation may be at a less rate, yet when
we conslder that sunong the holders of stoek of the corporatton there will be
many fndividuals who, ¥ not assoclated with the corporation, would net be
linble for any income tax even under the new and lower amount at which the
income tax is applled, it is not certain that the ineeme tax upon Individuals
fs less than it §s upon corporntions, The excess profits tux IS not only unjust
in the amount of it. but in the principle, which is highty dangerous to all part-
nerships and corporations, It seems to fix u standard of earnings, ns s fixed
for public-service corporations, at 8 per cent, and thut carnings above this
amount are beyond the rights of business and to be comlemnet by the Gove
crmaent.  The effect of this viclous innovation tn taxation will be to serlously
Tower the value of all corpovate stocks. ‘The tax Is more objectionable on this
necount than because of the amount whieh will e taken from the earnings.
Why should the men end woment and winor children, who, in order to aecom-
Plish 1 perfectly worthy business purpose, have heootie partners or assoclated
thetselves together in a corporation, be informed that if, by business economy
they nre successful, and In spite of the heavy burden of State, county, town,
and Faderal Govertment tax cacn over $3,000 and S per cent in thelr business,
their Government will take nearly one-sixth of the remainder from theay, while
othier nen and women, 1ot associated fn pariuership of incorporated companies,
thongh engaged fn the same business, may miake afl the woney they can with-
ot having condemuation phaced upon them and having ene-sixth of what they
e carnt tuken away fron them by their Government in speetnl class taxation,

The only othier argument advatead to sustain the proposition Is that cor-
porations, stuee the Furopean war cotimenced, have been making money. It
fx trie that the corporations aud partuerships ave beete making noney <ince
soom aifter the Furopean war commened, to an extent to which they hied not
been waking It before that time, It s oqually trae that (he people of onr
country who are not assoclated together tn partuership or corporations have
beent making woney above wlat they made before the war conmenend, in as
fnereased volume ag the corporations il partuerships have been dotng, Al
tsiness has vecently prospered in the United States, and there s no justifi-
entlow in thig for singling out those who huve heen legally assoelated together
for commendable business purposes for novel amd eluss taxation of a most
exorbitant character.

ut ean thils execess-profits tax be fafrly adimlnisterad agninst corporations
and partnerships?  We submit that it ean not.  ‘The ddifliculty will be in ascer-
taining the capital actually invested in the husiness. Many corporations carry
upon thelr books, as nssets, much of what Is commonly ealled water. 1t will
he most diffieult for the tax nssessor to determine what is eapital and what Is
water. The CGovernment Is now engaged, at a cost of millions of dollars, in
having the eapital Invested In the great rallroads of the eomintry aseertained.
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According to the theory of this bilh, an cimployee of the Treasury Department
could have determined this without the expenditure of all the money and the
employtent of thousands of intelligent nien to determine it. We recognize
that this bill carrles a provision intended to squeeze the * water ™ vut of vor.
porations, in order that the honestly capitalized corporations may not be dis-
criminated against, but the attempt can not he successful and s unfaly upon
its face. It Is true that orie of the most populne ways of watering stock las
been to incorporate good will, brands, ete,, but It is equally true that there
are fistances where corporitions have bought good wili and instead of pay-
fng for it In cash or tangible propertles issued therefor its securities In gom
falth, and it would be manifestly unjust to thiosze corporations which did this,
and where the transaction was bona fhde, and the good will purchased of hotiest
value, and the securlties issued for it honestly Issued, not to he treated as if
--such- issite of securities was fnvested capital; and yet this hill does not recog. -
nize such capital,

A great many of the strongest and vichest corporations In the country will
not pay one dollar of this excess-profits tax, hecause they are so capitatized
as not (¢ akq over 8 per cent.  The small corporations have not fndulged In
the days of bhigh finance, and practicatly cvery one of the smaller cdrporations
and partnerships in the United States making over $5,000 and 8 per cent wiil
have this tax to pay. Very few of the great and poweérful corporations, however
honestly comlucted In regent years, will not he carrving upon their books, In
spiie of the present managers of such corporations, i great deal of ancient syas-
cality amd corruption.  We do not belfeve this anclent rascality amd corruption
can he unearthed and clintinated from the capltal of such corporations by
the tax-collecting forces of the Government. It will he almost impossible to
accomplish, awl certainly can not he done hy a tax collector.

If the mpgrexate of the tax earrled in this bHill must be levied, aned {f Bt is
found to hie Just to place upon pavtnerships and corporations the amount of
the burden placed by this DI, we most respectfully protest against its being
done unler the form of hoth an ncome asl oxeoss-profits tax.  We urge that
the excess-profits tax Le not estended. It carrvles with it condemmation of the
husiness to which it Is applicable.  I€ the corporations must pay the amount
thus fmposed, those whom I represent prefer any othier manner of assessing it
than the excess-profits tax. The amount, when added to {he heavy taxatlon
already borne, §s within ftself unjust and diseriminatory, aud the manner of
collecting it is the most objectionable that could possibly be devised. We
much prefer an fncrease in the corporation tax or the total amount placed on
Incomes. If neither o these methods can Ye adopted, we urge the committee
to devise some means by which we can pay it which does not establish the
principle that for a corporation or partinership to make over S per cent s
excessive, condemnied, and invade fustification for unusual taxation by our
Qovernnient,

The people whowm 1 vepresent in this matter are as patriotle as any elass of
eitizons I the Repubife, They odo tot obfeet to paying their Just part of the
great oxpenses of the war upon which our votrtry his <o wisely entered for
the vindiention of one common rights and the profection of tibeely and deigoe-
racy, but they da not ddeem it unpateiotie to cotne hefore the Congress of thelr
country amld urge thelr views as to how the bueden can best he borae with teast
fnjury to the conntry,

Thoe teader of the House of Reprosentatives gave as o veason justifyiog this
DIlE that the men who will pay the oxeess-protits tax wonld never be within
thousands of mies of the fivlng line.  We hope and feel contildent that this
matter will not be finally determined in that <pirit.  The younz men of the
conntry who have gone to the trafning cimps to e trained for oflicers helong,
many of them, o the families from whom this excess-profits tax will vone,
The selective draft provides against any diserimination on the basls of wealth
as to these who will go te the fiving lino al those who wiil remafn at howe,

The acting <haieman of the commfttee of the Amerlean Cotton Manufaeturers®
Associatlon, Mr. Stunrt W, Cramer, who represetts the assocfation héfore the
Congress in this untter, has one son of military nge. e Is a lieutenunt in
the United States Aviny, and In the vecent tranhle in Mexieo was with Gen.
Pershing's artmy aml was the leader of one of the few sqeuds actually wmuler
fire. I happen to know that hie has on file an application to be sent to Franee:
ond though less than 23 years of age, he will get as far in front and us quickly
upon the firing liue as his country amd commander will permit him to xo. The
young men between 21 and 30 years of age of those fuintlos enguged in cotton
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manufacturing and other Industrles conducted through the Intervention of cor-
porations and partnerships, wilt have to go to the firing line under the selective-
deafe system 3 and it they did not have to go, they would be found there in as
large percentage us any other class of people in the Republic.

Ahe cotton manufacturers fn the South will find thelr labor organtzation
sorfously affected by the chitd-tahor taw recentll\; enacted by the Congress,
beeause many 14 nud 15 year old ehildren did-work in the nillls theve. T tave
1o eriticisin to nmke of this law, but the effect Is fmportant. The sclective
drafe will make another great mroad upon the labor with which the otton
manifacturers of the South have heen operating thelr niflls, ‘This, of course,
will also apply to the manufucturing fndustrles throughout the country, We
have few people of much nge working In the cotton factorles, The young men
taken feom them will make grear fnroads upon the labor, They fice a problem
to keep sulliclent labor to gutintatn productlion.  There has also been a diviston

“ by the fmanufactiurers throughout the country of the reeent prosperity with
Lbor.  Nome of the inills have inereased wages as nnich as 40 per cetit, aud
generally the ills have inevensel wnges as high as 20 per cent, and in adai-
tion to this many have given bonuses o their captoyees from the mueh-talked-
about prosperity of recent years.

RETROACTIVE FEATUVRES OF RILL.

The vetroactive fucome il exeess-profits 1ox is very unfust.  fn our solict-
tude for the protection of posterity it ix proposed to o back amd take part of
the profits mate before the citetiient of the law and by due course of husiness
diverted to other ehannels, ninl in many fustanees inte new hands,  Some of
the corporations earhing these prolits have aftogether changed hands, and there
bave Leen, of vourse, many suud Jdaily transactions in thele stocks based upon
such taxation as ey were subject to at the time of their teansfer. . The writer
knows of an instanee in Novth Carotina where there was it stack sale of a large
and successful cotton titl,  The priee paid was supposed to be hizh value.
The former owiers receivest thelr oy for the stoeck, and the present owners
are assessed by this bill with both income aml vorporate taxes, dating back
beyord the date when they purchased the property. It would seem to he
altozether unhoeessary to Gix g basts for eolleating whatever sum must be col-
toete] from corporats entorprise by going baekward,  Bonuses were given and
wiges generally raised under the burdens then borne, exstensions in husiness
mivle oF contrseted for, and personal awl othier expenditares neule on a basis
of the then existing tax buvden, It mst work eracl infustioe to 2o hackward
and heavily tax incomes and profits already caviied and expensted.

Thie propeities which T represent lave na pratest whitever to make against
the east of thiz war and the il paynent of the e, Oue only protest is
aggainst the manner and tine within which the bunden shiall be discharged,
We are entively willing tor the propertios which we represent to pay evenh a
wsonerots portion of the great aggregate cust of the war agalust autoeracy il
for the protection of lberty qnd democeracy on earth, but we do most carnestly
nrge that theré is no necessity for this payment to be made at an annual rate
which will endanger all bustuess and threaten the continued prosperity of the
country. \We are perfectly willing for this generation to pay it al) it it Is
oxtended over the life of fhe generatlon,  Wao are satistiod that the unrivaled
resotirces of our great eonnfry contd meot the cost of this war if spread over
a pertod of ondy 20 years witheut Jarring a singte industry or stopping the
raptd augmentation of our wealth.

Mr. Monmisox. T have time, I believe, to try to mnke just a further
rwoint. The cotton manufactm-mf industry in the South particularly
1ad some recent difficulties that T want to call to your attention, and
they should be considered in determining what they can bear.
am not acquainted with the husiness in the New EnFland States
and the North, but T think it is the same there. They have greatly
qaised wages. This prosperity that rlstnﬁes this tax has already
heen divided with the labor. The mills T generally represent in my
community have rnised wages 2 per cent. Then the Keats-Owen
child-labor bill will disarrange—and I am not here to criticize that
at all—the labor system they have had, very considerably, and put



56 REVENUE TO DEFRAY WAR EXPENSES,

the 14 and 15 year old hands they have had out of their plants; and
then the draft for the Army will, of course, take the young man, and
they face a most serious proposition to have sufficient labor to keep
up ‘their production. I think that in North Carolina they face a
great trouble over that difficulty in getting labor, as they will, I am
sure, throughout the country. Most of the cotton-mill labor is
young. They use the young man and the young woman, The older
people will not work in the cotton mills, certainly in our section.
And this drait and the Keats-Owen billy too, force them to prac-
tically reorganize their whole labor system. .

1 hope you gentlemen will deem it proper to consider those diffi-

-culties in constdering how much additional tax they can pay; when

everyone of them pays enormous taxes in addition to those levied by
the {Inited States, and to levy these taxes unnecessarily, I want to
say, in conclusion, will be a grave mistake. Why is it not possible
to adopt the plan I suggested awhile ago, and give them time on it?
These people want simply to spread it over, if not 30 years, 20¢ if
not 20, 10; if not 10, 4 or 5. But we certainly hope you will
not f;o back. One of the largest cotton manufacturers in our State,
the largest one, probabl{, died sometime ago, and it is proposed to
go back and tax what he made in 1916. One of omr largest and
most successful plants in my State was sold about the first of the
vear, or since the first of the year, and these profits were paid for
by the men who were not in the business at that time. This bill
goes back and taxes these new owners of that corporation for the
money which the former owners made, and had in their pockets, and
we think that that certainly ought not to be done.

ADDITIONAL BRIEFS RELATING TO WAR EXCESS PROFITS FILED
WITH THE COMMITTEE.

Memorandum on Excess-Profits Tax and 1917 Tax on 1916 Income Submitted
on Behalf of Investment Bankers' Association of America,

I, EXCESS-PROFITS TAX (PROPOSED AMENDMENT, SECTION 204).

1, Our criticlsius of the present and preposed excess-profits tax are unfor-
tunately not constructive, The present law Is essentially a hit-and-miss offort
to reach excess profits on the false assumption that all corporate and partner-
ship earnings are based on capital, It furnishes, we helieve, an unsonnd basis
for any emergency tax. If, however, In the present emergeney, it {s deemed
necessary to retain this tax and impracticable to adopt nt coinplete alternative,
based on the Eunglish excess profits tux, we would urge the amendnient of see-
tion 204 to read substantlnlly as follows, noting the changes proposed from
the amended section 204 In the present House bill:

¥ Sec, 204, That corporations exempt from tax under the provisions of sectlon
eleven of Title I of such act of September elghth, nineteen hundred ana sixteen,
and partnerships carrying on or dofuyg the same husiness shalt be exempt from
the provistons of this title, In the case of professional partuerships having no
outstanding capital, the Income derived from the professional services of the
partners shall be exempt from the provistons of this title, and as to all other
partnerships, and also as to corporations and assoclations having not exceeding
six members, there shall he allowed as an exemptionh such part of the income
as is fafrly to be attributed to the personnl services and good will of the active
members thereof and not to the capital employed In the business, and the
amount of such exemption shall be determined by reference to the parinership
or corporation articles, to the normal earnings of past years, und to any other
relevant cirecumstances: Prorvided, 'That an fncrease of profits over yests prior
to nineteen hundred and fifteen arising from higher prices of commodtities pro-
duced or manufactured by such partnership or corporation or to incre.-sed sales
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thereof shall be deemed to be earnings on capital, not on personal services or
rood will, Income derived as interest or dividends on the obligations of the
United States, or of any State or Territory thereof, or of uny municipatity or
tuxing district thereln, or on the obligations of nny (Government at war with the
publle eneniy of the United States, and fncome derived from dividends upon
stock of other corporations or partnerships which are subject to the tax iimposed
by this title, shall be exempt from the provislons of this title.,”

2, The proposed amendment speaks In soine part for ftself. It is Intended
to carry ont what has scemed to be the desire of the Treasury Erepartment to
1revent goetual Infustice under tlie present law., ]

In subnitting this brief we desirve, on behalf of the niembers of the ussocin.
tion, to state unequivocally that they object to no item of the proposed revenue
LI becanuse of the amount of the tax, They do not object to an tax on invested
capltal as such nor to o tax on personat earnings as such nor to the percentuge
or gmount of eithers - - - e : : -

\Ye believe thut the so-called excess-profits tax Is intended to reach a Jimited
Jliss of producing and manufacturing concerns which have been mnking huge
jrofits ont of the war, and we realize the manifest Justice of this design, It
Just this result were accomplished by the tax woe would not be heard to question
it.  But this tax, as it stood In the hastily enacted House LNl of the lust Con-
gress, pow doubled by the present b, reitches with confiscating and destructive
effect thousands of sl husinesses In all parts of the country which have no
shve in any war profite, It taxes not thelr excess profits but thelr normal
1 rofits, not thele profits on invested eapital hut their norial prolits from personul
services, -

Witere dloes this tax beging?  Let us take the simplest case, n ciuse common
it every part of tlie country, Tom Jones has o successful mercantile business fn
¢ small elty, so successful that e makes, say, $9,000 a year. He made it in
1010, and he nukes it fn 1017, He has a small capital, say, $5,000. If he Is an
individual he pays no tax. But he has a valuad employee who gets $3,000 o
veur, He wants to give i an Interest, to make him a partner. He gives him
a fourth intcrest and the profits are $12,000, or 240 per cent, on the capital,

Its unsoundness Is apparent when ft §s sumlyzed,. Not one man but thou-
sands of men with taxable incomes fn 1916 are peuniless te-lay., Move thon-
sunds are fn comparative poverty, fortunate i€ they have reserved the money
to pay their tax under the present law. 7To tax them agaln on thele past
ol fortune Is wrong, ‘he average man has spent his 1016 Income, presumably
1eserving the amount of (he tax. He has regulated his expenditures nccord-
ing to his inconie. \Whatever it Is called, any new tax must be pald out of
Lis 1017 fncome, If he has any. A 2 per cent tax on his 1910 income may be
20 per cent in fuct on his 1017 fncone, out of which It must be pald.

We raise this question by way of caution rather than of objection, It seems
to uv that in generat the same classes .of persong must pay this tax as wil
pay the Jucreaxed tax on the 1017 incotnes, and that the money sought to be
raised Ly this tax should, §f necessary, be ralsed by a further increase of this
tax or from other sources.

Whatever else a tnx measured by the income of 1016 may be, it Is not, ns
we view it an fncome tox. We do not question the power of * retrospective”
taxation, in the absence of constituttonal fuhibittons, but we doubt whether
uch a tax enn be deemned to be either an income tax or a property tax, unless
it Is levied on funcome or property In existence when or after the law is
ennucted,

The Supreme Court fn the Brushliaber caxe propevly uphield the power to fevy
n tax on the income of the current year measured by a period commencing
prior to the enactinent of the law., ‘

This 1s very different from levying a tux on a person measured by the
pust Income of a past year. There Is nothing In existence on which the tax
~an operate or ont of which it can he pald except the pocket of the taxpayer,
which may well be empty.

In Stockdale v, Insurance Cempanfes (20 Wull,, 323), clted in the Brush.
taber case, no question had been rialsed as to the tax measured by the lucome
of a prior year belng a divect tax, The dictum in that case seems to have
rested on the plenary power of Congress to levy a tax, In fact, the court
spoke of the power to levy the tax, “ although the measure of It was governed
by the income of the pust year.” It seems to us therefore worthy of considera-
tion whether a 1017 tax on 2 191G fncome Is not u tax on the person eas-
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ured by a past fncome; in other wonls. not an Income tax. and therefore still
subject to apportionment under the Pollock case. It would, we belleve, be wiser
to collect the snie money by a less questionable tax.

Respectfully :mbmitted.
. Reeo, McCouk & Hoxr,
Counsel for the Investment Bankers' Assoclation of America.

Brief Submitted by Dr. Jur. Jak., A. Schwarzmann, as Counsel for the
Schwarzenbach Huber Co., Relative to the Apportionment of Taxation on
Corporations and Partnerships,

Mr. Chafrman and gentlemen of the committee, as representative of the
Schwarzenbach Huber Co., West Ilotwken, N, J,, one of the lurgest silk-manu-
facturing concerns in the United States. I respectfaliy subniit for Four esteeined
;-ons{dérntlon the following brief In regard to the proposed wat excess-profits

ax law,

The law as proposed by the Ways and Means Committee snggests in section
201 to amend section 200 of the act entitled “An act to provide fncreased revenue
to defray the expenses of the increased apprepriation for the Army and Navy
nnd extenslons of fortifications, sl for other purposes,” by adding at the end
of this section 200:

“The first taxadle year shall he the year ending Docember 31, 1917, execept
that fn case of a corporation or partuership which hias fixed fts own tiscal year
ft shall be the fiscal year ending during the eatendar year 1017,

Such wording of thiz addition Iz ambiguous and therefore misleading to
everybody not perfectly familinr with the entire law, especially to the taxpayer,
It may give the hmpression that such a corporation or pavtuership having its
own fiscal year has to pay such excess-profits tax for the entlre fuome earned
within the whole fiscat year ending during the calemdar year 1017,

This 13 ohviously not the intention of the law, ueither of the enacted nor of
the proposed one,  Sectlon 200 of the propwsed aet states that-—

SThere stiatt be pabl a like exeossprofits 1ax of S e vedt upon the hwone
teceived in the calemdar year 107 aiul every éalemlar year thereafter,”

Thus the basie intention of this act is: Taxanion on incotite recvived in the
catendar year 1915, No ercess-protits tax shall ke Ievied on fueome devived
from any perled previous to Jautary 1, 1917, Thewfore the fiest xable
year® can never e the fisenl year eiding sluring the ealentar year 1017, but
only such proportion as the thne feom January 1, 17, to 1he ctill of siael tiseal
year bears to the full fiseal year.

Nectlon 200 of the propmsod et contintes---
cand that this tax shall be computed, viel, assessed, coltectad, and patd for
the sune years, upon the stune fneomes, upen the same basi<s and in the same
manner s the tax fmposed by Thle T of sueli aet of Marele 3, 1917, as amendsd
by s act.”

But this proposed st does ot amets] seetfon 203 of the law as emteted

March 3, 1017, In which section the principle fs lafd down of how this tax shall
bo computed).  This act says (hat—
*where a corporation or partnership mukes return prlor to Marel 1, 1018,
covering i(s own fiseal year tending durineg 10191, and inehwdes therein any
income received during the catendare Fear ending Decenber 31, 1016, the tax
nterein tmposed shall be that proportion of he tax based upem sueh full fiseal
scar which the time from Sanuary 1, 1017, o the el of such fiscal year bears
to the full tiscal year.,”

Thus it is shown beyond doubt that this act before and after its amendment
does not Intend to tax any fncome derived within any perfod previous to
Junnary 1, 1017, but the wording of this ambhzuous amended patssis Is open to
sueh misinterpretation,

Beshites this eonclusion ox loge I mbhit draw your attention to the inference
de facto, 1. ¢, to the consequences §E it shiould be the yeal intention of the Ways
and Means Cotnmittee to tax such corporations amd partnevships on their whele
Inconte earned during the flseal yoar ending 1017, We wonlid liwve enrporations
paying excess-profits tax only for the calemdar year 1017, such corporations
having the calendar year as thelr flseal year; atd other corporatious paylng
sttel tax for one, three, six, nine, and wore months of the eatetular year 1916, i€
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their fiseal year ends during the calendar year 1017, It Is ohvions that sueh an
effect Is, heenuse unequal and unfust, and therefore u-American nml in contra-
uli("!hm to the Constitution, not fntended by the Ways and Means Commitioe.

Suech actlon would be nothing less tlhuan putting a penalty upon CVeLY Curporie
tion or partnership having fixel its own fiseal year in aceorldanee with the
pecliarities of its trade, combination, or eonstruction.

I therefore respecttully sugiest that either section 200 of the enacted law
shalt be unchanged or, If amended, submilt the following awmewditent to the
objeetlonable addition s !

“The first taxable year shall be the year ending Decoinber 31, 1017, exoopt
that In the case of a corporation or partnershipy which has fixed its own fiséal
year it shiall e such |vroin)rtlon of this fiseal year as the time from January 1,
1917, to the end of such fiseal year bears to the (ull tiseal year.”

Respectfully submitted.

Thne Remwaszessacie Heser Co.,
By Di. Jak. A ScHwagzymaxy,
Coupized.

Criticisms and Suggestions Submitted by Cullén & Dykman, of New York, as to
Excess-Profits Tax,

Seetion 202 of the excessprotits tax, <o callid, approved Mareh 3. M7, as
amerndm] by Title IE of the WG now before the House, 1L R, 42590, < not only
unfair in its provistons but also anworkable amd easily eviubivl,

First. Goodd wHll, utder the Jaw of peactivally overy Stte of the Uulon, I8
rezgarded as property and can be taken in payment ior 1the eappital stoek of
eorporntions In the same way a< any other property,  Gosd witl enters into
the value of every stovk 1o it greiler or less degros, el repuatesd parehases
of the stock of corporations extenditng aver ot porvisds of tine have entitled
the purchasers to regard the good will ns a wmnterit and somctimes most
fmportant part of the assets of the corporation.  Uwler the provisions of seetion
202 as amended the vahite of good will ean be taken as neaa? eagidtal investod,
provided that cash or tungible property was patd by e corporation for the
oo will, but apparently i€ stock was issitesl for this asset s valie nesy not
be taken. The reason for this distinction s plainly Gibaeions, sinee any cor-
poration might fesue its stock Cor cash and with the cash pay forr the @o-wd wiill
instead of fssuing the stock directly for the givat will,  In either vase the
result woulill be exaetly the ssune, exeept tlatt the exeess-profits GX i one vase
might be several tinmes that I the other vise.

Kevord, The provisions of this title van be avolded by the stiple expadient
of reorganizing a corporation, aviinging matters so that the full present valne
of #t< assets I eapitalized and a eash payiment made for the tall valne of s ol
will, Certainly n tax sueh as (his should he hased upon something more futda-
nental than the mere dilleulty and bother of organtzing n new corporation awd
distributing fts securitles.

Third. A multitude of corporations whitch will e subject to this tax have been
oreanizad and in extsteitee for generattons,  Thelr properties have In maost eases
o doht targely appreciated in value and thelr stocgs lave heen exstensively
dealt in upon this basis,  Yet they are to be severddy pealized as compared
with a recently organized corporation which has capitatized its property at
more nearly fts present value,

One or more of the following substitntes or some comhination thercof appears
to be the only feasible way of meeting the situation:

(a) A goneral Increase In the rate of {neome tax upon corporations. This
appears to be by far the best expedient.

() A comparison of the carnings of corporatlons under present conditions
with the earnings under previeus normal cotulitions treating any Inerease of
earnfugs as excess profits to be taxed,

(¢) A determination of the ammount of actunl capital uvested by taking the
average value of all assets of the corporation for a perlod prior to present war
vonditions, This would give the good will fts proper normal value without
making allowance for n value dependent upon abnorinal profits,

(d) A tax upon dividends stwilar in purpose, although perhaps larger in
amount than the tax collected by the State of New York upon corporations
existing uuder (ts laws. It would probably be possible in this connection to
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guard agalnst an accumulation of surplus or undivided profits by treating them
as if actually pald out {n dividends,

Brief Filed by Mr. John A, Kratz on Behalf of the Association of Partners of
Stock Exchange Firms,

To the Conmiltec on Finance, United States Scnale?

StGeesTions ox Hovsy ML 4280, Extirien *A Bine 70 Provine: REVENUE 10
Derkay War EXUENSES, AND tor OTHER PURPoses,”

Avaiting ourselves of the convtemis permisston of the conmitter, we respect-
fully submit the followhuye memerandum eoncerning certain phiases of the war-
revenue bill (H. R. $280),

This memorandum s submitted on belialf of the Assoclation of Parliiers off
Stock Exchange - Firms, vepresenting more than 8% private tirms located fn
New York, Boston, Chlcigo, Philadelphin, mul other cities throvghout the
country, enguged In business as stoek brokers or dealing in securities or
engaged In prisate banking, foreign exchange, or other branches of finance,

We are Instractod by our clients to etnphitsize at the outset that they make
no objection to any tax, however high, which may be neeatel for the proper
expenditures of the Government in the present exigency. On the contrary, they
will eheerfolly assume any burden, ne matter how heavy, as a patreiotie privi-
tege.  But the eommittee will appreciate that these burdens shonld be uniforn
fn their distribution and, it 15 presumed, will welconte its attention belng deawn
to any aspects of the bill which create fisulvertent inequalities hetween persons
fdentically situnted. The bill should be revamped so as to eliminate such
Inequalities.  In this spirit we invite the committee’s attention to the following:

INEQUALITIES PETWEEN PARTNERSMIPS) CORVORATIONS, AND INDIVIDUALS IDENTI-
CALLY SITUATED.

We refer to Title IT—war excess-profits tax, Take as an example A, B, and ¢,
engaged in the same business, (1) incorporated, they being oflicers and holding
the stock hetween them; (2) in a partnership and (3) fndividuadly, although
assoclated by having the same oflice, oflice force, ete.  Assume that in the three
cases thelr combined capltal consists of £3500,000 personalty, $300.000 reaity, and
$1,000,000 ns the uccepted vahue of thelr good will, and with aun annual net
earning of $250,000.

In (1) A, B, aud C will be entitled to deduct that amount of the enrning
which Is recelved by them as sataries and un exemptlon of S per cent on
$1.000,000, representing the good will, before arrlving at the net profits upon
which the tax will te based under the bil), The total tax thus payable, fnclud-
Inge fndividual fucome taxes of the stockliolders, would amount to $10,883,

In (2) A, B, and ¢ although rvecelving the same smonnt for thelr services
as in (1) they recelve for silaries, woulil not he allowest to dedact such com-
pensatlon hefore arriving at (he uet pwotits.  Nor would they be allowed an
exemption of 8 per cent on the $1,000,000 of good will which Is nllowedd in (1),
The amount pald by then in individual income aml exeess-profits taxes wonbl
be $20810. I€ in (1) the corporation fucoine tax and the exelse tax (both of
which the eorporation pays for fimmunities which partnerships do not enjoy) be
deducted from the corporation’s total tax, the inequality between (1) and (2)
uniler the excess-profits tax law wnder these circunistances wonld he $15.600,

In (3) A, B, and € wonld he Hable to the same inconte tax bt would pay no
excess-profits taxes at all,

This neypuntity woukl be renoved () by allowing pavtnerships to deduet
the salarles patd to partners wi leh corporations stimitarly situated may deduct
from net profits for paynent as salarles to ofifeers, The average partnership
pays to pariners, ag well as to its eiployees, fixesl monthly sntns which are
all treated as part of the cost of Soing bhusiness, At stated times fn the year
the profits are nscertained amd disteibuted to the partners.  Sound economle
principles not only Justify hut require that the personal services of partners
in cacrying on the business. which are tdentteal with the services performed hy
officers for n corporation in carrying on its husiness, shoulldl he regarded, as §n

te ease of the corporation, as u part of the cost of pradtuction of the profits
of the enterprise. It {s highly unjust that the corporation shonld he perinitted
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in the one instance, and the partuership denled In the otlier, to pay for such
ilentlcal services before arviving nt the net protits of the husiness,

(B) By allowing partnerships the exemption of 8 per cent on the same
nssetg on which the corporation would he allowad to desluet 8 per cent, includ-
fng the good will of the business. The conmittee will recognize that many
partnerships enjoy @& far more valuable good will thun the uverage corpora.
tion, This s property which can not he struck down or taken away. Partner-
ships are taxed on this good will as a very valuable asset, even though it s
not enterad as such upon its hooks, The good Will of private ficms is an actual
asset and Is made the subject matter of substantinl taxation in the vartous
inlieritonce-tax systems, both State and Federal.

This Inequality puts n heavy penalty on idofng husiness in partnerships, 1t
would seem that p:lrlnersl."ps should be entitled to n preference rathér than
a diserimination, By remefntig In business in partnerships individuals offer
additional securlty in thele personil labllty for firm debts. They enjoy none
of the privileges of lesened Habihiv, continulty of existence, etes which-tire
achieved by thoxe wlhio Incorporate.  Should this discrimination against part-
nerships tnduee Incorporation 1o avold the tax inequality, much of the purpose
tsclf of the excess-profits tax will be defeated, while an elimtiation of this
inequality will conduce toward n larger revenue fron the tax.

These are not ubnorinal profits.  ‘Fhey are not exeess profits.  They are not
war profits.

The tax is on the excess over $3.000 and 8 per cent of the capital, If “and
means “ plus ™ the tax Is on the excess over §3.000 plus 31003 that is, on $1:2.000
minus $3,400, or $6,600. Eight per cent of this is §528: 16 per cent is $1,050
on the privilege of taking In an partner in this husiness, The Junior partner
pays $264 out of his $3,000 as a tax on ecapitat earnings, and he has not a dollar
of capital tn the business or fn the world, :

Wit chinne 15 there of u partitership nder sweh a pennity?  Wliat chanee
for the employer 1o rewayd his cmployee, for the employee to attain the coveted
and deserved advance?  How aany such partnersidps already extsting wild
continue to exist onee the meaning of this aw is hrought hoine to the bhusiness
nien of this countey?  Fven patriotisin relaxes fn the face of a manifest ol
absurd Injustice.

The Treasury Departinent has readized the infquity of the law and tried to
show a way to nvold it, a way that would require the arbitrary recasting of
every partnership ngreeinent fn the country, amd in the ease supposed would
leave a partnersiip in name hut not in fact.

It should be noted In passing, aml cphasized, that a great many of these
small mereantite buslnesses, und also businesses of service such ns a loeat
livery business. an englueering or advertistng husiness, or the drug business,
combining service and trade, all of which require a relatively small but sub-
stantla) capital, ure corporate in forin, but partaership in fact.  ‘Che. juntor
partner Is given n block of stock, possilly with a steing to it He probahly
recelves a salary, bhut he also reecives his dividends as an mdded measure of
his value to the tncorporated fivin, The actual eapital Is a minor factor in
the earnings. The profits tlow from personal services aml gaod will, and may
well exceed In pormal times severl thies the eapitn),  Such a eorporation is.
of course, an artifichal though convenfent aveangement. It i a partnership
in fuct, amd a tax based on the perventuge of earnings to capital §x hound to
be destructive.

The severad thousand dealers In investment seeurities nve all of them. ex-
cept the tndividuals, partnerships in faet, employing n capital relatively small
to the normal caviing power of the members., They are distinctly representa-
tive of the small bhusiness men of the country, althouzh a minority of them
are concerns with substantinl capital nud vormatly Iarie earnfugs,

These partnerships, espeefally amone the smaller tealers, have one senfor
aud one to three Junfor partners.  Practieally all of them will disappwear,
the pavtnership name being retabined where pormitted by law, but the juntor
partier going baek to a salary or somndsslon basts,  Let ux apply the above
instance to parthnership dealers with a capital, say, of £30.000, which s lurger
than many dealers employ. Let us suppoxe thmt instead of one senlor with
Juntors, we have three men, A Is the man with the personal value and earn.
fng power. e contribhutes $10,000 capital nnd recolves one-half the profits. B
has goold earvning power and contributes $3000 awl gets one-fifth of the profits,
G contributes gom? witt and §335,000 capital and gets three-tenths of the profits.
The profits, sny, are $23,000.
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The partnership would have to pay a tax of $2,560, This is possibly a
moderate case, but is the partnership worth what it costs in addition to its
injustice when D ncross thé street is doing u competitive business and making
a larger profit and paying no tax?

The partuership fs dissolved. A puts in $20000, borrows $25,000 from C
am) pays BB a salary,

While we emphusize the destriictive effect of the tax on pavtnershigs and on the
normal business organization and bustuess methmis of the country, and the fact
that the tax can and will undoubtediy be avoidal to a very large extent by the
destruction which it works, we emphusize chietly its utsounhdness and Injustice.

A pays $1,280 vut of an incotne of $12.5003 13, $312 out of an income of $5,000;
C, $768 out of $T.500—cieh of them over 10 per cent.  This is a tax on normal,
not excess. protits. on ot peace income amd not 1 war ncowme, atul it 1s additlonat
to the regular income tax which they have to pay in common with others in ke
condltion.

Let us muke it clear that ncithier A, B, nor C would object to this tax i€ othiers
in like condition bore n like tox. Dy, dloing the same kind of bLusiness with
the saine capital dors notr pay . E. employed iy D, on a like Lasis with B
except that he gets u shure by way of commissions, not as a partuer, pays no
sueh tax.,  And F, who loans T a large part of his capita), does not pay it. The
tux Is a tox on normul personat carnings and is not horne by others having
equal and substantintly like earnings,

The followlng ure two questions with the answers of Acting Commissioner
Gates, under date of Maveh 10, 1017

“Q. Is a trading copartnership. enguged In buying and selting commoditles
for its own acconnt. Hable to taxation on <o much of its income as represents
the falr amld reasonable vaine of the personid services of an active partner whose
tite Is exclusively deveted to fts bhusiness?

C AL A trading copartnership engaged in buying and selling commodities for
fts own acconnt s Hable to the oxeess-profits tax on so mueh of its net neome
as Is n excess of the nutbiorized exewnption. A coparthership engaged in buy.
fng and selling comuedities muxg necessarily ciploy capital in careying on its
business, so that in the opinton of this oflice the profits received by the copart.
nership on fecount of the hnsiness o condueted arve derived from the sise and
elployinent of the caplital, and no part of the incolne o derived, and which may
bie sald to represent the fair atnd rexsonubte value of the personal services of an
active partuer whose titne is exclusively devoted te the business, can be exchinled
from the Income for the purpose of this tax,

*Q. If a partnership allows to a partner. in compensation for his personal
services in the tirm business. o fixed salary, in additlon to his shave in the
profits, which =alary ix treated as an expense of the business and s no more
than the falr and reaonable vatue of sue’s services, may such partnership in
computing itx net inconie deduct the salary so paiil, as an expense of carrying
on husiness?

“A. Fhie inw with respert to conpensation to members of the copartnership as
interpreted by varions judicial authorlties may be summarized as follows:

OAs IR the legat and moral duty of each member of the coparinership. in
the absence of an exenption therefrom by the eontrict, to devote his entive time
and business encrgies to partnership affalvs, each memher working for hinself
as well us for the imitia? interest of those associnted with him, it follows that
a partier Is not entithal to compensation for services remdered in connection
with the business of the copavtnership, however valuable to the tfiem sueh sery-
fces may he, unless sueh compensation is provided for tn the articles of agree-
ment or by speeitic contract vatified by the members of the fiem.’

“In the abence of sueh provicion in the art'eles of agreopient o in the
specitie centraet it will not be perinissible, for the purpose of the excess profits
tax, for the partnership to deduet Srom fis gross ineome, as o business ex-
pense, uny compensation wh'ch the parvtnership umy allow o paviner for his
personal sevvices in the firm.”

We hestitate 1o quoestion the sonadness of what might b thoueht to be de-
partient leglstation, espavially when {ts aim is to rvelleve from the injustice ot
the statute,  The Judiekd authorities summarized ave undonbtediy  directed
to the abstraet quest’on of the vight of a portner without spectal sigreciment to
clalin compensation for his services, .

White we have uo donbt that a partnership might Ly agreenent bhiml feself
to compensate it partber for specinl services and might even dassify as speeial
s total earning power, wnd toake the profits in fact eapitnl earnings, such
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an arrapgement would run counter o the I)roper wnm‘ntlm of partnerships
and make it a quast corporation, o combinatlon of capital rather than of men.

As tlie acting commissioner points out, at comnion law a partner’s whole
time, services, and good will belong to the partnership. They are his primaiy
contribution to the partnership. From thein primarily flow the partnership
earnfngs and upon themn primarily fu the common law conception is based
his share of the profits,

It is-an-erronecus conception-to think -of the-earnings-of - partnerships as
flow!ng primarily from awpital.  The great things of to-duy had simple begin.
nings and the tegal conception nnd the sonnd coneeption of a partnership is
primarily that of a joint venture with ¢r without capital, In which thé joint
efforts or services of the partuers are united for a commond ewl.  ‘The services,
in the absence of ngreement, belonyg entirely to the business, The capital, smail
or large, as the case may require, Is limited. ‘The services ure unlimited. The
capital Is contributed by one or by several.  The services, except by speelut
agreement, by all. It s the iccastonnd exception and very i from the ruie
that the division of earnings is based on capital contributed.  Any man’ that
has had experichice with one or more partnerships knows that the relation of
the two factors varies ntot only between different partnerships bt from year
to year In a slugle partnership.  As the senfors gradually retire ad the juniors
advance, ns the relative strength and value of the purtuers change, and alse.
bt less frequently. as capital is contributed or withdrawn, new fractions are
created. :

To cange all this to meet an i considered wax nw meitns the arbitrary ve-
casting of practically all partuerships, thelr reorganization on an urtiticia)
auas! corporate basis,

Ir the inlthal case supposed the former employee would go back on a salary,
aud the pavtuer<hip in name might remain, but the partnership in fuct would

disappear.
I1. 1017 Tax ox 1916 INcoME.

In the tine available we only wish to suggest to the committee the thought
tlat the propesed fax is unsound and appavently unconstitutional.

The incomes of 1018 1o longer exist, ‘Chey are o more a snbject of tr cation
than the incomes of 10135 or 1903 or the devise from one's grandfuther in 1002,
Assiming the power of taxation to be plenary, this tax is a tax on the person
measured by the accident of a past event. It Is a divect tax, not an income
tax, and should be apportioned among the States.

AMEBIGUITY IN THE PHEASE * ACTUAL CAPITAL INVESTED.”

The tertn “actual capital investal” as nsed i Title T war excess-profits
tax. section 202, aid elsewhere in the DL s ambiguous.  Its definition will
probably precipinte litigatlon. 1t shoutd be claritical now ta aveld this, and in
the futerest of the expeditions adminisization of the tax law.

It is suggostesl that “aetunl capital vestad™ be defined as *the actual
valie of all assets employed §n the business during the year for which the tax
is levied”

The limitation of the term * Invested eapital”” s to assets other than cash,
to thelr value nt the time when sueh assets were purclinset §s particularly
unjust ax against finns whoese assets have appreciited in value sinee the time
of vestment oF acquisition.  The lnvested capital of such tivins s (he actusl
cash value which ean be obtained for thelr projerty and assets in open market
in the taxable yewr. 1t i< (his actusl value which is taken fov all pticposes
of taxation. Fedderal, State, and munteipal,  This ix thele property. It eoutd
not be taken from these fivms for less than stel netuat valie wder the fifth
and fourteenth mmendments of the Constitution, Tt i< aifienlt to see why In
ascertaining the excess-profits tax an actaat value should not e taken nsteidd
of the value at some previous date whieh Is not the value st the time of the
levy of the tax. To take the ol value Is to take u tiction. instead of the
fact of the present value  Buedewd, this amblgaity in the dotinition of * aelual
capital invested ” may assmne the more serlons aspet of an invalklity on
constitutional groumds.

Suppose. for example, A and B oown ddentlend properties, of vt present
value, and producing equai ncomes ad taxed oqually, exeept that \ s obilzedd
to pay an excess-profits tas on all ahove 8 per cont on SOV, beciuse his
property cost him that 20 vears ago. while BB only has to pay an excess-profits
tax on all in exeess of € per cent on SLO00MW becuuse he purchased his
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property recently for that sum, It woulil seem that this Inequality of taxation
between two persons identically situated would present n constitutional difi.
cultg in a most acute form,

The persons in whose holialf this menoratnhuin s submitted are already
heavily taxed, directly and indirectly, in the varlous Income, stock transfer,
corporation income, exclse and capital tax, Heense, personalty and other taxes,
and will be subjected also to additional stock transfer and stamp taxes applying
to them more particularly than to the rest of the publie and peculiarly affecting
thelr business. They submit these suggestions with the lhope that the committee
will recognize the justice of removing these discriminations, so that, white no
1ess revenue shall he obtained for the Govermmnent, the taxing instrumentality
shall not be open to the reprozeh of bearing unequally upon the parttes nffected,

Respectfully submitted,

STUART MCENAMARA,
52 Willtam Street, Neww York ity
CttarLes HENRY BUTLER,
JOHN A, KRarvz,
1337 1 Strect NW.. Washinaton, D, €,;
01 Counsel for Associntion of Pariners of Stock Erchange Firms.

"Dated May 15. 1017,

Brief Piled by Mr, John A. Kratz on Behalf of Mr. Edmand E. Wise, as Counsel
for Various Mercantile and Manufacturing Pirms and Corporations of New
York City.

To the Committee on Finenee, United Stafes Senate:

In behinlf of commercial partier<hips and private wmoereantie and manufactur-
ing corporations. the followite eritieisms of the House bill * 1o provide revenue
to defray war expenses and for other purposes ** are respectfully subimitted :

TIE EXCESS-FROFITS TAN.

To Justify the name, excess-profits taxes shoubl be taxes on the exeess earn.

fngs of the same capitnl now over what the same capital eartted prior to a

specified date,

The fundinuental theory of the British and othier foreign excess-profits tax is
based upon the prineiple har war conditions have, in certain instances, In.
creased the profits of the same amount of capftal and (hat the excess profits
over the nornal, ereatwd by war conditions, slimlil he and are heavlly taxed to
raise revenue for the prosecution of the war. Such a tox, however great, pre-
setits no featnures of discrimnations and Is cheerfully horne by all,

The House bill, oUlough adopting the name, hias completely ignored the
principle of the foreiga excess profits taxes. :

It fnjeets not only into our systems of taxation hut into our industrlal and

economtie system a theory which may be correet, hut which has never been .

satisfuctorily established as sound—that is to say, thut a veturn of 8 per cent
on cash capital actually invested, ecither recently or a generation ago, is the
nornml return for bustness enterprise, and that all carnings above that amount
ore excess profits,  This theory may be correet, but it is respectfully suggested
that sufiiclent data have not heen volteetend upon which to base that concluston,
and that there is grave doubt whether it can be applied indiseriminately to all
fnddustrial or mercantite pursaits, regardless of the varlatbons In risk which
each presents, .

In additlon to the faet that an arbiteary vate of profit bas been fixed upon as
a normal profit, the basis upon which that arbitvary normal profit of 8 per
cent Is to he calenlated throws open the deor to such vast diseriminations ant
mequalitles as to invite great confuston and the usual fneitental lidgation
which may fmperil the whole tax,

In ddetining the terin “eapital fnvested ™ b bs expressly provided that good
will, trade-marks, and trade wanes shall aot be inclwedad in that term nuless
payment therefor was speelfically made in ciash or tangible property s and if It
was o pald for, then the actual cash or actuat value of the property at the time
of payment Is to be considered as capital. It can no longer he questioned that
trade-marks, teade names, and good will are property or property rights which
have an netual commerelad vatue, The inheritance-tax taw of the State of New
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York (and, no doubt, the Federal inheritance-tax law) appraises and taxes the
value of the good will, trade-marks, and trade names in which any decedent was
interested, either as an individual, as a member of a firm, or as the owner of
stock in privately owned corporations. )

Tmroposed tax provides an exemption of 8 per cent on the purchase price
of g will, trade-marks, and trade names if they have been purchased, but
refuses to grant an éxemption upon its fair value if that conceded property
right has not been purchased but has been created by the énergy, the integrity.
_ the ingenulty, and the individual labor of the members of a partnership or the

oficers of a private corporation. - - - - -

Good will, trade-marks, and trade names purchased for cash are permitted
exemptions, which are denled to equally valuable good will, trade names, and
trade-marks buflt up by énterprise, ll:fenulty. and self-denial,

This discrimination against individdal enterprise and In favor of cash or
othér property i3 all the more marked in view of the well-known fact that
during the last 10 years many commercial, manufacturing, or mercantile en-
terprises have been organized Into corporations, which have been *floated”
by syndicates and distributed to the public. In these corporations large
amounts of stock have been issued for good will and property. It would be
dificult to_apportion the amounts of stock fssued for good will or for the
property, Many of them have been organized with great care In appraisal of
the good will, trade-marks, and trade names, and the gesent value of the
stock Issued for the purchase justifies the judgment of their promoters, pay
handsome dividends, and have a ready market value at a great premtam.
Perhaps the most conspicuous illustration of this is Sears, Roebuck & Jo.,
whose common stock, &ogularly supposed to have been issued for good will,
and amounting to iab. ,000, has been Increased by stock dividends to $75,-
000,000, and ‘each share of the increased stock has sold In the open market at
prices fluctuating between $170 and $200 per share, .

Other industrial corporations, not so carefully organized, with good will,
trade-marks, and trade-names taken at exaggerated values, placed upon the mar-
ket for the purpose of enabling the organizers to make n profit, might secure
g:e tbeneﬁt of an undue exemption with the possibility of completely escaping

e tax,

A partnership, however, which has bullt up by persistent efforts and by con-
tinuous application, a good will of a value equal to its rival, which has been
incorporated and * floated on the market,” is deprived of the benefit of any ex-
emption whatsoever. An fllustration perhaps may serve to demonstrate this.
There are three mercantile estiblishments in the city of New York with ap-
proximately the same cash capltal, approximating the same earning capacity,
each established for a perlod of 25 or 30 years or more, with a consequent
good will to each of approximately the same volue, “X" wa3a organized into
a corporation in 1908 with a capital stock of $7,600,000. " Y * was incorporated
in 1912 with a capital stock of $10,000,000. *“Z"* never was fncorporated and
i3 still conducting its business as a firm. The actual cash capltal of each con-
cern actually engaged in the conduct of the business i3 about $3,000,000. It
the 8 per cent deductlon Is made on the basis of capitalization, it can readily be
seen that there I8 an injustice to the partoership which might prove ruinous,
# X" would be entitled to an exemptlon of $600,000; “Y* to an exemption of
$800,000; and “Z™ to an cxemption of $240,000. If an attempt be made {»
ascertain the actual value of the stock turned over for the good will, trade-
marks, and trade-names of its competitors, perplexing and complicated questions
would arise, which it would be almost impossible to solve, but in any event the
partnership would be discriminated agalnst.

This discrimination and inequality can be removed in several ways, First,
by taxing the net profits of all corporatlons, partnerships and fndividuals, arls.
ing from trade or commerce, at a fixed percentage regardless of the cash fn.
vested, Secondly, by including in the capital invested, the actual value (not
the purchase price) at the beginning of the fiseal year, of all assets whether
cash, good wil}, trade names or other property.

The latter method would no doubt cause considerable difficulty in establish-
ing valuatlons, but that difficulty has been met by the various States in their
inheritance-tax provistons, and a rough and ready formula might be established
from the experience of those States which would do substantial justice.

103242—17——8 b
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SALARIES,

Another fnequality between corporations and partnerships Is presented In
the fact that administrative expenses of g corporation are deducted from its
net profits, while a partnership {s not permitted to make deductlons for the
services of Individual partners unless the partnership contract, prior to March
8, 1917, expressly provided for the pa{m,ent of salarles (which I3 most excep-
tional), and provided further, the collector of internal revenue Is convinced
that such salﬂff 18 not a mere withdraiwal of g Portlo,n of the profits,

The practleal iriequalities, resulting in discrImination agatnst partnerships,
are shown In_the following example, ~ Assuming a private corporaton with a
cash capital of $1,009, and stock Issued for good will of an accepted and
approved value of $1,000,000, for which that amount of stock was {ssued, and
an annual net profit of 3256.000, it would be permitted to deduct from that
net profit reasonable salaries for its offtvers amounting to, say, 25 per cent of
its profits, 8 per cent of its total capltalization, and fncluding the fncome tax
to be pald by its officers, would pay under the proposed law approximately

,000. A partnership com 1 of threée partners with the fdentical assets,
the fdentlcal good will, the {dentical carnings would have to pay, inclusive of
the excess-profits tax and the Individual-income tax, approximately $51,000.
‘The total tax of the corporation for the excess-profits tax would be $2,000 and
of the partnership would he $24000, The tax of the indivldual officers of the
corporation, Ihcluding their salarles, would be approximately $20,000, and of
the three Individuals composing the partnership npfroxlmateiy $20,000.

The difference Is due to the permissible deductions of salary by the cor-
poration- and the probable exemption of 8 per cent on its capitalization in-
clusive of the shares of stock Issued for its gootd will.

If this incquality is continued, 1t will widoubtedly result In the incorpora-
tion of numerous businesses now carrled on by partnerships. This course will
inevitably involve the inatlon of stock values which, aslde from Its injurious
effect upon the public at large, may result in the defeat of the very object
of the excess profits tax Iaw.

The exemptions in the excess-profits tax, based on antecedent virlues, like-
wise creates Enequalitles,

If A and B own adjoining properties of equal present value,-producing equal
incomes and taxes, and A s obliged to pay an excess-profits tax on all above
8 per cent on $100,000 because his property cost him that 20 yéars ago, while

B only has to pay ap excess-profit tax on all in excess of 8 per cent on
$1,000,000, because he has recently purchased his property for that amount, and
Inequality Is presented which 1S not only economleally unsound, but which
would seem to violate constitutional provisions. It i3 difficult to understand
why present values should be ignored for tax purposes, and this particular
provision is intended, apparently, to punish those who purchased earlier, or
at a better prico than thelr competitors, Enterprise should be encouraged and
not penalized, Mr., Fdison’s Inventlons, Purchnsod many years ago when they
were new and untrled, form but a small portion of thelr present value when
the whole world recoginzes their importance, Yet under the proposed law, the
original purchase price would present the basis for caleulating the exemption
and not thelr present value.

INCREASING CUSTOMS DUTIFS.

The increase of 10 per cent of all customs duties, including a duty on the
articles formerly on the free lMst, inflicts hardships, which, though temporary,
are nevertheless severe. A number of contracts to supply Imported artlcles
have been made at fixed prices, many of them on a very narrow margin of
profit. If the vendor is compelled, as he will be under the present law, to pay
the additlonal duties, 1t will not only diminish his profit, but in some Instances
will result In serfous loss, Unlike other customs dutles, he can not shift the
burden of the tax or distribute {t. It Is no longer indirect taxation. So far
as he Is concerned it is a direct tax.

This situation can readilg be remedied as it was done by the tarift act of
1864 by compelling the purchaser, who can distribute the duty, to pay the same.

Sectlons 602 and 603, making provislons for the payment-of a tax upon artf.
eles enumerated fn certain mprecedlng paragraphs, present questions of adminls-
tration involving some difficultles. 'Theso sections require the payment of a
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tax on certain articles at the rate of 5 per cent of the price for which sold b;
the manufacturer, producer, or importer, to be pald by the parties holding su
articles. If these articles, so to be taxed, are held by the ultimate consumer,
it will be almost Impossible to collect it. If such tax iIs to be paid b{v the whole-
sale purchaser, it wiit require stock taking at the time that the biil goes into
effect, which, in many instances, is finpracticable.
Eoxonp E. WisE,
Counsel for Various Mercantile and
Manufacturing Firms and Corporations.
New Yorxk, May 14, 1917,

Brief Submitted by Servan & Joyce on iehali of the National Association of
Insurance Agents.,

Amend section 204 ns contained in the bill, beginning with the word “in' in
linet lltlt, and ending with the word “ title,”” {n line 19 of page 8 thereof, to read
as follows:

*In the case of partuerships and corporations having no substantfal capital
and engaged in u business not requiring the employment of capital for profic,
the income of which Is derived from the professional or personal services of
the partoers and oflicers, shall be exempt from the provisious of this title.”

THE EXCESS-PROFITS TAX AS PROPOSED IN 1. R, 4280, ENTITLED ** A BILL TO PROVIP®
BEVENUE TO PEFRAY WAR EXPENSES, AND FOR OTHER PURPOSES.

Hon. F, M, SiymoNs,
Chairman Finance Cononitice, United States Scnate,
Washington, D. C.

Sir: We desire (o cull your aitentlon to the proposed change fu the language
of secilon 204 of the act entitled “An nict to provide increased vevenue to defray
the expenses of the fnceased appropriations for the Army ind Navy and the
extenslon of fortifications, and for other purposes,” approved March 3, 1917,
as contained on page 8 of the pendinyg bill, H, It. 4280, entitlod “A bill to pro-
vide revenue to defeny war expenses, and for other purposes,”

Nection 204 of the nct of March 3, 1917, among other things, provides, “and .
the tax fmposed by this title shall not-nttach to incomes of partnerships de-
rived from agriculture or from personal services.” The pending bill substitutes
for this langange the following: “In the case of professional partnerships
having no substantiul capital, the income derived from the professional services
of the partuers shell be exempt from the provisions of this title.”

The difficulty with the proposed lunguage seems to be that the words * pro-
fessional services” must be construed for admfinistrative purposes as the term
is commonly used in such a broad sense ns to include uearly every occupation
or vocation, WWebster's Dictionary defines “profession” as “that of which
one professes knowledge; the occupation, if not mechanical, agricultural, or
the like, to which otie devotes one’s seif; the business one professes to under-
stand and to follow for subsistence.”

We understand that the purpose of the proposed language is {0 exempt such
occupations as are of a technleal character but which do not require the fnvest-
ment of a substantial amount of capltal for the transaction of the business
connected therewith, where the services for which the Income i3 recelved are
of a personal nature.

We therefore suggest the following amendment as more nearly designed to
carry out the purposes and reasons of the language used in the pending bild
and at the same time to assist the administrative construction thereof.

Amend section 204, as contalned in the bill, beginning with the word “in,”
in Nue 18, and ending with the word * title,” in line 19 of page 8 thereof; to
read as follows:

“In the ease of partnerships and corporations having no substantial capital
and engaged in a business not requiring the employment of capital for profit,
the Income of which is derlved from the professional or personal services of the
partners and officers, shall be exempt from the provisions of this title”

‘This language not only confines the operation of the exemptlon to such part-
nershins and corporations as have no substantial amount of capital fnvested
and that are engaged in a busluess not requiring the employment of capital for
profit, but the fncome of such partuerships and corporations must also be
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derived from the professional or personal services of the partners and officers
thereof. The language here proposed would seem to be more appropriate than
that contained in the pending bill if the purpose is to not exempt parinerships
and corporations where profit is to be made out of the use of capital but to
limit this exemption to such partnerships and corporations only as are engaged
in business requiring nothing more than a nomingl capital,

Somé of the occupations In which the partnerships and corporations might be
engaged, under the language here proposed, aré attorneys, physicians, surgeons,
dentists, accountants, Insurance agents, writers, lecturers, and several others
where thé customary ofice facllitles represent practically all of the capital noe
essarily émployed for the prosecution of such business. o
- - Under the longuage now contalned in the bill your committeée wiil readily
understand that actors, advertising agents, photographers, dancing masters,
writing masters, and very many other * professors * will be entitled to the ex-
emption ?rovided under that language.

We think the language suggested in our proposed amendment much more
nearly réstricts the exemptlon to the particular classes of technical business In
which the amount of capital invested has no possible relation or bearing upon
the amount of compensation recelved for the particular professional or per-
sonal services rendered by tge partnerships and co,@r&oguuon.

It must be admitted that to base an excess-profits upon the business where
the amount of “ actual capital invested * Is not a factor {n the earning of such
profits, appears to be enttrely inappropriate and unjust. It must also be remem-
bered that the members of such parinerships and corporations are subject to
the same income tax as the {ndividuals who are engaged in the same classes
of business, and that the partoerships and corporations do not offer any
amplified facilities In a financlal way for the transaction of the particular busi-
ness in which it {s engaged. There would therefore seem to be no sound rea-
son whatever for taxing these particular classes of partnerships and corpora-
tionsuuntlessedthe individuals engaged in the same classes of work were also
equally taxed.

Attentlon §s also called to the fact that the Imposition of the excess-profits
tax ué)on the partlcular partnerships and corporations hereinbefore referred to,
would undoubtedly result in the dissolution of very many of them, as this
heavy tax could thus be easlly escaped,

The amendment herein proposed is attached hereto on a separate sheet.

Respectfully submitted.

NATIONAL ASSOCIATION OF INSURANCE AGENTS,
By SERVAR & JoYCE.

Brief Submitted by Mr. H. H. Shelton as Counsel for R, J. Reynolds Tobacco Go,
THE REVENUE BiLL—THE EXCESS-PROFITS PROVISION.

MEMORANDUM IN SUPPORT OF THE PROPOSITION THAT AN EXCESS-PROFITS IAW,
BASED ON CAPITAL INVESTED CAN KOT BE FAWRLY ENFORCED.

The Finance Commlttee 13, of course, famillar with the existing excess-profits
law, an amendment to which, in the form of a revenue biil from the Wagys and
Means Committee of the House, it now has under consideration,

The existing law, in its practical application, is unjustly and needlessly dis-
frlmlnatory. The proposed amendment, without reason or excuse, only rakes

t more s0.

I shall only undertake to discuss {ts unfair features, as my clent has no
desire to avold paying a tax that is fairly assessed. Equal rights to all, special
privileges to none, is the principle that originally insplred patrlotism, and

triotism now demands the enforcement of that principle and that our country,

n her time of need, be not deprived of the revenue to which she Is entitled
from the great money-making coxg)oratlons that will escape taxation under
this law. Agaln, the country should not be placed In the embarrassing attitude
of knowingly relieving one class, amply able to pay, and casting the burden
upon & less favored class, It {8 unlike the Amertea we have heretofore known,

In my study of this law, covering a perlod of several months, and in which

T have been assisted by some of the nblest lawyers tn the country, by expert
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accountants, and men of broad financlal experience, I have trled time and again
to work it out upon a fair basis. I have experimented by redrafting the law,
adopting the theory upon which it Is predicated, namely, * actual capital in-
vested,” but on each occasion I have abandoned the effort as futile. My con-
cluston 1s that nn excess-profits law baséd upon capital fnvested can not, in
fts practical operation, be so drawn as to equitably and justly distribute the tax.

1 belleve this conclusion to be absolutely sound. It is sald by advocates of
the law that no law can be drawn that will not apply, at times, unjustly. That
is true, and Isolated and rare cases will be found, But where a law, In its
operatlon, falls of its real purpose and does broadside fnjustice, the result is
discrimination, and the Iaw becomes class legislation. )

The-¢vil-of - the law -springs from the percentage exemption it allows, the
exemption of 8 per cent being calculated on * actual capital invested,” which
is so defined as to bring about the discrimination,

In a letter to the New York Times, under date of May 8, the president of the
Winston-Salem Board of Trade brings out the point I am making by concrete
example. T quote the letter in full: .

“1 have read with Interest articlés appearing in your paper, also your edi-
torlal of February 24, 1017, pointing out the unfalrness of the excess-profits
law, stating that it was merely an éxperiment that should not be trled out in
this time of crisls, and calling attention to the fact that it would not produce
the revenue expected from it. Yours is the only great metropolitan paper that
has given the public any information of value on the subject.

“A striking fllustration of the correctuess of your position Is taken from the
Wait Street Journal, issue of May 2. Commenting upon the effect of the law
upon tobacco manufacturers, It says: *On the 8 per cent basis of excess profits
the cost to the American Tobaceo Co. would be $118,000 annually, or one-fourth
of 1 per cent on the outstanding $40,242,400 common stock.' Small as it is,
these tigures are not correct, The American is not given the full benefit of the
law. Apply the law to its 1916 annual statement:

Capital fnvested:

Common StOCK - o v oo oo e e m e $10, 242, 400
Preferred stock 62, 699,
Surplus - - 37,081, 633
Total capital Invested o veccmmccecmccccecceme e 130, 023, 633
Deduct stocks and bonds owned by it In other companjes not cn-
gaged in the tobacco business -—-- 22,606,486
Capital used in tobncco business. - --- 107,417, 147
Exemption of 8 per cent on this is " 8,593,357
Add specific exemption of... 5,000
Total exemption. - 8, 698, 871
Profits from the tohacco business.. $8, 609, 338
Deduct interest on bonds... 102, 248
Net profits from the tobacco business - 8, 597, 090
Exemptions exceed profits by a oo oo 1,281

“Phe result Is that the company will pay no excess-profits tax on its tobacco
manufacturing business. It may be that the Journal, in its calculation, in-
cluded In the company's profits earnlugs recelved from stocks, etc, owned by
it in companies not engagesd in the tobacco manufacturing business,

“All other tobacco manufacturing companles, so far as I know, pay some
excess-profits tax, the amount depnding to some extent upon how much stock
each has Issued against good will, trade-marks, ete. But the American, as
shown, pays none. R. J. Reynolds Tobacco Co., for example, using the same
niethod of calculation, pays $455,011, Carry the comparison fusther: The sales
of the Amerlcan for 1018 were approximately $70,000000 and those of the
Reynolds Co. $60,000,000. The percentuge on profits was substantially the
same, the American being 12.37 and Reynolds 13.31.

# T have no desire to bring either of the companies mentioned into notorlety.
1 am merely using the tobneco industry as an illustration, because the Journal
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uses the largest tobacco company In the country for the same purpose. In-
vestigation will show that the same situation exists in all branches of bus!.
ness. The law simply wipes oue business competition upon a fair basis.
It unfustly distributés a burden that all should bear alike and it will faii to
produce the revenue desired,

“ From the standpoint of business it i3 a question whether It Is for the best
interest of any corporation to escape paylug its fair proportion of the tax, and
a law so manifestly and unnecessarlly unjust §s apt to beéed dissension among
our le, particularly at a time wheén they shr uld stand united.

“1 will appreclite it very much if you will publish this letter and, in addl.
tton, comment théreon in liné with your former forceful editorial. I do uot

- belleve you could do the Ameérican péople a greater service at this time than
to reiterate your views on this véry fraportant subject.”

As statéed In the forégoing letter, the figures only show the diserhnination $n
one line of business. But I have had tax experts and accountants take the
large corporations thot have gone through perlods of reorganization; that
have capitalized earning capacity, good will, trade-marks, etc.; that have large
stock fssues, with stocks listed on the New York exchanges; and it {s known
tlfmlt) tl}e same condition applles to them, It is belleved to apply to every line
of business, .

Newspapers génerally have not printed the excess-profits law, and apparently
they have taken but Httle, If any, Interest In its provisions. The avenue of
information being closed, the publle knew but little about the law, which is
80 vitally fmportant when analyzed and applied to existing conditions, untll a
few public-spirited men and boards of trade, at thelr own expense, saw tlie
Justice of letting the facts be known,

So far as T know, one of the country’s leading business men, an advuoeate
of the squaré deal, was the first men to discover the Injustice this law would
result In. Writing to a United States Senator on the subject he said, in part:

“When the thousands of firms and corporations of this country, who will
have to pay taxes under this law, come to understand that hundreds of the big
concerns with listed stocks pay nothing you can well imagine that they will
resent it, and condemn not only the law but those who are responsible for it.
We helieve that a great many of those who are perinitted to escape taxation
do not desfre to be given that advantage. Corporations and firms who have
organized upon n conservative basls are hard hit by thils law, while practi-
cally all of the large concerns capitalized and organized upon less than an 8
per cent earning basis*go free. Of course a few of the munition companies
and others mnking abnormal profits beeause of the war will pay something
during the war perlil.  In normal times they would pay nothlng, as a great
majority of the others pay nothing now. A special war tax of 4 per econt on
profits, which would increase the rate during the war period to G per cent, will

roduce severnl thnes more revenue than the existing excess profits law, and
t will place thie burden on all alike. Such a law will help to Keep the conntry
upon a sound financial basis, because it should not further reduce stock valtes,
They have declined to that extent in nntlclpation of a war tax, and if the
law does not exceed that per cent there should he no further decline. This
1dea keeps business Intact, and at the same time produces the revenue that the
Government needs.”

The purpose of the law i3 to secure a war fund. Because of jts theory of
levying the tax, namely, on so-called actual eapital invested, the purpose will
not be accomplished. for the reason that there are no profits exceeding 8 per
cent on the capital invested In corporations of the kind referred to. They are
capltalized on a basls less than the 8 per cent exemption. Iut this capitaliza-
tion has been done in a way to show that the money was actually pald in,

Those In charge of the bill admit, I am relfably informed, that such corpora-
tions as the American Sugar Refining Co. pays nothing, The last figures that
1 have show that the Internntional Harvester Co. pays nothing. All of this
i3 because the law trles to deal with the sltuation by allowing an exemption
on so-called capital invested, whereas the only fair method of caleulation ap-

leable t6 an excess-profits law Is that of income. In other words, arrive at
he excess from the standpoint of income, not capitnl jnvested, In this connee-
tion, I quote from an editorinl from the New York Times of February 24,
written at a time when the existing law was belng considered :

“Taxes proportioned to profits diseriminate hetween Investments which make
large profits on a slow turnover or small profits on a quick turnover. It is a
discrimination agalnst the nimble sixpence which s the life of trade, in favor
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of the big business which may make larger profits, At the root lles the trouble
of the calculatlon of profits. Assets must be valued, and assets include good
will, How shall good will be vatued in order that profits on it may be reck-
oned? How shall the cash value of assets.he settled for the purpose of
taxation? What n premium {s lafd upon flagitious fncrease of nominal nssets
in order to reduce the rate of taxationt Why should anybody pay taxes 80
long as earnings can be distributed as salaries among those who understand
each other? The bill s rather a bill to debauch the virtue of taxpayers than
to levy taxes for the support of Governnient.

“ Watving these detnils, assuming that the biit is made to work someliow,
the debate developed the fdea that the bill would be cbnoxlous, for the same
reason that the New York personal-tax law Is hated aid evaded, because it
confiscatésan unjust share of the fucome of the small capitalist who s not in
trade. That the bill Is tnvidilous in its discrimination between sectlons of the -
country Is something to which the Senate is as fudifferent as was tlie Ifouse,
There Is no lack of patrlotism, no excess of partisansship, In such rémarks upon
the bill. The wiliful disregnrd of familine and approvesd methols of tnxation
at times 1like these Is a reproach to all sharing fn {t, regardless of party lines,
There is no justification for novelty at a crisis, Experiments are best trled In
quliet times. The Scenate would be ustified in returning the bill to the House
with the substitution of taxes which have been tried and have not fatled.”

The words * excess profits* sound well, but the joker les fn the connection
fn which they are used and, in that connectlon, they are as misleading as words
could well be. ‘The author of the bl doubtless snw that England had an
excess-profits tax. He used England’s words, but Qid not adopt the English
principle, and he drew a law for our country as different from the English
system as night Is from day. Pointing out the difference, CColumbia University
has published un article from which the following s taken:

“There is a great and important difference between the European taxes and
our own excess-profits tax. All of the European laws measure taxable profits
by comparing present profits with the average profits of business before the
war began; in some cases this average is taken for a number of years. Our
law, however, takes the arbitrury figure of S per cent on the * eapital invested’
(plus $5,000) as the normal profit and taxes everything above that 8 per cent.

“The principle of taxing very heavlly excess profits ahove normal peace
profits Is indeed defensible: but to penatize ald profits above 8 per cent applied
to u base sueh as that prescribed in our present law ¢an scarcely be upheld.
Instead of bringing any more revenue, n larger rate upon such excess profits
might yielil actually less revenue, in addition to placing an unfair burden upon
a particular class of fnvestors, It can not be emphasized too strongly, there-
fore. that If we are to have n high excess-profits tax, we should follow the
European principle and abandon the arbiteary methods now belng followed,”

It wiil be seen that the underiying English principle Is that the per cent {s
based on Ircome in normal times and provides n definite method of arriving
at what It Is, Our Jaw takes a per cent of profits estimated on unascertninable
capital tnvested and carries an exemption that lets the big concern, that has
manipulated its capital for speculative purposes, go scot free, while the com.
pany that has kept its business within conservative capitalization is penalized
for what the country once ealled a virtue,

Renlizing that the public generally were not advised as to the unfairness of
this situation, the Winston-Salem Board of Trade, hoping to enlist the coopera-
tion of the newspapers In letting the people know the facts, addressed to them
a letter, copy of which is attaclied and marked “Exhibit No. 1.” The same
organization wrote n letter to hoards of trade throughout the country asking
thelr cooperation, copy of which Is attached, marked “ Exhibit No. 2. ‘The
fnclosures referred to in these letters ave aftached hereto, marked * Fxhibits
:'Ios. ;3. ;i, and 5. A careful conslderation of these exhibits by thie commlittee
s asked,

Again, the law makes no provision.for depreciation or revaluantion. It ar-
bitrarlly adopts n standard that is not ascertainable. On this point 1 quote the
New York Post:

“ Since the excess-profits tax bids fair to be extended, it Is tmperative that it
be cleared of its present mystery. *FExcess’ profits implles some standard of
‘normal® profits, and this at present is set at 8 per cent. But 8 per cent of
what? Of fnvested capital. But how Is this to be found? Clearly par value
of the stock fs not meant. Reproductfon costs would merely produce endless
disputes, especially in regard to those items which are not reproducible. Such
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things are ‘ worth what they are worth.’ If we try to find out the money fn-
vested at the iueelptlon of the compmg', plus new capital, less depreclation, we
soon become lost in the quagmire of figures. The d mcuity lles in that capital
values depend on fncome and can not be found Indepéndéntly of incomie. What,
then, can be done? * Normal profits’ is a vague enough term at best, but it can
only be approximated with reference to past actual profits. England, according
to the Economist has taken an average of two out of the three prewar years,
although the exact nature of her detalled provisions §8 not clear; Germany Is
reported to havé taken an average of three out of the five prewar years, ex-
cluding the highest and the lowest. Some such plan would seem to fit our
need better than thée present method; it would also emphasize the temporary
nature of thé tax.”

The committee has at {ts disposal unlimited resources for ascertaining the
correctness of the position herein taken that what the country knows as “big
business* wlill not, as a general proposition, pay this tax. I earnestly, but with
great r urge the committee to call upon the Treasury Department for a
statement of the amount 1t expects to get from corporations with listed stocks,

The proviso added by the Ways and Means Committee dealing with good-
will capitalization Is wholly ineffective as will be seen, if carefully analyzed.
It merely polnts out to theé present beneficlaries how to bring themselves within
the saving clause, They are $o capitalized already that this can be readily
shown. The proviso does not get the Government any revenue and does not
eliminate this discrimination, the feature of the law I am objecting to.

Mr. 0. Frank Kireker, in a letter to the New York Times, commenting upon
the uncertalintles of the existing law, says:

“ If there be any perplexity or chaotic condition which recent legisiation has
failed to Inject Into the business of the country, the suggested tax on profits
in excess of a fixed per cent ought to provide it.”

The proviso only adds to the confusion and is not productive of results,

1 can not better close this memorandum than by quoting a telegram sent by
the ?Vinston-Salem Board of Trade to all boards of trade throughout the
country:

" Please wire Senators and Congressmen to-day protesting against an({l excess
profits law based on capital Invested, because such a law unjustly discrimi.
nates In favor of all corporations with inflated capital, many paying no tax at
all,! tat;‘duglgm a very heavy and unfair burden on business conservatively
capita A

This committee has ft in its power to right a great and natfonal wrong, and
I belleve when the Injustice and unfairness of the law Is seen and understood
the wrong will be corrected,

Respectfully submitted. .

H, H. SHELTON,
Counsel R. J. Reynolds Tobacco Co.
May 12, 1017,

Examir No. 1,

WINSTON-SALEM BOARD OF TRADE,
Winston-Salem, N. 0., May 8, 1917,

GeENTLEMEN : Newspapers generally have not printed the excess-profits law,
nor have they apparently taken much fnterest in its provisions. This statement
s not made fn a spirit of critlcism. It I8 given as the principal reason why the
public knows so little about a law so vitally important when analyzed and ap-
plied to existing conditions.

Editorial writers, usually quick to detect injustice and equally as prompt to ald
in remedylng it, have not, we belleve, thoroughly considered the practical opera-
tion of this law or they would long since have called thelr readers’ attentlon to
its injustice and unfairness,

We are taking the liberty ot inclosing herewlth an editorial appearing fn the
Winston-Salem Journal of May 6, also two fnterviews with Senators Overman
and Underwood on the law., We ask that you carefully consider the statements
contained In these inclosures, and we belleve you will agree with us that you
could not render the public a greater service at this time than to publish these
{nterviews of Senators Underwood and Overman, and otherwise bring to the
attentlon of your readers the unfair working of this law.

Very truly, yours,
WINSTON-SALEM BOARD OF TRADE,
By A. H. Qat1owAy, President.
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ExHirr No. 2,

WINSTON-SALEM BOARD OF TBADE,
Winston-Salem, N, 0., May 8, 1917,

GENTLEMEN : Belleving that the excess-profits tax 13 of more vital importance
to commerce and industrial development than is generally realized, and & vote
on the subjeéct belng now under way by the Chamber of Qommerg% of the United
States, we think it proper to submit some Information on the subject.

We herewith énclose an éditorial from the Winston-Saléin Journal, issue of
May 6, and also quotailons from two Interviews giyen by United States Sena-
tors Underwood nnd Overman, We o not belleve that you could do the indus-
trial development of this country n greatér service nt this time than by urging
your newspapers, a8 we-have urged ours, i» publish this information In full,
This is particularly important, bécause there has been so little newspaper dis-
cussion throughout the country on theé subjeet that the people-do not under.
stand the incurable injustice of the law fn §ts practical operation,

The editorial fllustration s known to apply to lines of business other than
that mentioned, and it is belleved to apply with equal force to all lines,

We would appreclate it very much if you would give us the bene¢fit of your
consideration of the practical application of this law, and also advise us what
conclusion you reach as to a speclal war tax on * profits ”* or income, after allow-
ing, of course, the present exemption of $5,000 or other fixed sum.

Important. Act quick!

Respectfully,
WiINSTON-SALEM 130ARD OF TRADE,
By AL 1L, Ganroway, Prestdent.

e

Exmsir No, 3.
{Winston-Salem Journal, Sunday Morning, May 6, 1017.)
THE EXCESS-PROFITS TAX,

The excess-profits law passed by a small majority in the last Congress illus-
tratcet:} how a new and seemingly good theory often works out very badly {(n
practice.

A concrete fllustration i3 going the rounds In the case of two competitive
corporations in the tobacco-manufacturing business. The sales of one of these
companies having a large * good-will ** capltalization for the year 1916 amounted
to $70,000,436.91, with profits of $8,699,333.05, or 12.37 per cent. This company,
under the proposed fncrease in the excess-profits tax would pay the Government
$118,000, according to a statement In the Wall Street Journal of April 25, 1917,
Sales of the other company having much smaller * good-will ¥ eapitalization for
the same perlod amounted to $60,399,210.47, with profits of $8,043,8717.75, or
13.31 per cent. This latter company, under the proposed Increase, would pay
the Government $789,000, or more than six times the tax of the first corpany,
nlthough the sales of the first company are much larger with about the same
percentage of profits on sales,

While on the surface the excess-profits theory scems reasonable, the trouble
comes in applying the law, which bases the tax on capitnl invested, which fre-
quently tncludes capitalized good will that has become legitimate through
resales of the firms or corporations to new companles on basis of earning
capacity of about 8 per cent, and would therefore pay no * excess® profits tax,
while, on the other hand, many firms and corporations, and especinlly the
smaller ones, have not gone through this process and would he unjustly hit.

In England, where an excess-profit tax has heen operated during the war, the
excess is not calculnted on capital, but on the excess over the average profit for
three years before the war,

It has been suggested that such injustice as caused In this country by the
present and the proposed law would be best overcome by basing the tax simply
on profits and onitting the complicatlons which follow any * excess ™ idea. For
example, in the case of the two companies nbove mentloned, by placing a
straight-out war tax of 5 per cent on the profits or nct amount of carnings of
each of them, the Governneut would collect from them, respectively, $620,000
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and $402,150, or a total of $1,022,760, as against $007,000 under the so-called
excess-profits plan.

It is difficult ¢to see how the excess-profits law as it now stands could be
administered by the tax-collecting department without an untold amount of
inquisition and litigation and in the minds of some who know corporation
financing there is conviction that the present 1aw will not only fall to ralse the
revenue expected but will Inflict Injustice on those conservatively capitalized
and piut a premium on inflation.

Exumir No. 4,

MANY BIG CORPORATIONS ARE CAPITALIZED ON LESS TIIAN 8 PER CENT EABNING BASIS
AND THEREFORE PAY NO EXCESS-PROFITS TAX.

Hon, Lee S. Overnian, United States Senator from North Carolina, who op-
posed the passage of the excess-profits bill at the last session of Congress and
who will fight {0 repeal it at the present sesston, in an interview given In Wash-
ington on May 4 sald:

*The excess-profits law, even as it Is to-lay, I3 unjust and unfatr, and I will
:lgl;tt tolhavg’ the law repealed and a small tax on net or gross profits substituted

n {ts place. .

Senator Overman s thoroughly convinced that the Government will not derive
anything llke the amount expected from this source, because many of the larger
corporations with watered stocks, capitalized trade-marks, good will, ete., will
escape without pnflng thelr share of the tax and many of them without paying
a penny. Continulng, he satd:

‘*Even a tax of 1 per cent on the gross or net earnings of all corporations
would raise from two to three tiines as much money as the excess-profits law,
The proposcd plan of increasing the percentage from 8 per cent to 16 per cent
will not help. It would only place a heavler burden on the smnller corporations
while the larger enterprises would still get by without paying a tax.

“Not only Is the law unfair but it will so retard the progress of the country
that we will feel the effects of it for many years to come, The old English
excess-profits tax wonld not he so bard, becunuse if followed In this country it
would be far more just than the law as it now stands, But the real way to
raise this large amount of money to finance the war is to levy a net-profit tax,
to be applied as the income tax Is now collected, in order that everybody may
pay his full share of the burden, I voted against the excess-profits law the
last time it was up, and I shall vote and work against its passage when it comes
to the Senate from the House this time.”

As newsgapers generally have not published this law and have not advised the
public with refcrence to its unfair and unjust provislons, we are taking the
liberty of calling your attention to it by quoting Senptor Overman’s remarks,
which we belleve are clearly correct. \We hope you will at once wire your Rep-
resentatives tn Congress and ask them to repeal this unfalr excess-profits law
and substitute a law that Is falr to all.

WINSTON-SALEM BOARD OF TRADE.
WinNsToN-SAaLEM, N. C., May 7, 1917. .

ExHmr No. 5.

SENATOR UNDERWOOD CALLS THE ‘' EXCESS-PROFITS LAW’ THE MOST UNFAIR TAX
EVER BROUGHT TO HIS ATTENTION, -

We quote in part an interview as reported In the Greenshoro Dally News:

“Such men as Senator Oscar Underwood, probably the best authority on
revenue and taxation in recent years, certainly the best in the present Congress,
says the excess-profits law is the most unfalr and unjust form of taxatlon that
has ever heen brought to his attention in his twenty-odd years in Congress.
Senator Underwood says the law is not only unfalr, but that it will serlously
cripple the business industrles of the country unless changed. Underwood
strongly advocates the repeal of the excess-profits Inw In its entirety and to
substitute In its stead either a specinl war tax or increase the present income-
tax law to the point where the necessary revenue will be raised.”
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For some reason unknown to us but few newspapers published this excess-
groﬁts law when passed during the first days of March, and fewer of them
ave commented upon {t. It is very probable that your attention has not been
called to fts very unfair provisions, . .

Briefly stated, the law provides that all corporations and partnerships (omit.
ting individuals), after deducting $5,000 and 8 per ¢ent on actual capltal
invested from their net profits, must pay a tax of 8 per cent on the balance,
})aﬁed on capltal employed. The two Important sectlons of the law are as
'ollows . ‘

“ Skc, 201, That fn addition to the takes under existing laws there shall be
lévied, assessed, collected, and pald for each taxable year upon the net {ncome
of every corporation and mrtnershlfp organized, authorized, or existing under
the laws of the United States, or of any State, Territory, or District thereof,
no matter how created or organized, excepting income derived from the business
of iife, health, and accident insurance combined in oné polley issued on the
weekly premium payment plan, a tax of eight per centum of the amount by
which such net income exceeds the sum of (a) $5,000 and (b) eight per centum
of the actual capital invested.

“ S, 202, That for the purpose of this title nctunl capital fnvested means
(1) actual cash pafd in, (2) actual ¢ash value at the time of payment of assets
other than cash pald fn, and (3) pald in or earned surplus and undivided profits
used or employed in the business, but doés not include money or other property
borrowed by the corporation or partnership.”

You will ohserve that * actuai caplital invested ” is so defined that a business
capitalized upon a conservalive basis pays a heavy tax, while compantes with
capitalized good wiil, watered stocks, ete, will pay nothing, A large majority
of the corporatlons with stocks listed on the New York Exchange will escape
the paynient of this tax because they are capitalized upon less than an 8 per
cent earning hasis.

We (o not helieve that fair-minded men, whether benefited or not by fit,
:\lapr(ge of a law which ' permits such unfalr conditions and results in such
njustice.

In the interest of fair play and for the welfare of the business of our country
we call your attention to the situation, hoping thet you will at once wire your
Senators nnid Representatives in Congress nnd ask that the excess-profits law
be repealed and that a fale taw be substituted,

WINSTON-SALEM DBoARD OF TRADE.

Wixstox-SateyM, N, C., May 7, 1917,

Brief Submitted by the Assoclation for an Equitable Federal Income Tax,
Benjamin C. Marsh, Executive Secretary, New York City.

Nothing wonld more quickly achieve the object for which the declaration of
war against Germany was made—to establish a democratic form of government
fn Germany—than the enactment of a revenue hill by Congress which would
tax privilege and monopoly and recognize the right of the workers and pro-
ducers of this country to a decent standard of living and saving,

The proposed revenue bill is a scandalous repudiation of democracy and an
unjustified use of the taxing power of the State to make the rich richer and
the poor poorer. If enancted ft will give ald and comfort to the enemy, for
the etnemy will then know that we have no desire for reat democracy in this
country.

The fundamental {)rinclplcs of taxation, which should be observed continu-
ously, hut espectally in time of war, ave: ’

1. Taxes should be levied for services rendered,

2. Taxes should be levied according to ability to pay.

3. Privilege and not poverty should be taxed.

4, Unearned Incomes shonld he taxed at a higher rate thon earned incomes:
1. e, incomes from property should be taxed at heavier rates than incomes
from service,

The proposed revenue bill viclates every one of these canons of taxation, It
must be remembered that the only taxes which can not be shifted to the con.
sumer are tases on land values, on fncomes, and on Inheritances, Of the
$1,810,420,000 which it {s estimated the pending vevenue bill will yleld, only,
roughly, $850,000,000 are derived from taxes which can not be shifted to th»
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ultimate consumer or which will not defeat their own purpose by cutting oft
the source, These taxes are the Income taxeés, including those on excess profits.
The major part of the nearly $1,000,000,000 additional taxes provided for in the
bill will fall on those who are least able to pay, because their income is small
and the cost of living s increasing so rapidly. No serlous objection can be
raised to taxes on sgirlts. llquors, wines, and tobacco in its various forms as a
war measure, but-the other taxes are utterly indefensible from the point of
view of democracy and justice, .

The taxes on transportation, aggregating nearly $180,000,000, will be shifted
for the most part to the consumers of freight and the users of the rallroads.
The rallroads, though recognizing this fact, are asking for permission to in-
crense freight rates because of the proposed taxes on transportation,

The profits of many large industrial corporatlons have fncreased since the
war began from threefold to twentyfold, and excess profits should be more
heavily taxed; the maximum rate should be at least 60 per cent to 70 per cent.
By increasing the tax rate on large incomes up to a maximum of 73 per cent to
80 per cent the income from property and privilege will be taxed, in effect,
more heavily than fncomes from service. Obvlously a person deriving an
fncome of $3,000 from secure investment or from possession of some natural
resource f& much better able to pay high taxes than a person who secures an
fncome of 000 from his own exertlons and whose Income would be cut off
were he to stop work.

Congress can not tax directly for services rendered because by constitutional
provision Congress cun not levy a direct tax on Jand values. The total yleld
from the proposed revenue bill can, however, be secured by rapidly progressive
taxes on large incomes, on excess profit, on spirits, liquors, wines, and tobacco
in its varlous forms, permitting the repeal of existlng tariff dutles on the
necessitles of life,

Ve urge the Finance Committee to amend the proposed revenue bill in this
way. ‘To the critlelsm that heavy taxes on large incomes and excess profits
will prevent subseriptions to the national loan, the obvious answer is that it
does not make any difference to the Government whetler it raises its $2,000,-
000,000 loan from a few fndividuals or from n great many smell subscriptions,
except that if the loan 1s {0 be tax exempt the Government will secure more
revenue through a rapidly progressive tax on large incomes and through having
the loan subscribed by hundreds of thousands of people in small amounts.
Therefore, the latter method {s preferable.

Briet Submitted by Mr, William L. Sweet, President of the American Specially
Manufaoturers’ Association of New York City.

New York, May 10, 1917,
To the Committec on Finance of the Uniled States Senale:

The undersigned, representing the American Specialty Manufacturers’ Asso-
clatlion, composed of about 125 members manufacturing articles for the grocery
trade, wishes to call your attention to a certain feature of the proposed revenue
bill now pending in the House of Represcntatives.

The members of our association and many other like concerns have spent
large sums in establishing their various trade-marks and in making them
valuable. These trade-marks are property and are so recognlized both in busi-
ness and by the courts,

The trade-marks that we refer to cover specific articles of commerce, which
are the insignla of the owners' protection and afferd a protective guaranty to
the public as to the quality of the goods.

In many instances they constitute the princlpal asset of the business,

They have been made valuable by the expenditure of money, just the same as
though such expenditure had gone into factory buildings and machinery, and {n
the event of the sale of the business would be much more attractive to the
purchaser than bulldings and machinery.

The proposed revenue bill contalns, as we belleve, an obviously unfair provi-
slon, in that the value of such trade-marks, except where owned by a purchaser,
Is not to be taken into consideration in computing the capital invested in the
business upon which to base allowed 8 per cent earnings before determmining the
excess-profit tex,
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Our contentlon is recognized by the provision of thesblll which protects the
value of trade-marks to the extent of their cost to the purchaser, In equal
fafrness their fair value should be protected {n the hands of the original owner,
who has spent money in developing them, but has retained ownership,

There are many companies that are such original owners, and which have oot
realized upon the value of their several trade-marks by exploitations of same
tbrottxlgh sale or reorganization. They should be protected the same as later
purchasers, - - - - N - - -

We suggest as a fair and effective amendment that section 202 shall be o
modified as to provide that the good will, including trade-marks and trade
brands, or the franchise of a corporation or partnership, shall be included in the
actual capital invested at a fair valuation to be determined and fixed by the
Secretary of the Treasury.

PROPOSED AMENDMENT,

“Sec, 202, That for the purpose of this title actual capital invested means
(1) actual cash pald in, (2) the actual cash value of property pald in other
than cash, for stock or shares in such corporation or partnership, at the time
of such payment, nnd (3) pald in or earned surplus and undivided profits used
or employed in the business: Provided, That the good wil), including trade-
marks and trade brands, or the franchise of a corporation or partnership,
shall be included in the actual capital invested at a fair valuation to be deter-
mined and fixed by the Secretary of the Treasury.”

ILLUSTBATION,
Actual capital invested:
(1) Cash pated 0o e $100, 000
{2) Cash value of property, etC oo oo o 500, 000
(3) Surpius il undivided profits____ . __________________ 6500, 000
. 1, 100, 000
Value of trade-nne. -, ete oo .. 880, 000
Total capital fnvested* . ____ 1, 880, 000
SUGGESTION . OF M#&T)ob FOB DETEBMINING VALUE OF TRADE-MARKS, ETC.
Earnings, say. —— ——— £220, 000
8 per cent of actual capital invested ($1,100,000) -~ 88,000
Excess for determining value of trade-marks, ete—.___________ 132, 000

$132,000 representing income of 156 per cent would make value of trade-mark,
ete.,! $880,000.

Illustration of computation of amount of tax:

Allowance of 8 per cent on $1,980,000 equals____ .. ______._.__ $158,400
Plus allowance of...._ - 5, 000
163, 400

B CRSS e e 56,
Total profit e - 220, 000

Sixteen per cent of $56,600 equals $9,036, amount of tax,
Respectfully submitted.
Wu. L. Sweer, President.

Copy of Resolutions pasted by the National Retail Dry Goods Association, in
Spring Meeting Assembled, May 14-15, 1917, at Blackstone Hotel, Chicago,
.

Desirous of giving fullest expression of our loyalty and patriotism, as well as
our willingness to bear any burden of taxatlon that is fair, just, necessary, and
not discriminatory to meet the great and extraordinary cxpense of the present

3 Amount of enrnlngs to determine value of trade-aaarks, ete., should be' based upon
average for perlod of three or five years.
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war, we, the members of the Natlonpl Dry Goods Association, in meeting assem-
bled, after a full, frank, and free discussion, belleve thiat a retroactive tax as
proposed Is unjust, unfair, and impracticable, ]

Wo are further convinced thut the proposed tariff, if put into immediate
effect, would be unjust and unfair because of contracts of sale alrendy made
&p?n' 'atlbasls of present tariff laws, and we hereby desire to protest aguinst such

glslatlon,

We are further convinced that the present ard proposed escess profit, corpo-
ratlon tax, and supertax should be changed to a flat per cent tax, to be levied
on the net profits of all ¢arning business of the Natlon, Including corporatlons,
partnerships, and individuals,

We are further convinced that, in view of the vital lmportance to the pros-
perity of our Nation, of all such legislation, that this or any stmilar bill should
not be enacted Into law without first affording the business iuterests of the
Natlon the fullest opportunity for expressing ftself as to the effect of such legis-
latlon upon both the present and future business of the Natlon,

Business does not shrink from bearing its just share of all necessary toxa-
tion, hit, Inasmuch as the Government expects to collect its war taxes from the
business of the Nation, it bchooves our national legislators not to cripple busi-
ness by hasty or fll-advised legislation.

We therefore request our presidenit to appoint a committee of five representa-
tives to immediately proceed to Washington, and there personally present our
attitude to the Members of Congress.

The following committee was appointed by Presldent F, H. Riker: Alfred B.
Koch, chairinan, La Salle & Koch, Totedo, Ohlo; H. T, Willls, Champalgn, Ill.;
C. Herzfeld, Herzfeld-Phiillipson Co.; R. M. Chalmers, John G. Myers Co.,
Albuny, N. Y. E. L. Howe, executive secretary, N, A. R, D. G,

NaTIONAL RETAIL DRY GOODS ASSOCIATION,
By E. L. Howg, Scerctary.

The CuamyMan. The next subject to be taken up is that of
beverages. We would rather hear the discussion in the order
in which they appear in the schedule of hearings. The first is
distilled and rectified §}>mts, and we would prefer to hear from the
representatives of distilled spirits. Title 3 relates to beverages; the
first item is distilled spirits, and that is the one we will take up first.

_Mr. Cooxe. I would like to have suflicient time to outline the propo-
sition thoroughly, It is rather a complex question—distilled spirits
and rectified spirits and the supertax. I will have to discuss the two
separately. . .

The Cuarryan, It is understood you are to occupy the whole time?

Mr. CooxEe. I represent the grain-distilling trade, part of the
molasses-distilling trade, the rectifying trade, and other interests,

Tho Craman, Mr. (,‘ooke, we will give you 15 minutes, and one
g}l;m{v gfntleman can have 10 and the other 5. You proceed first,

L] l ec



TITLE III. WAR TAX ON BEVERAGES.
Sec. 300, DISTILLED SPIRITS.

STATEMENT OF MR. ALFONS WILE, OF JULIUS WILE SONS & CO.,
64 NINTH AVENUE, NEY YORK CITY.

Mr, WiLe. Mr. Chairman and gentlemen, X speak as a member and
in behalf of the Wine-Spirit Importers’ Association of the United
States, an organizaiion comprising the importers of wines and spirits
throughout the United States, whose importations ¢omprise 90 per
cent of the wines and spirits brought into this country. We are de-
sirous of paying taxes as large as the amount of the income from
these goods will bear. In considering this matter it is essential to
figure on the cost of our merchandise on the other side. The large
requisitions which have been made by the French and English and
other foreign governments on the wines and brandies for their troops
and navies has greatly depleted the stocks, and the result is that the
wines and spirits have gone up as much as 100 and even 250 per cent
in value, so to-day we pay from two to three times as much for our
merchandise as under ordinary conditions. In addition we have war-
risk insurance to pay and very much increased freight rates. Not-
withstanding these conditions we are of the opinion that certain
classes of our merchandise will stand an inerease in taxation in one
form or another. The bill as it has just been presented by the Com-
mittee on Ways and Means, however, proposes an increase in the im-
port duties of 10 per cent ad valorem, as well as a greatly increased
rate on internal-revenue taxation, and the result will be that with
the heavy duties that will be provided for, the cost of our merchan-
dise will be so great as to make its sale almost prohibitive, at least
so largely reduced that importations will be reduced, and the reve-
nue derived by the Government will grow less instead of more.

In the first place it is proposed on page 47, title 10, section 1000
[reading] :

That on and after the day following the passage of this act there shall be
levied, collecied, and paid upen all articles when imported from any foreign
country into the United States, or into any of its possesslons (except the Philip-
pine Islands and the islands of Guam and Tutuila), i€ such articles are now
dutlable by law, a duty of ten per centum ad valorem In additlon to the

existing duty (whether ad valorem or specific), and 1€ not now dutiable by
law, a duty of ten per centum ad valorem,

In connection with thas I would like to point out that to fix the
duty ad valorem means that the values of merchandise will have to be
urpraised. There is no man in existence in this country or anywhere
else who can qualify as an ex{)ert on all wines and liquors. In fact
it is a difficult thing to qualify as an expert on any one class of
merchandise, but even men who have been a full generation in our
line of business would hesitate to tell the value of a given sherry

1 Further hearlngs on this title wiil be found on page 514.
70
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from one place and a similar one from another. It is difficult to
find an expert who can qualify on any class of s; it is abso-
lutely imtpossible to find anybody who can qualify on all and can
fairly estimate and appraise that value. Yet that very task is
imposed upon the United States examiners because they can not fix
the duty on merchandise unless they verify the values.

The Government has realized such a condition, and for a great
many years duties on wines and spirits have been fixed specifically
and not ad valorem, because to make them ad valorem would promote
undervaluation and result to the disadvantage of the honorable
merchant and to the advantage of those who would try to evade the
duty by undervaluation,

ith the permission of the committee I will later submit a letter
in support of our oral rei)resentations.

The Cramryan, It will be printed as a part of these proceedings.

The letter referred to by Mr. Wile was subsequently submitted
and is here printed in full as follows:)

WiINE AND SpinIT IMPORTERS’ SOCIETY,
New York, May 11, 1917,
The honorable COMMITTEE ON FINANCE,
United States Senate, Washington, D, C.

Mg, CHAIRMAN AND GENTLEMEN: The Wine and Spirit Importers® Soclety of
the United States, comprising the principal fmporters of wines, spirits, cordials,
llqueurs, ales, and other beverages, whose members import probably 90 per
cent of the total volume of such beverages brought into the United States,
begs leave to submit briefly the following facts to be consldered in support of
the oral representations made to your honorable committce at the hearing
granted to us on May 11, 1017, with respect to the rates ot duty and internal-
revenue taxes now proposed in H. R, 4280,

It Is our desire to see import duties and Internal-revenue taxes on the mer-
chandise imported by us fixed at such rates as will yleld the largest possible
revenue of which they are capable. At the present time the general pros-
perity of this country and its Increased buylng power on account thereof, will
make possible the fixing of dutles and taxes somewhat in excess of those which
would be feasible under normal conditions, without prejudice to the sale of
such merchandise, but it must be borne in mind that under norma) conditions,
when the publie I3 less prepared and less willling to pay the present prices to
which §t 8 now accustomed, the taxes and dutles must be lower than at present
to Insure the largest posslbie revenue to the Government,

The present suggestions are now made, however, with the obfect of raising
revenue under the existing conditions.

In considering this matter, it {s essentlal that the forelgn cost of such goods
be takep into account. The large roquisitions ot wines, brandles, and other
spirits by forelgn governments for supplying their armies and navles, have so
greatly reduced the avallable stocks in the hands of foreign producers and
dealers that the cost of all such merchandise has advanced heavily. In addl-
tion to that, consideration cthould be taken on greatly Increased freight rates,
high war-risk Insurance, and other items which result in landed cests much in
excess of those prevalling under normal conditlons.

The orlginal shipping prices of forelgn producers of wines and spirits have
Increased since the beginning of the war from 50 per cent to 300 per cent, so
that we are to-day paying for wines and spirits purchased abroad from one and
one-halt to four times as much as was paid prlor to the war for 1dentically the
same merchandise. Even if no higher dutles or internal-revenue taxes were
fmposed on these goods, the greatly Increased cost to the consumer has already
resulted $n reduced sales and lessened importations, and the Government i3
therefore recelving to-day a smaller revenue from such merchandise than it has
received at lower rates of duty and tax in former years, ;

Notwithstanding these conditions, we are of the opinfon that certain classes
of our merchandise are capable of producing larger revenue, The bill which
has just been presented by the Committee on Ways and Means, however, pro-
poses an Increase in the Import Jdutles of 18 per cent ad valorem in additlon
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to a new internnl-revenue tax on Iinported spirlts, and greatly increased internal-
revenue taxes on still and sparkling wines, vermuth, core fals, ete, and it is
our firm belief that with such héavy dutles and taxes the fmportations of wines
and spirits will unquestionably be greatly reduced and the Government, instead
of increasing Its revenues from our branch of the trade, will find them smaller
than under existing rates of duty and taxes.

Pelor to October, 1914, tmported wines, splrits, ete., were not taxed winler
internal-revenue laws at all, but were subject only to dutles as specified In the
tariff, It was only as a war-emergency measure that imported wines, vermuth,
cordials, and stmllar compounds were included in the list of articlos taxable
under the Internal revenue. Under the general revenue bill of Scptember 8,
1016, these internalrevenue taxes on Imported wines, cordinls, ete, were con.
tinued under slightly changed rates. House bill 4280 now propeses to materinlly
Increase these fnternal-revenue taxes on wines, vermuth, cordials, and similne
compounds, and furthermore, proposes to place a high Internal-revenue tax oh
imported brandles and other spirits, and at the sawme time provides for an
increase of 10 per cént ad valorem in the duties on such goods. ‘The result
of this is that our (ndustry is to stand an Increase from two different direc-
tlons—first, in the internal-revenue tax, and secondly, through customs duties,
It can hardly be the purpose of Congress to place n double addittonal burden
upon our branch of trade. We are prepared to stand whatever Congress may
determine as the proper Increase in one forin or another, but a double increase
in taxatlon would result in a substantial reduction fn the fmportations of wines
aml spirits and would thereby defeat the purpose of ralsing additional revenie.

As Imported merchandise rightfully and properly comes under tariff adminis-
tration, it is the opinfon if this soclety that the logical manner of sccuring
additional revenue from imported wines and spirits would be by Increasing the
tariff dutles and not through the internal-revenue office; but In any event the
total amount of the increase which may be assessed upon these goods should
not exceed the figures which will he given below, whether they be assessed
through additlonal customs duty or through fnicrnal-revenue taxes.

Before golng into this phase of the matter, however, this soclety hegs leave
to refer to the plan In House bill 4280, under section 1,000, page 47, of levy-
ing—in addition to the prevalling customs dutics—an ndditional duty of 10 per
cent ad valorem. On this subject we heg leave to submit that wines and spirits
have for many years {nvarlably been made subject to a specifie duty, the prin.
ciple of ad valorem duties on such goods having been abandoned as imprac-
ticable many years ago. Ad valorem dutles are, of course, assessed upon “he
forelgn value of merchondise. There are so many styles and qualities of wines
il spirits shipped by each forelgn producer a&nd shipper that no one is quali-
fiel to properly appralse all the quatitles and styles that are imported. The
Judgment of one person may fix the value of a wine, brandy, or other beverage
at a certain figure, and another, equally well qualified, may in entire good
faith judge the same gomls at a much higher or much lower value, Even men
who have been identified with the trade for n generation or more do not feel
themselves qualified to judge of all classes of fmported wines and spirits.
How much less could n customs appraiser, therefure, be expectéd to juilge
properly of the value of the thousands of different classes of wines and spirits
\\'lul;:(tln come before his notice in the course of a year fromm all parts of the
world.

The result of these conditions is that there wonld be great incentive to under-
valuation of merchandise, and even when goods are involced correctly and in
good faith the values would be subject to revislon by apprafsers or exam.
{ners who are even less qualitied than finporters to correctly pass upon then.

It is because of a realization of these conditlons that Congress has since many
years fixed speelfie Instead of ad valorem dutles upon wines and liguors, and
it Is carnestly requested, therefore, in the interests of both the Government
and honorable and conscientlous $mporters of wines and spirits, that whatever
increase In customs duties may be decided upon they be fixed at specific and
not ad valorem rates,

Another point which shoutd be brought out on this subject Is that owing
to the high cost of wines and spirits abroad, as explalned in the beginning of
thiis brief, the duties, if levied ad valorem, would he collected upon abnorinal
valies, uu;l would therefore be excessive and disproportionate to the normal
ket values.

13242—17—0
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Bearing all of these arguments in mind, this soclety begs leave to submit
the followlng rates as likely to produce the largest amount of revenue which
can be secured by the GGovernment, aud it is the honest belief of the members
of this soclety that these fizures represent the maximum revenue-producing
possibilities of fmported wines and spirits. As a matter of convenfence, we
shall take these up tn the order in which they appear in schedule H of the
tarift:

PARAGRAPH 237.—BRANDY AND OTHER SPIRITS,

“The Hotise b, on page 8, line 24, proposes an lnternal-revenue tax on all
distilled spirits produced in or jmported into the United States of $1,10 on
each proof gallon, in addition to the tax now imposed by law. This would
mean on imported brandiex amd other spirits an internal-revenue tax of $1.10
per proof gallon in addition to the customs duties to which such goods are
subject. The present high cost of imported brandies and other spirits, as ex-
plained above, has already resulted in an increase in their landed cost of from
$6 to 88 or more per case, If they now were to he subject to an internal.
revenue tax of $1.10, together with an increased duty, the cost would be still
further advanced $3 or more per case, and would make them so high in price
as to put them beyond the reach of all but the most wealthy., Reduced fm-
portations mean reduced revenue to the Government, and as productive of the
Inrgest amount of revenue it is therefore proposed that the dutles under
paragraph 237 on brandles and other spirits be changed as follows:

Present duty: $2.60 per proof gallon. Duty and internal-revenue taxes pro-
posed in House bill: $1.10 per proof gallon internal revenue, plus present dnty *
$2.60. plus 10 per cent ad valorem. Rate now recomniended by this society:
$3 per proof gallon duty; no Internal-revenue tax,

The proposed duty of £3 per proof gallon affords more than ample protection
to Amerlcan brandies and other spirits, even at the newly proposed Internal-
revenue tiaxes of £2.20 per proof gallon on Amerlean spirits, as the costs of the
Amerlcan gools have advanced very slightly over those under normal condi-
tions, whereas the forelgn products have advanced from 50 per cent to 200 per
cent over the prices prevalling before the way, nnd war-risk insurance is from
8 per cent to 12 per cent. Even If foreign costs were no higher than they nor-
mally are, the difference between the new rate proposed for (omestic spirits of
$2.20 and the rate now recommended by this soclety for imported spirits, $2 per
proof gallon, affords a margin of 80 cents per proof gullon between domestie
and imported spirits, which should be nmple protection to the Amerlcan product.

PARAGRAPH 240.—CORDIALS, LIQUEURS, AND OTHER SPIRITUOUS BEVERAGES OR
BITTERS. ETC.

The House bill, on 1" ge 12, line 12, ealls for a tax in adidition o the tax now
imposed by law upon liqueurs, cordialy, etc., equal to such tax, and on page 18,
line 3. it provides that the additional tax hereln imposed shall apply to all
domestic or imported $Hqueurs, cordials, or similar cowpounds, by whatever
name sold or offered for sale, and without reference to the kind of spirits or
wines used In the manufacture thereof. The effect of ihis is to linpose upon
imported cordials, liqueurs, ete, a tax of 1§ cents per one-hnlf pint or fractifon
thereof, whereas under the present general revenue Inw of September 8, 1016,
fmported cordlals, liqueurs, cte,, not belng made of wines fortified In nccord-
ance with the provisiong of the act of September 8, 1016, are not taxable. Im.
ported cordials are further to he assessed an additlonat 10 per cent ad
valorem for duties. The effect of these two Increases will be to greatly reduce
the importation thereof, as thiey are already burdened with the heavy increase
in their initial cost in forclgn countries where produced. To vield the maximum
revenue, they should be exempt from futernal-revenue taxat.., but we belleve
that they will stand an increase of 40 cents per proof gallon in the duty, and
we therefore recommend the following change In duty:

Present duty: $2.60 per proof gallon. Duty and internal-revenue taxes pro-
posed In House blll: P’resent duty, $2.60, plus 10 per cent ad valorem, plug 1%
cents per one-half pint Internal-revenue tax. Rate now recommended by this
society : §3 per proof gallon duty; no internal-revenue tax,

PARAGRAPH 243.—CIAMPAGNE AND ALL OTIHER SPARKLING WINES,

The House b1, on page 12, line 13, proposes n tox upon nf) champagnes and
other sparkling wines $t addition to the tax now fmposed by law, equal to such
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tax, and on page 47, line 14, proposes the addition of 10 per cent ad valorem to
the dutles, The Importation of champagnes and otlier sparklug wines has
already fallen off very conslderably as against previous years as a result of the
high duties and taxes which have been assessed thiercon. The present duty iIs
$9.G0 per dozen quart bottles, and the internal-revenive tax thercon, $1.44 per
case, making $11.04. In the year 1009, when the duly was $6 per dozen under
reclprocity agreements, the fmportations amounted to vipward of 436,000 dozens,
and the revenue derived by the (overnment thierefromn was $2,010,76S. In re-
cent years, under the higher rates of duty, nnd with an internal-revenue tax,
the fnportations fell off appreciably, and I 1916—notwithstanding the great
prosperity which this country enjoyed—ihiey amounted o only 200,210 dozens,
yielding at the present rate of duty and internul revenue, only §2,270,558, or
approxitately $£343,000 less revenue than when the rate was only $6. These
figures, in our opinton, clearly bear out oue clafn that the limit of revenue
production on champagnes and other sparkling wines, has already been ex-
ceetledd, Nevertheless, we believe that champagnes and other sparkiing wines
will stand a further moderate increase, and we suggest, therefore, an increase
of 96 cents per dozen hottles In the duty, making the tofal of the duty amd reve-
nue tax $12 per dozen, or $1 per boltle. We therefore recominend that the
rates be changed under paragraph 243 of the tarift, as follows:

Present duty and internal-revenue tax: Duty, §0.60 perr dozen gquarts; tax,
$1.44 per dozen quarts; total tax, $11.04 per ease. Duly and futernal-revenue
taxes proposad In House bill: Present duty, $9.60, plus 10 per cent ad valorem,
plus $2.88 internal-revenue tax. Rate now recommended by this society ¢ Total,
$12 per dozen; no internal-revenue tax.

PARAGRATH 231, —STILL. WINES, INCLUDING (iINGER WINE OF GINGER CORDIAT,
VERMUTHE AND SIMILAE BEVERAGES.

The House hill, on page 12, under section 304, line 12, proposes upon all still
wines, including vermuth, and wpon ull artificiad or Imitation wines or com-
poutuls sold as wine, except wines contaiuing not more than 14 per cent of abxo-
Iute alcohod, in addition to the tax which ix now fmposed by law on such artieles,
a tax equal to such tax; amwl upon wines containing not more than 14 per cent
of absolute aleolinl, In auldition to the tax now impossad by tnw upon such wines,
a tax cqual to one-half such tax; and on page 47, Hne 14, it Is provided that
the duty shall be increas2l over the present rates 10 per cent ad valorenr.

\While the same arguments us have been advanced above in respect to hran-
tes nnd other spirits, cordials, cte, ns (o the high costs in the countries of
orlgin, apply with equat force to imported still wines, vermuth, cte,, we believe
nevertheless that these goods will stand moderate advances in dutles without
impairment of revenue at the present time, ad we recommenid, as in the other
cases, that these advances he secured by increase In dutles instead of by in-
creases In internal-revenue taxation, \We recommend, therefore, the following
changes for paragraph 244 of the tariff:

STILE, WINES, INCLUDING GINGER WINE OF CORDIAL, YERMOTI{, AND SIMILAR BEVER-
AGES IN CASKS AND PACKAGES OTHER TISAN BOTTILES OR JUGS, IF CONTAINING 14
PER CENT OR LESS OF' ABSOLUTE ALCOHOL,

I'resent duty aud internal-revenue tax: Duty, 45 cents per gallon; tax, 4 cents
per gallon; total tax, 49 cents per gallon. Duty and Internal-revenue taxes
proposed in llouse bill: Duty, 45 cents per galton, plus 10 per cent ad ralorem,
plus 6 cents Internal revenue, Rate now recommended by this soclety: Total,
64 conts per gallon; no internal-revenue tax.

SAME GOODS, 1¥ CONTAINING MOEE TIIAN 11 PER CENT OF ABSOLUTE ALCONIOL.

Present duty and internal-revenue tax: Duty, GO cents per gallon; tax. 10
cents per gallon; total tax. 70 cents per gallon.  Duty and internal-revenie taxes
proposed in House bill:  Duty, 60 cents per gallon, plus 10 per cent ad valorem,
pius 20 cents Internal revenue. Rate now recommended by this soclety : Wotal,
80 cents per gallon; no Iuternal-revenue tax,

SAME GOODS IN BOTTLES OR JUGS—IER CASE OF 1 DOZEN BOTTLES OR JUGS CONTAINING
12 QUARTS OR 2t PINTS EACH.

Present duty and internal-revemie tax: Duty, $L85, plus interaal-revenue tax
varying from 310 cents to 30 ceuts per case, aceording to ateoliolie strength and
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capacity of bottles, Duty and internal-revenue taxes proposed in House bill:
Duty, $1.83, plus 10 per cent ad valorem, plus internal-revenue tax varying from
15 cents to 60 cents, nccording to alcoholic strength and capacity of bottles,
Rate noa recommended by this soclety: Total, $2.23 per case; no internal-
revenue tax,

PARAGRAPH 245.—ALE, PORTER, STOUT, AND BEER.

The House bill, on page 47, line 14, provides for nn fucrease of 10 per cent
ad valorem in the present dutles, This soclety belleves that notwithstanding a
heavy fucrease in the foreign cost of these goods, they can stand an increase
in the duty of 10 cents per gallon when imported In bottlés of jugs, and of 7
cents per gallon when fmported otherwise than in bottles or jugs, and therefore
recommends the following changes in paragraph 245 of the tarlff:

Present duty: In hottles or jugs, 45 cents per gallen. Duty proposed In
House bill: Forty-five cents per gallon plus 10 per cent ad vanlorem. Rate
recommended by this soclety: Total, 85 cents per gallon; no internal-revenue

xt

Present duty: Twenty-three cents per gallon, Duty proposed in House bill;
Twenty-three cents per gallon plus 10 per ¢ent ad valorem, Rate recommended
by this soctety : Total, 30 cents par gallon; no internal-revenue tax,

The foregoing rates, appearing in the last clause of each article, represent,
in the opinion of this society, the maxtmum of the duty and tax which these
goods can Lear without decreasing fmportations, and thereby reducing the
amount of revenu¢ which the Government woulldl receive therefrom, and
whether in the final bill these goods be assessed §n the forin of Increased duty
or by a duty and internal-revenue tax, the totals should not exceed the figures
recommended by us, it the mashmum revenue which they are capable of pro-
duclng is desfred.

Aside from the other conslilerations mentioned above, this soclety respectfuliy
draws your attention to the question of forelgn exchange, which would he
appreciably affected by n reduction in the imports of our merchandise. If the
dutles and taxes are ralsed to a figure heyond what the goods wiil stand, the
importetions will necessarily decrease, and foreign oxchange rates wll be
weakened to that extent.

We urge that our representations be given favorahle consideration.

Respectfully,
WiNE AND SPisiT IMPORTERS' SnCIETY or THE UNITED STAES,
By 1718 EXecUTIVE COMMITTEE.

Exccutive committee: Henry E. Gourd, of Ycary E. Gourd, preshident s I1L T,
Eschwege, of Francis Draz & Co,, first vice president; Chas. 1. Simonds, of
F. 0. De Luze & Co., second vice prestdent ; Maurlce La Montagne, of La Mon-
tagne-Chapman Co. (Inc.), treasurer; Grosvenor Nicholas, of Grosvenor Nich-
olas & Co. (Inc.), secretary; H. 1. Bowne, of Donfort's Wine wl Spirit Cireu-
lar (Inc.); Julius F. Geertz, of W. A. Taylor Co; W. A. Gibbs, of Halg & Ilaig
Co. (Inc.); Wm. W, Gleason, of Luytles Bros.; Waldemar II, Grassi, of I.
Gundolit & Co.; Montalgii La Montagne, of E. La Montagne's Sons; Alfred
. X. Lecb, of Batfer & Co.; Geo. D. F. Leith, of W, . Meehring & Co.;
. D. McCann, of Nichiolas Rath & Co.; Atexander McLean, of 13, & J. Burke Co.
(Ltd.) ; Andre G, Prost, of Cusenler & Cle.; Frederick Renken, of Renken &
Yates Smith (Inc,) ; Joseph Garneau Ringwalt, of The Jos. Garncau Co. (Inc.) 3
glunsgn C«? Shaw, of Alex. D. Shaw & Co.; Alfons Wile, of Julius Wile,

ons 2

Mr. WiLe, In respect (o internal-revenue taxation, it is propesed in
the bill that the internal-revenue tax on spirits shall be increased by
$1.10, applied both to imported and domestic spirits. That is on page
2, title 3, section 300. It is also provided that there shall be an addi-
tional tax on wines, liquors, ete. We will therefore be subject to a
double taxation—first, because of the increase in the duties which
are proposed, whether specific or ad valorem, and, second, because
of the increased internal-revenue tax to which our goods will he
subject. It is hardly intended by Congress that we should be doubly
taxed. Every other industry is taxed once, but we are to be taxed
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twice—first, as imgorters, and, second, under the internal-revenue
law. If we should be taxed under both, it is unquestionable that
with the present high cost on the other side the high war-risk in-
surance and high rate and increased duty and increased internal-
1evenue faxation, our goods will cost such a large amount as to make
it almost impossible to sell, or restrict it from sale, except to the
wealthiest class, and make it impossible for a man of ordinary means
to use them at all. The result will be diminished importations and
diminished revenues for the Government. We are anxious to pay a
larger amount of revenue, but we want to see the rates fixed so that
they will ba practical and will result in higher revenues to the Gov-
ernment and not small ones, because if through the result of taxa-
tion at figures as proposed now the sales will be reduced and the
revenue to the Government will be reduced we will be blamed for it.
We have taken leave to suggest that the duties on wines and spirits
be advanced to a specific figure by a specific amount, not ad valorem.
We are perfectlv satisfied to pay whatever may be deemed wise by
Congress as an increase in the tariff, but we want to make it specific
and not ad valorem, because the honorable merchant will dpay his
share and' the dishonorable one if this Elan is adopted would not be
able to take advantage of his honorable competitor. We think a
fair addition to the present duties would be 10 per cent of the
present, duties—not 10 r*)er cent ad valorem in addition to the present
duties which are specific. Or if your committee does not think that
feasible wo would suggest that the rate of duty on spirits be increased
by 40 cents per gallon, from $2.60 to $3 a gallon, and that the duty on
sparkling wines, which are already under a great disadvantage, be
increased 00 cents a case, making the total amount of duty and tax
which they would be subject to $12 a case or $1 a hottle.

Proposed import duties on wines and spirits with no increase on
internal-revenue taxes:

On brandies and other spirits, increase 40 cents, equals $3 per
proof gallon.

On brandies, sparkling wines, increase 96 cents ver one dozen
quarts. ] .

On brandies, still wines, and vermuth in bottles or jugs, increase
25 cents per dozen,

Still wines and vermuth in bulk, not over 14 per cent ateohol, add
5 cents per gallon. o

Still wines and vermuth in bulk, over 14 per cent and not over 24
per cent, add 10 cents per gallon. ~

Still wines and vermuth in bulk, over 24 per cent alcohol, to be
classified as spirits and dutiable accordingly.

ﬁordials and liquors, etc., taxable as spirits, add 40 cents per

allon,
€ Ales, stout, beer, etc., add 7 cents per gallon.

Wo believe those rates would be productive of a larger income to
the Government than the rates proposed. .

There is one other point in regard to the protection to be afforded
the domestic merchandise. We realize the imported goods should
be at a certain disndvantage with respect to the domestic goods. that
the taxes on imported goods should be higher than those applying
to domestic goods; but even if the present rate proposed would raise
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the domestic syirits to $2.20, to-day we are paying $2.60, and we sug-
gest that should be increased to $3 a gallon, which will make a net
difference of 80 cents a gallon. It must be borne in mind that as a

eneral principle duty is enacted in order to place foreign merchan-

ise on an equality with domestic goods; in other words, to make up
for the difference 1n the cost of labor, the cost of product%on, etc., and
afford a cortein amount of protection to the domestic merchandise
that we have to-day to pay much higher prices in Europe for our
wines than the same merchandise could be purchased for in this
country, There is no protection needed any more.

The Crairman, This is not for protection, but for revenue. ,
Mr. We. But there is always an element of protection to domes-
tioc products considered even in a revenue measure, and if we should
drop the idea of protecilon altogether and consider it as a measure
of revenue only, we must consider how much the goods will stand, I
thank you, gentlemen. ) . L.

The Cuairman. The next gentleman to discuss distilled spirits is
Mr, Levi Cooke.

STATEMENT OF MR. LEVI COOKE, REPRESENTING THE NATIONAL
WHOLESALE ZIQUOR ASSOCIATION.

Mr. Cooxe. I represent the National Wholesale Liquor Associa-
tion, which com!i‘rlses some 700 distillers, rectifiers, and wholesale
liquor dealers. The question of distilled spirit taxation raises the
question of the amount of tax which can be borne by distilled spirits
and how much revenue will be secured. The House committee in its
draft of the bill, on page 8 and scction 300, doubles the tax on dis-
tilled spirits, from $1.10 for proof gallons to $2.10 per proof gallon.
The distilled spirit interest 1s anxious to pay all the tax that the
traffic will bear, but there is a point beyond which taxation on dis-
tilled spirits ceases to produce the revenue, actually resulting in a
decrease, because overtaxation brings about illicit production, Dis-
tilled spirits are the most highly taxed single article in the United
States; the ad valorem ranges from 300 to 500 per cent, nccordirg to
the price of the materinl of which it is made. You can make a gal-
lon for from 20 to 25 cents. A\ tax at $1.10 is four or five times the
cost of the material, whereas at $2.20 you make it from eight to ten
times the cost of production and close to 1,000 per cent ad valorem.
It is impossible to collect that kind of a tax, in our judgment. You
can not make taxation on distilled spirits in the United States past
a certain point that will not result in great illicit production. Eve
time you produce a gallon of distilled spirits illegally and market it
you displace the revenue from several gallons of whisky. At a tax
of $2.20 per gallon anyone could take a bushel of corn or § gallons
of molasses and transfer that into eight or ten dollars advantage
through having defeated the tax payment. L

1 speak about this with great authority on account of the historical
lesson which this Congress has had for a period of 50 ycars. The
question was first raised as to whether the Government could tax
whisky. The first real tax was during the Civil War, when 20 cents
per gallon was proposed. It was raised to 50 cents (im'ing the war,
and in 1867 Congress undertook to pay off the debt of the Civil War
by taxing whisky and put the rate at $2 per proof gallon. That tax
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reduced the number of gallons from 16,000,000 to a total of only
7,000,000 on which a tax was collected. The frauds were so great
and the reduction of the revenue was so manifest that Congress
returned in 1868 and reduced the tax to 60 cents per gallon and $4
a barrel tax, because the Government desired to eradicate the illicit
production. At the new rate it secured a revenue on 80,000,000
gallons as against 7,000,000 at the $2 rate. The debates in dong:‘ess
at the time included arguments by all the leading statesmen both in
the Senate and House, Senator Sherman and James A. Garfield and
Robert G. Ingersoll in the House and all of the leaders of the House
and Senate agreed it was impossible to collect $2 a {;roof gallon on
distilled spirits. Mr. Ingersoll said the distillers in Peoria, Ill.; had
been compelled to abandon their property, to discharge employees,
and stop feeding some 15,000 head o cattle at their istilteries be-
cause those regastereq distilleries were unable to compete with the
illicit production which sprang up everywhore under the $2 rate.
The illicit production of that (reriod was not confined to the wilder-
ness sections, but was practiced in New York City and St. Louis and
Chicago and other cities, and that is exactly what, in the opinion of
the liquor trade to-day, will occur if a $2.20 rate is attempted by
Congress.  You will inangurate illicit production in the great centers
of population, and it will only be a ste{) from the point of manufac-
ture to the point of distribution, and all the internal-revenue officers
in Christendom could not keep up with that illicit production.

The trade wishes to take an increased tax, but urges upon the
committee that instead of attempting to make a very high rate they
carefully adjust the increases to a point that is collectible, that wiil
mean an ingrease over the total collected in the past two years. Last
year we paid $148,000,000 on distilled spivits, and this year the total
tax’ production will be in the ncighborhood of $1065,000,000 at $1.10
per proof gallon. It would be the part of unwisdom so to tamper
with that $1.10 per gallon rate as to endanger the whole thing, As
a friend of mine expressed it, a lawyver might attempt to double his
income by doubling his fees and find all of his clients departing
from his office. Congress must consider the same proposition.
Double the tax and you may get none at all, or a very small amount,
T fear that the respectable distillers of this country would be charged
with part of the frauds, when they would be absolutely innocent,
because they have no more opportunity to control illicit production
than anyone else. Illicit production occurs in small guantities in a
multitude of places, but every 5 gallons illicitly produced takes the
place of the registered distiller’s production on which he would pay
the tax if he had the opportunity.

Wo urge a comparatively small increase in this rate, and we are
going to submit to the committee now a J)roposition which we think
will simultancously take care of increased gross revenue and prevent
this fraud which we are so fearful of. In England the tax rate is
based npon this scheme: They charge 14 shillings and 9 pence on
spirits over 8 years of age and 16 shillings 9 pence on spirits under
38 years of age, and substantially the same principle we urge upon
this committee, that is, to select a rate upon goods produced prior
to the date of the passage of this act, which will be less than the -
tax upon goods to be rroduced after the passage of this act, and we
recommend a 20-cent differential. The effect will be the conservation
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of grains that go into spirits at a time when that grain is valuable
for other uses. You have got to have not less than 170,000,000 gal-
lons of distilled spirits in.this country for industrial and other pur-
poses. You can curtail new ﬁ'oductlon for beverage uses, and the
differential similar to the 2-shilling differential in England would
compel the use of existing stock and leave spirits from new grain
for pharmaceutical and other industrial uses. We say the rate
should not be too high on old goods produced prior to the passage
of the act, as those goods produced prior to the passage of the act
will stand as a bar to illicit production which would take advantage
of a higher rate upon all production new and old. The new pro-
duction for pharmaceutical purposes is the kind of production that
is almost impossible to compete with by illicit production. Two
dollars is too high; it will be a great injury to the tax-paying trade.
We therefore urge you to make two rates, first a rate, a sinbstantial
but not too large increase upon distilled spirits produced prior to
the passage of the act; then a higher rate, 20 cents higher or what-
ever you deem proper, on goods to be produced after the passage of
the act, thus conforming to the English precedent which I under-
stand has worked out very well, and you will then have an eventual
working up in a period of 18 months or more to an entire production
upon the higher rate of tax with the differential ceasing to operate
but the higher rate in force on all %oods. In making this statement
against a higher rate of taxation I would not have the committee
believe the liquor interests are protesting against an increase tax.
But they protest against anything that will reduce the gross revenue
and reduce the gross collections.

I will pass over the question of the retroactive clause and go to
rectified distilled spirits. A proposal has been incorporated in the
House bill which is an iniquitous proposal in Brinciple. There
ought to b no differentintion or distinction between distilled
spirits—

The Cuamrsan. I think we would like to hear you on rectified
spirits when we reach that. As you can readily see, in the consid-
eration of this bill to have these oral statements and these briefs
before us as we take n% the particular subject will be very helpful.
It will insure thorough consideration of what you gentlemen are
saying to us. Therefore I prefer you would not mix these items.

My, Coox. To go back to the flat-increase tax proposition. The tax
rate in Canada is $2.40 ger gallon, but the gallon in Canada is an im-
perial gallon of 277 cubic inches as aﬁainst the American gallon of
931 cubic inches, and the proof at which they pay is 114, whereas
ours is 100 proof. In other words, they tax a larger gallon at $2.40
than we tax pay at the rate of $1.10, and figured in terms of our
standard the Canadian rate is $1.75 per American proof gallon. In
other words, this proposition from the House is 45 cents higher.
We would be perfectly willing to pay upon our groof gallon if we
could do it and avoid illicit production. Some 70 or 90 millions of
dollars of trade-tax money are always kept in_the hands of the
Treasury for six or eight months before the trade gets it back. It
is a_great banking operation to finance the whisky tax. They would
do it to any possible amount if the United States would guarantee
no illicit production. But the United States officers have seized
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nearly 20,000 illicit places in six years, and occasionally a registered
distillery goes wrong and beats the Government out of several mil-
lion dollars before the Government can catch it.

Canada imports corn to make whisky; England, Ireland, and
Scotland im,‘vort American maize to make their whisky. ﬁp to
1825, in England, the illicit production of distilled spirits was ram-
pant, and then the demand of the People for food became so great
that they had to import the material with which to make the dis-
tilled spirits and the Government was able to suppress illicit pro-
duction. In the United States there is a cornfield at every dis-
tiller’s door and every man can use it.

The Cuamsran. I want to say that you gentlemen see the im-
portance of having written briefs in as soon as possible, because our
purfose is fbo print the oral hearings and the briefs all together under
the head of the subject to which they relate, and in this way it would
be obvious that when we take up that section of the bill we will have
both the oral hearings and the printed statements before us and it
will be eSﬁecially essential in view of the fact that we ure not asking
questions but are givin%lyou gentlemen all of the time.

: lh%r..(,‘foonn. We will file our brief in ample time; also a supplemen-
al brief, .

The Cuammax, It will be well to have it filed by Tuesday or
Wednesday at the latest, so it may be printed. .

(The brief referred to by Mr. Cooke was subsequently submitted
and is here printed in full, as follows:)

" BRIEF ON BEHALF OF THE NATIONAL WHOLESALE L1Quor DEALERS’ ASSOCIATION
OF AMERICA, CoMPRISING GRAIN ANP MOLASSES DISTILLERS, RECTIFIERS, AND
WHoLESALE L1Quos DEALERS,

Submitted by Levl Cooke as general counsel of the assoclatlon and under
special authority of a meeting of the trade held at Pittsburgh, Pa., May 9, 1017,
‘The propositions made in. this memorandum represent the views of the mass
of the manufacturing and distributing liquor trade of the Natlon, by which
lt? ti‘t‘:d péntldt not less than 90 per cent of the liquors tax pald annually in the
n ates.

POINTS.

1, We protest the rate of $2.20 per proof gallon fn section 300 of the House
bill (page R, line 24) as uncollectible, conducive to frauds on the revenue, and
futile to increase the gross collectlons from thils source.

2, We advocate an increase of the present distilled-spirit tax of $1.10 per
proof gallon to a reasonably safe point, and urge a differential over that rate
of 20 cents per gallon applicable to spirits produced after the date of the act,
the effect of which will be to curtall usv of material in new production and
enforce recourse to bonded stocks without giving such stocks the monopoly
which would be created by total arbitrary suspenston of the use of distilling
materials in the interest of food conservation,

ARGUMENT.

A rate of $2.20 per proof gallon would cause a disaster to the revenue and
the legal tax-paying trade.

The act of July 1, 1862, put the rate at 20 cents per gallon. Taxes at this
rate were pald on 85205393 gallons, producing over $16,000,000. The rate
was rapidly fncreased during 1864 to GO cents, $1.50, and finally to $2 per
gallon. Tax payments fmmediately began to fall off, but 16,973,074 gallons
being tax pald in 1865, 14,847,043 gallons being tax pald in 1860, 14,688,740
gallons being tax patd in 1867; and fn 1868, after 18 months of the $2 rate, the
tax paymeats fell to 7,224,809 gallons,
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Thus little more than $13,000,000 was received from distilled spirits at a $2
rate, with the Bureau of Iniernal Revenue fleld force well organized following
the war, and the total collections were reduced far below the gross taken
during the war and fn the Immediate aftermath at much lower rates,

The act of 1868 reduced the rate to 60 cents per gallon and $4 per barrel, a
rate equal to about 70 cents per gallon, The great leaders of that Congress,
den. Schenck, James A. Garfield, Robert G, Ingersoll, Gen, B. F. Butler, Gen,
John A, Logan, Messrs, Allison of Iowa, Kelly of Pennsylvania, Pruyn of New
York, Payn2 of Ohlo, Boutwell of Massachusetts, Holman of Indlanga, In the
House, and Senators Sherman of Ohlo, Morrlll of Vermont, Yates of Illinols,
Willlams of Oregon, Hendricks of Indiana, and others of the Senate joined in
agreement that the $2 rate was impossible of collection; that it had produced
frauds impossible to combat ; and that the situation could be met only by repeal
of the rate and the Imposition of a tax more consonant with the cost of
production of the artlcle,

It s respectfully urged that the debates of that year be consulted before the
fatal experiment is repeated of destroylng the revenue in the effort to double
its amount by doubling the rate,

The effect of the reduction of 1868 was fmmediately apparent., In 1869
a total of 62,092,417 proof gallons was pald at 70 cents per gallon, returning
a revenue of more than $42,000,000 against less than $14,000,000 the previous
{ear at $2 per gallon. The next year there was an fucrease to 78,400,198 gal-

ons and more than $52,000,000 of revenue.

In 1872 the barrel tax was repealed and a flat rate of 70 cents established,
and in 1878 the rate was fixed at 90 cents, There were normal Increases of
revenue under these rates, Commissloner Wells holding that the 00-cent rate
was economlcally the best revenue producer. In 1894 the rate was raised to
$1.10 per proof gallon, the present rate, and it 1s a commentary on the subject
that five years elapsed before this rate produced as much revenue as the
90-cent rate had prevlously produced. Commnencing In 1899 the total collections
reached previous high figures, nnd excepting for years of commercial depression
have since continued to increase. The collections niader the $1.10 rate have
fncreased from $79,862,627 in the year following its ndoption to $156,301,487
in 1912, and during the present fiscal year will exceed $160,000,000,

That lllcit production occurs under the $1.10 rate in great quantity can not
be denied. In the fiscal year 1916 there was scized n total of 3,286 illiclt stills.
The number seized has been steadily Increasing., For six years there were
seized by the internal-revenue officers 19,018 stills operating without registry.
Large frauds have been discovered §n certain registered distilleries. -

It s urged that the increase be made experimentally at not toe h!gh a point,
It can later be further advanced if experience under the first increase justifies
the expectation that frauds wilt not wine out the larger collections, If the
trade as a whole were consulted, it would urge with solemn sincerity that the
rate go not above $1.30 per proof gallon, subjoct to further Increases swarranted
by collectlon returns.

As stated on oral argument, the trade recommends a tax rate 20 cents per
gallon greater on spirits produced after the act's passage than imposed on
prior produced spirits; for instance, if the rate be fixed at $1.30 per proof
galloh on goods in bond at the act’s passage, let the rate be $1.60 per proof
gallon on spirits thereafter produced.

This would accomplish three results:

First, it would curtail new production to necessitous uses, as in the phar-
maceutical, perfumery, and similar trades requirlng new spirits, and thus
conserve distilling materials to nceessitles,

Second, it would force out of bond spirits which would cause no drajn upon
materials without giving these spirits the monopoly ¢r2ated by arbitrary total
suspension of use of materials,

Third, It would fmmediately Increase the revenue to $1.50 per proof gallon
on at least 35,000,000 gallons of tax-paid spirits that have to be produced new
each year for necessitous uses; and at the same thme it would leave a temporary
barrier to illlcit production, since, while the bonded goods were heing with-
drawn at the lower rate, 1lllcit production would of necessity be actuated only
to the extent of the impulse of this smaller Increase in the present rate. It
ts obvious that fn the course of time exhaustion of stocks in bond would put
all tax payments on the higher rate and thus by transition the higher rate
established for all spirits tax paid,
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The Distillers’ Securitles Corporation, a large Interest in the distilling and
distributing trade, whose subsidiary houses are miembers of the natlonal asso-
clation, nddressed a circular to Congress while thig bill was §n the Ways and
Means Committee, and by its president, Julius Kessler, Esq., suggested the
rate of $2.20 per gallon, or double the pressnt rate. It fs mpecftully submitted
that Mr. Kessler, In his anxiety to do what all distillers and deaters wish to
do, 1. e, pay all the tax possible on si)lrlts fn a time of national emergenc{,
falled to realize the cffect upon total collections of a fraud-producing rate
of tax, Patriotic effort to turn in all the tax possible should not blind elther
cc::gt:ess or the trade to the lessons of history and the conditfons of the

ntry.

Mr, Kessler in his circular also protested the material tax on new production
which had been advocated in the House by the trade organization, intended
to accomplish the same objects as the differential tax now proposed. He now
advises the writer of this memorandum that he favors the differential tax
of 20 cents per gallon extra on new production, nimed at curtalling use of
materlals in new production to necessities, and ralsing additional revenue over
the minimum rate. )

~ England has_adopted the differential principle by placing a tax of 14s. Od.
on spirits over three years of age and 16s. 9d. on spirits under three years of
age.

The trade advocates this differentinl tax of 20 cents per gallon as a solution
of the question of material conservation as well as a means of Increasing
revenue while lessening the peril of illicit production.

In conclusion, we call attention to the fact that Canada taxes distilled splrits
but $1.75 per Amerlcan proof gallon, while England taxes for goods three
years old but $2.60 per American proof gallon.

In nelther of those countries is illicit production a danger, because the
materlals are unavallable there except by importation, and at all times eapable
of Government ascertainment. The material for distillation is available
on all sides fn the United States,

The taxpaying American trade wishes to pay all the taxes possible on spirits,
but urges Congress with a)} earnestuess to place the rate, with the differential
proposed operating upon all allke, at such a point as will not destroy the
object of the increase, i. e., increased total collections. It this be done now, the
trade will at any time in the future cooperate to take a further increase, if
experience demonstrates its possibility or feasibility.

Resnectfully submitted.

NATIONAT, WIIOLESALE L1QUOR DEALERS' ASSOCIATION OF AMERICA,
By Levi CookE, General Counscl.

Sec. 301. RETROACTIVE FLOOR-STOCK TAX.

Mr. Cooxe. I would rather treat rectified spirits as a distinct propo-
sition in this bill. Then I will close the statement on the floor-tax mat-
ter. Scction 301 of the House act attempts to put the increased tax
of $1.10 per proof gallon on all stock held by dealers at the time
of the passage of the act. The criticism which I first wish to make
of that tax is that it applies not to the proof gallon of distilled
spirits in the hands of the dcaler, but the wine gallon. In other
words, a wholesale liquor dealer having 50 barrels of 80-proof
spirits is gltging to pay $1.80 increase upon each proof gallon instead
of $1.10. The tax upon the wine gallon means the laying of increase
not upon the alcoholic unit in stock, but the imposition of that in-
crease upon the added water which he put into the distilled spirits
to reduce it to 70, 80, 90, or 95 proof, and it is an inequitable method
of securing a tax to impose the increase upon the wine %allon in.
stead of ui)on the proof gallon spirits that were originally bought
by the dealer, .

Whatever increase is put upon goods in the hands of the dealer
should be imposed as distilled tax has always been imf)osed, not

upon the wine gallon but upon the proof gallon of distilled spirits.
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The dealers protest against any floor tax. Some of these men have
held the goods for years and did not anticipate being compelled to
pay a tax on them. There is one distiller that has over 8,000 bar.
rels of whisky that was tax paid 10 years ago, and to be compelled
to pay this increase proposed in the present act would certainly be
onerous, at least, and if this committee could devise some method by
which the retroactive feature of the floor-stock tax could be applied
to goods within a reasonable period of time prior to the passage of
the act the committee would be doing an equitable thing. TLat
would leave out the man who has held goods for a long period of
time with no intention or purpose of anticipating this tax. I would
be s('fry glad to submit an amendment and will do so with my memo-
randum,

I :;viill present a brief on the floor-stock tax for printing in the

The Cramman. That will be done.

The brief referred to by Mr, Cooke was subsequently submitted

and is here printed in full, as follows:)

FLOOR-STOCK TAX OoN DiISTILLED SPIRITS—SPECIAL MEMORANDUM FOR THE NaA-
TIONAL WHOLESALE LIQUOR DEALERS' ASS0CIATION REGARDING THE RETRO-
ACTIVE TAX oN DistiLrep Seirits (sec. 301, H. R, 4280).

Presented by Levl Cooke, as general counsel for the assoclation, and under
speclal authority of & trade meeting held at Pittsburgh, Pa., May 9, 1017.

STATEMENT.

Sectton 301 proposes to levy a tax equal to the increase of the distilled-
spirits tax on tax-paid goods by the wine gallon held by any dealer and in-
tended for sale, with an exemption of 60 gallons in the hands of retail dealers.

ARGUMENT,

This retroactive tax, aslde from any criticism of the principle of & retroactive
and unapportioned tax, Is very bad in its form and extent, and {o this point
is protested by the trade.

The only justificatlon of such a tax is Its proper penalizing of attempted
excessive tax payments of distllled spirits to anticipate the {ncrease In tax,
To this extent the trade can not protest such a measure, as the trade has no
wish to safeguard individuals who would thus curtail the Government’s ex-
pected increase of revenue to their own advantage. .

Nevertheless, the retroactive tax goes far beyond this point, and in two
respects works great hardship on the holding trade,

In the first place, it assesses the retroactive Increase upon the wine gallon
and not the proof gallon. The effect of this is to make tax-pald stocks subject
to a higher-per unit of alcohol tax than goods to be tax pald out of bona after
the passage of the act. Thus, an 80 per cent proof spirit in stock would pay
on the $1.10 increase per wine gallon a tax equal to $1.89 per proof gallon,
and the lower the proof the more extortionate the laying of the retroactive in.
creuse would become, All these goods were reduced in proof after tax pay-
ment at the old rate.

The retroactive tax, if laid at all, should be upon the proof gallon,

This can be accomplished by eliminating the words *“or wine gallon below
proof,” in line 19, page 9, and the words “ or wine,” In line 19, page 9.

The tax, if 1ald at all, should apply only to goods tax pafd and received by
rectifiers or dealers and still held at the time of the passage of the act, when
tax pald within a limited time before the passage of the act, as, for instance,
May 1. This would cover all excessive tax payments by indlvlciuals fntended
to cheat the Government out of the increase, in case such tax payments have
occurred, and at the same time will not cause u breaking burden to those
denlers who have habitually carrled Inrge stocks of lquors. Some of these
dealers have goods on hand, either by domestic tax payment or through im.
portation, which have been fn thelr possesston for months and years. These
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persons have had no intentlon of evading a tax increase, end to penalize them
now with this retroactive tax is a great injury.

CONCLUSBION.

The trade, therefore, most respectfully urges that the wisdom of Congress
be addr to laying the retroactive tax, if lald at all, upon the proof-gallon
measure of distilled spirits on hand, and to a lfmitation of the antedating of
the increase, so that it will not reach far back into the past and cause great
injury to the honest dealers who have long since tax pald goods at the legal
rate, neither with the hope of evading a tax increase on the one hand nor with
any hint of the peril of long afterwards belng subjected to this kind of a direct
agg rﬂ%nous :etroact(ve Impost upon thelr ordinary tax payments at the then
prevalling rate.

The trade as a whole greatly fears that the sudden odligation to taxpay all
goods In hand at an fmpost proposed as equal to original taxpayment, and
greater than orlginal taxpayment if paid on the wine gallons, would bahkrupt
many members of the trade and financially cripple so many that the trade
would be embarrassed in financing the tax to the Government for many months
to come, to say nothing of the effect upon the credit of the dealers and thelr
power to meet commerclal obligations one to another and to thelr banks.

We earnestly urge that some relief be granted in the final framing of section

Iiespectl’ully submitted.
NATIONAL WHOLESALE LIQUOR DEALERS' ASSOCIATION,
By Levi CooRE, General Counsel.

Sec. 302. SUPERTAX ON RECTIFIED DISTILLED SPIRITS.

Mr. Cooge. I wish the committee would look at section 302
[reading]:

That in addition to the tax now imposed or imposed by this act on distilled
spirits there shall he levixd, assessed, collected, andl pald a tax of 15 cents on
each wine galton aud a proportionate tax at a like rate on all fraetional parts
of such wine gallons on all distilled spirits or wines hereafter rectified, purified,
or refined fn such manuer, and on all mixtures hereafter produced fn such
manner, that the person so rectifying, purifying, refining, or mixing the same
13 n rectifier within the meaning of section thirty-two hundred and forty-four,
Revised Statutes, as amended and on all such articles in the possession of the
rectifier on the lay this nct is passed.

Then the next paragraph provides that after that rectification has
occurred and the tax has been assessed and paid on the wine gallon,
a 15-cent supertax, there shall be no further reduction of proof.
Rectification of distilled spirits is as ancient as distillation. Rec-
tification of distilled spirits originally meant the purification and
refinement of the raw, rough spirits secured in rough distillation.

They used to make the rough spirits or hi%h wine in the country;
the farmer would distill it and carry it to the rectifvin% centers of
the United States, and the present trade centers are the places where
before the war they used to rectify the high wines—in Baltimore,
Philadelphia, New York, and_Cincinnati, the chief distilled spirit
centers in this country now. The higgx wines which were about 160

roof, or about 80 per cent alcohol by volume, were taken by the

armer to the rectifying houses and they were redistilled and leeched
through charcial until the potable spirit was manufactured. In
1872 the internal-revenue laws were amended. Prior to that time
there had been every allowance made for the rectifier. In 1872 the
act was amended so as to permit continuous distillation and refine-
ment.by one operation of distillation and the Coffee still which had
been invented in France was installed in the rectifying centers of
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this country and they distilled the high wines and forced it through
the leeching tubs into the rectifying apparatus where they made it
a highly pure, sweet, palatable spirit, and that is the neutral spirit
of to-day. You can never so purify the spirit as to drive out of it the
indication of its origin. Your grain spirit at high proof, 190 proof,
95 fJel‘ cent alcohol by volume, still has its grain character. Your
molasses spirit made from molasses and driven up to that proof has
its molasses character. Those are sold to the rectifier and he takes
these refined spirits and makes them into beverage liquors, by reduc-
tion of proof, by coloring them, and by mingling them with other
spirits. The whiskies of commerce are whiskies reduced at the time
of distillation, from 160 or 170 proof, put into charred wood con-
tainers, held for six months or a year, or five or eight years, and
those whiskies take their color from the charred oak; so that your
aged whisky is nothinﬁ more or less than whisky put into a charred
oak package with the heat raised to at least 70° winter and summer,
to cook the flavor out of the charred wood, a flavor obtained which
cpélld not be put into the whisky otherwise except by a qualified rec-
titier.

Now, the great whisky business of the United States has been 75
per cent the business of mingling the fine spirits, purified, refined,
redistilled, with the aged kind of whiskies stored for a time in oak
packages in heated warehouses. The great Scotch whisky of com-
merce, which has circled the globe, is a whisky made identically after
the same fashion in Scotland where they take a malt whisk}r and age
in the highlands and bring it into the lowlands and mingle it with
the same kind of refined spirits we use here as made in the patent
still in this country. The mingling and blending of whiskies is the
art and the industry of the rectifiers of this country. A man is a
rectifier also when he makes other kinds of liquors, as when he makes
a cordial and adds sugar and some kind of fruit flavor, To put a
spirit tax upon that mingled product of the distilleries is simply to
make it impossible for the rectifier to continue his ancient and honor-
able business, which has been in existence so long as there has been
whisky in the United States, and which was, prior to use in the
patent still, a monopoly of the rectifier both in the purification of
the spirit and its later flavoring. To put 15 cents a Proof gallon
u;l))on that rectified spirit would be the imposition of a supertax
which would destroy that business because the rectifier could not
sell those spirits in competition with unblended whisky and get
away with 1t at all. This tax adds discrimination because it adds
not only that 15 cents to the rectified sizints as tax paid, but puts it
on the wine gallon. In other words, the distiller tax pays at $1.10
per proof gallon, and the second the rectifier adds a gallon of water
to his 50 gallons of spirits he has to ﬂ?]y 15 cents on the wine gallon.
A man who is not a rectifier can withdraw his spirit from bond, re-
duce the proof after tax payment, and no additional tax attaches to
Lim, but the imposition of this 15 cents upon each wine gallon for
the rectifier makes that tax on 80-proof goods, 40 per cent alcohol
und 60 per cent water, 18 or 19 cents, and you have not only driven
him out of business but yon hurt him as he departed. Those few
that would survive the imposition would be driven out of business in
six months. Every rectifier present at a meeting of the general trade
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this week at Pittsburgh, Pa., said it was an absolute destruction of
the whole rect!fymg usiness. Some of the most valuable whisky
brands in the United States are blend brands, and those are destroyed
by this bill because the goods under them can not compete with tho
production that does not take this iniquitous supertax.

For three years in Congress they have been trying to put a
supertax upon rectified spirits as if there was some reason why a
supertax should be imposed on rectified goods. It hasbeen defeated as
an unfeasible dproposxtion in taxation, and now of all times is the last
when it should be seriously urged. If you are going to raise the tax
on distilled spirits there is all the more reason you should adhere
to a method of taxation that is uniform. Tax the proof gallon and
let it come out of the distillers’ tax and leave it to the rectifier or
dealer or anyone else to treat the spirit as any other free article of
merchandise. ‘The rectifiers have long since paid an additional tax
for rectifying. They pay $200 a year if they rectify more than 500
barrels a year and they pay $100 a year if they rectify less than
that. This special tax, with the wholesale tax the rectifiers have
to pay to dispose of their finished goods, totaled more than $500,000
last year. There was a time when there was an occupation tax on
the distillers and the rectifiers. It has been taken away from the
distillers but never from the rectifiers. It is impossible to examine
the rectifiers tax with any knowledge of the distilled-spirit busi-
ness whatever and justify this supertax. Nature abhors a vacuum,
and lawmakers ought to abhor a discrimination, and this is a dis-
crimination that will destroy the rectifier. They have been good men
and you can not destroy them now. The rectifier must be preserved
if the fngric of the industry that pays the great distilled tax is to be
preserved.

In drafting this act there was a blunder made by some man, or
else this discrimination is intended to regviate the business. There
are one or two distillers in the Unitcd States who make whisky
not rectified, who have fought for a rectifiers’ tax in order to burden
their competitors, They have always said rectified distilled spirits
were impure or imitations—an absolute falschood. They are not.
There is whisky now being made in distilleries for Scotch
whisky. That is an imitation because you can not make it
except in Scotland. You could imitate any kind of whisky in the
world if you have whisky to start with. I can take a rye whisky and
imitate a bourbon, and vice versa, but vou can not say that the Erod-
uct of a rectifying house is an imitation. It is possible to make an
imitation in a rectifying house, but the food and drugs act of the
United States takes care of that, and the whole question as to the
character of the terminology of distilled spirits was settled years
ago under the food and drugs act. You can not misbrand your
product. The public is protected from adulteration by the food
and drugs act and to undertake the regulation of the whisky busi-
ness at this time in this revenue bill is the height of folly and ought
not to be indulged. Assuming this supertax is intended to accom-
plish that, we then have in this section a provision which authorizes
and indorses misbranding and adulteration, and I will show you
where that is. .

The Cramman. Where is thatt?
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Mr. Coore. If you will notice the language in the first full para-
graph on page 11, beginning with line 8 [reading]:

All distllled spirits taxable under this title shall be subject to uniform
regulatlons concerning the use thereof In the manufacture, blending, com.
pounding, mixing, marking, branding, and sale of whisky and rectifiest spirits,
and no diserimination whatsoever shall be made by reason of a difference in
the chsaracter of the material from which same may have been produced,

Is that a tax measure? Noj; that is meant to do the following:
When the food and drugs act was passed there was a general under-
standing that you could not make whisky out of molasses. Whisky
isa sram product. Yet the first case that came up under the food
and drugs act relating to whisky was a case in which certain barrels
containing alleged whisky branded “ Four Roses Whisky,” or some
such brand, were sroved to have been made from molasses, and the
Government seized those barrels of whisky and secured a decree of
condemnation for them. I spoke of molasses spirits like grain
neutral spirits that can be made in a patent still up to 190 proof.
That is made in New Orleans by the owners of a distillery there.
The whole question of whisky was very carefully gone into before
Solicitor Bowers during President Taft’s administiation; a most
exhaustive investigation was made, and they decided that whisky
could not be made out of molasses. Therefore neutral spirits from
molasses could not be blended with grain spirits to make blended
whisky. It was contended that this molasses spirit was identical
with grain spirit, and it was found it was not; that you could
not make the whisky blend with molasses spirits because you would
get a rum flavor. This distillery in New Orleans filed a bill in

nity against the collector of internal revenue to forbid him from
following the direction of that commission appointed during Presi-
dent Taft’s administration.

An injunction proce¢ding has stood from that time to this. A
temporalg injunction was granted forbidding the gaugers in the
Federal district from branding a blend of whisky and molasses as
whisky compound and calling upon them to brand it whisky blend.
That injunction has stood in the southern district of Louisiana, and
testimony has been taken under the equity rules for seme six or seven
years with great delays on the (}mrt of the plaintiff in the taking of
testimony and many t'hings tending to delay it. Testimony has been
taken in all the ﬁreat cities of the United States, in London, and in
Parifl, and is still being taken, and the question of whether you can
brand molasses spirits to signify it is whisky is still an open question
in the United States courts; but in the meantime this act takes that
case out of existence and forecloses it by saying there shall be no
lack of uniformity whatever in “the manufacture, blending, com-
pounding, mixing, marking, branding, and sale of whisky and
rectified spirits, and no diserimination whatsoever shall be made b
reason of a difference in the character of the material from whicﬁ
thtlay may have been produced.”

n other words, you can not look back and say whether this was
made out of molasses or grain. You hav: got to say it is whisky.
There is a provision that calls for misbranding under decisions
already made. The decision of the United States district court at
Baltimore, Md., has been entered, and a case is pending in the United
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States district court for the eastern district of Louisiana. I will
file a brief in relation to this question.

The Cuamay. It will be Krinted.

(The brief referred to by Mr. Cooke was subsequently submitted
and is here printed in full as follows:)

BRIEF ON DBEHALF OF THE NATIONAL WIIOLESALE LIQUOR DEALERS' ASSOCIATION
OF AMERICA, COMPRISED OF GRAIN AND MoLAssEs DISTILLERS, RECTIFIERS, AND
WHolrsAle LiQuor DEeArers, DPROTESTING AGAINST THE DISCRIMINATING
SupertAX ON Rectiriep TIQUORS.

_ DPresented by Levi Cooke as general counsel for. the National Wholesale

Liguor Deaiers' Assoclation and under special authority given by a meeting

composed of representatives of all hranches of the trade, Dittshurgh, Pa., May

0, 1017, .
PROPOSITION,

The discriminating supertax of 15 cents per wine gallon on rectifivd distilled
spirits is an extra tax over and aboye the flat distilled-spirit tax, Is inequitable,
discriminatory, and ovppressive, and would destroy the rectifying Industry. It
has no justification cither as a revenue-producing measure or as a measure of
regulation by taxation, and should be etiminated in toto.

ARGUMENT.

All distilled spirits subject to tax have hitherto, and shiould in the future, pay
a flat uniform eate per proof gatlon 1, e, that gallon of distilled spirits which
at the standard fixed by the internat-revenue laws holds one-half its volnme in
tlcoho! and one-half fts volume In water. This is the Amertean standard proot
gallon, Once the distiHed spivits are tax pald at the prevadling legal rate on
this basis, further supertaxation of particular kinds against other kinds, harass-
ing revenue regulations upon the nandling of the tax-paid artiele unrelated to
the protection of the revenue amd inequalities of tax treatment resulting from
such actions, shoulid be avolded by the lawmaking authoriy.

This Is the prime public necessity, not only to aveld those discriminations
which are hateful in asy taxing system but to avold likewise, in this particular
field, actual injury to the distilled-spirit revenue by virtue of destroying the
rectifying fndustey through which at least 70 per cent of the tax-patd beverage
llquors now reach the market.

Rectifiers already pay a specinl tax for the privileze of rectifying. This occu-
ption tax is as old as the present system of spirit taxatlon.  In the last fiseal
year the 2,003 rectifiers registerad in the United States pald $504,120.08 special
mxlcm'(-rlng their privilege to rectify and later to sell the finished rectified
product.

To make the supertax perfectly patent it {s necessary only to point out that
the House language (I1. R, 4280, scc. 302, p. 9, line 21) taxes only those spirits
the handling of which makes the handler a rectifier under the speclal taxing
statute (see. 8244, R. S.).

To make the supertax all the more drastic and destructive the tax of 15
cents is Iald not upon the proof gallon hut upon the wine gallon (p. 0, line 23).

In other words, the rectifier is compelled to tax pay at the regular rate of
tax, and then after he has rectified, for which privilege he has pald a special
t1ax, he Is compelled to tax pay again at 15 cents per wine gallon, thus paying tax
covering reductlon of proof.

The wholesale dealer who does not rectify withdraws whiskies or other
beverage spirits from bond, and reduces the proof and pays no supertax what-
ever elther on proof or wine gallons after reduction.

It Is manifest that the supertax even on proof gallons would drive the rectifier
out of business. Imposed upon the wine gallon measure the supertax is plaiply
seen as u death warrant to the rectifying Industry. ’

To illustrate the facts: Gin §s a compounded liquor, from time Immemorlal a
product of rectification. It Is a mixture of fine graln spirit at potable proof
flavored with juniper berrles. DPrior to 1872 rectification could not be done on
distillery premises. An act of that year permitted rectification in distitlerles 1
performed in patent stills in one continuous process of distillation, redistilla-

103242—17—-7
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tion, and rectification through closed pipes and vessels. To-day gin Is made
at the distillerles through closed pipes and vessels, the alcoholic vapor taking up
the gin Navor in the last doubling before condensatlon. Likewise, gin I3 made
In the rectifyving houses by redistilling tax-pald spirlts and addition of flavor
therein as at the distillery. The effect of this supertax would be to put 15
‘cents a wine gallon (at 90 proof equal to 18.6 cems per proof gallon) on the
gin made in the rectifying house by a special tax-pald rectifier In excess of
the flat tax per proof gallon pald by a distillery finished gin. The distillery
finished gin could be tax pald at the flat rate, and then reduced in proof without
any further payment. Such a supertax would crush fmmediately the manu-
facture of gins in the rectifying houses, and some of the most famous brands
oll' in \m‘ulnl he forthwith taxed out of existence, and the owners' property rights
“destroyed. T

The excuse put forward for this supertax i3 the broad statement that rectified
Hquors are imitations, or impure liquors. This Is an absolute misstatement.
The rectifylng of lquors is as ancient as distilling, Orginally all high wines
had to go to the rectifying houses to be redistilled, leached, and purified, the
flnished spirit thereafter belug flavored, colored, and blended or not, as the
case might be. The act of 1872 above mentioned permitted leaching and re-
distillation of high wines at the distllleries by the newly patented stills, and
thereafter the rectifiers bought their finished spirits tax patd at the distilleries
and confined themselves to the blending, flavoring, and coloring of the whiskies
and other liquors,

At the time of the Civil War und with the later extension of the honded
perlod distiilers found that by making heavy bodied unyefined or only partly
refined spirits amd leaving them on storage In heavily elarred oak barrels tn
heateid warchouses the spirits In course of time extracted heavy color and
much flavor from the oak wood. These whiskies came to be blemded with
refined spirits at the rectifying houses, and to-day at least 70 per cent of all
whiskles, inchuding many of the most wilely known brands in the country, are
hlends of more or less aged heavy hoilied whiskies with the Hght whiskies made
by reducing to potuable whisky proof the refined and redistilled graln spirits
proidluced in continuous ralistilling and rectifying stitls, ‘he blending, how-
ever, under section 3244, st he done by a speelal tax-paying rectificr, 1. o,
the established manufacturer of potable beverage Mquors.

The bottling-In-bond act of 1896 pernitted the hottling of distilled spirits in
hond. Distillers made Heht-bodied whiskies which by aging took color and
flavor from the barrel and could compete with blended whiskies without further
treatment or rectification, A certnin fow of these distillers, after the passage
of the food and drugs act, trled to Hmit the name whisky to unblended spirits
of the Kkind they manufacturesd and sold and to deny the name whisky to the
time-lionored refined whiskies and blended whiskies of cotmmerce.

This led to the *what s whisky ™ controversy under the food and drugs
act, which, after a most thorough investigation conducted by Solicitor General
Bowers, eciuled in a decision by President Taft in 1009, now effective as Food
Inspection Decision 113 of February 17, 1910, Department of Agriculture, by
which it was decided under the food and drugs act as follows:

“All unmixed distilled spirits from grain colored and flavored with harmless
color and favor in the customary ways, cither by the charred-barrel process
or by the aldition of harmtess color and flavor, if of potable strength and not
less than SO per cent proof, are entitled to the name whisky. If the proof be
less than SO per cent—I1. e, if more water be added—the actual proof must be
stated upon the labe), and this requirement applies as well to blends as to
compounds of whisky.

“\Whiskies of the same or different kinds—I e, straight whisky, rectified
whisky, redistilted whisky, and neutral-spirits whisky—are like substances and
mixtures of such whiskles, with or withcat harmless color or flavor used for
the purpose of coloring or fluvoring only, are blends under the law and must
be so labeled.”

Misbranding is prohibited by the food and drugs act. No tax measure Is
necessary to correct any evil of this sort in the liquor trade. In faet, imita-
tion ‘or misbranded liquors can be made in the distilleries as well as in the
rectifsing houses, as witness the manufacture of a corn whisky branded to be
sold as rye, or of an Amerlcan-made whisky distilled and branded to imitate
Irish or Scotch whisky.

To tax rectified liquors out of existence on the ground that such liquors are
mlilmttlons or fmpure is to couple libel with discriminntion and ignominy with

ustice,



REVENUE TO DEFRAY WAR EXPENSES. 99

Under any crcumstances, the entire field §s covered by the food and drugs
act and has heen specially ruled upon by the authorities thereunder, aml any
attempted regulation contrary therete {n the guise of a Jiscriminatory tax
measure woulil constitute legislative error. I'o burden a tax ineasure of the
magnitude of this with provisions of this sort is the height of bud poticy. The
rights of the question ald of all parties should not be thus endangered.

But §f this be the avoweqd object of the proviston it enacts the very thing it
pretends to eradicate,

At page 11, line &, the House bill provides that—

“AN distilled spirits under this title (1. e., rectified spirits) shall be subject
to uniform regulations concerning the use thereof in the manufacturve, blending,
componnding, . mixing, marking, -branding, and sale of whisky and rectified
spirits. and no diserimination whatsoever shall be made by reason of a dliffer-
ence In the character of material from whieh same mnay have been produced.”

This provision, as stated by J. P, McGovern, Esq., attorney for the Indus-
trin) Aleohol Co., large distillers of molasses spirits for industrial uses, Is
intended to make legal the blending of molasses spirits with whisky to be sold
as whisky. This provision amends the food and drugs act, if It is possible
for a revenue measuire to do so, and at least compels internal-revenue branding
of rum spirits as whisky. Mr. McGovern frankly stated that he wished iIn
behalf of his clients to remove the * discrimination * by which under the facts
and the law rum spirits can not now he sold as whisky and to open the
whisky market to the sale of the Industrial Ateohol Co.’s molusses spirit under
a legalized use of the name whisky.

This was ail thoroughly considered in the original * What is whisky " con-
troversy. It was then declded that whisky can only be made from grain; that
a potable spirlt from molasses Is and always hus been rum. Mr. MecGovern
(lesires statutory anuthority in a revenue act to misbrand rum spirits as
whisky. He can not be heard to complain that the existing provistons of the
food and druzs act nre a diserimination. If so all persons who are forbidden
to lmllslu'aml are discriminated against by that act in favor of the genuine
article.

No one is complaining that the restriction of the term “rum to molasses
sy rits” is a discrimination against grain spirits. In fact no molasses dis-
tiller so far us known is seeking to break down the food and drugs aet in this
way, except the Industrial Alcohot Co.,, and there are a number of molasses
distillers whe are members of this assoclation and join In this protest.

Food Inspection Decislon 113, the whisky decision nabove mentioned, expressly
provides that a mixture of whisky and molasses spirit may be bravded “A
compoundd of whisky and cane distillate,” Mr. McGovern's clients are not
forbldden to have their product used. They are only required to brand it
properiy on the facts and under the law,

Prior to the promulgation of Food Inspection Decision 113, a jury sitting in
the United States District Court in the Eastern District of Maryland, in the
case of United States v, Fifty Barrels (165 Fed., 066), condemned and for-
feited as misbranded under the food and drugs act 50 barrels of molasses spirit
branded * whisky.” . .

In case of Louislana Distillery Co. (Ltd.) et al. v. Seyburn, collector of in-
ternat revenue. Equity No. 13824, District Court Eastern District of Loulsiana,
Is now and has for several years been pending, on a bill in equity seeking to
enjoin Internal-revenue gaugers to make them gauge and brand mixtures of
whisky ani molasses spirits as * whisky, a blend ** and uninixed molasses spirits
simply as *“ whisky.,”

Testimony is being taken in this case, and has already been taken in the
chief cities of this country, and in England and France, and eventualy the suit
will go to final hearing and deerce. The Department of Justice of the United
States s defending the sult against the collector of internal revenue as one
u'rlslng under existing internal-revenuc laws and regulations and the food and
drugs act.

It is respectfully submitted that the effort fn the gulse of a technleal pro-
visfon in connection with. a discriminatory supertax on rectifled lquers, to
enact a statutory abatement of this sult, and enter a statutory deeree authorizing
the branding of molasses spirits as whisky, an artlcle universally recognized as
made from grain. {s unwarranted to the iast degree,

No one would have the temerity to seek in this bill an enactment authorizing
the branding of whisky as rum; no Interest should be permitted especlally in the
face of pending litigation in the Federal courts, to which it Is a party, to
secure congressional sanction for the branding of rum as whisky. It Is
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nothing less than seeking an amendment of the foold and drugs act to authorize
misbranding {n a particular case.

CONCLUSION,

We do not wish to dwell too long on the foregoing wmolasses spirit branding
proviston of the rectified Uquor fax section, except that it silhouettes in brief
the whole viclous character of the proposed supertax.

The rectitied liquor tax is not a revenue producing measure In any sense or
respect. It taxes rectified liquors out of existence, except to permit molasses
spirits to be misbranded as whisky and pay the rectified liquor tax for the
statutory exemption from the charge of misbranding,

Honestly branded blended whiskles and all othier products of rectification
could not carry this supertax and survive competition with other articles not
carrylng this killing inipost.

‘The proposed exemption respecting blending of whiskies more than four
years of age reduced not below 90 per cent proof is really no exemption at all,
The great blends of commerce are mixtures of different ages of graln spirits,
some partly refined and aged and some highly refined and comparatively new.
These would cease to be marketable under the diserhination,

The proof at which the blends are sold is immaterial. The tax pald proof
gallon Is present in tax pald form. Whiskies may be reduced to S0 per cent
proof for bLottling in bond for export, and the decistons recognize that down to
80 per cent proof, i. e. 40 per cent uleohol, whisky Is not adulterated by addi-
tion of too much water. Below that proof even the bottle must be branded
to show the nlcoholic strength. Mere reduction of proof Injures neither the
flat spirit tax revenue nor involves any question of adulteration or mishranding.
In any event unmixed whissles, even of the cherpest kinds known to the trade,
may be reduced to any point without Incurring (b2 supertax provided in this
section.,

Tiie Congress shonld not seek to regulate the question of the proofs at which
Jiquors are sokl by provisions in a taxing measure. A taxing measure should
rajse revenue, and not be made the vehicle for regulation of sales of articles
taxed.

Not only blended whiskies, but all liguors manufactured by rectitiers, gins,
cordials, and a host of products would be supertaxed heavily by this impost,
the lower the proportion of alcohol, the higher the proportionate tax under the
wine-gallon feature. It is the consensus of opinfon in the rectifying trade and
in the trade as a whole that the rectifying trade would be substantially de-
stroyed hy this tax, with consequent reaction at a cruclal time upon the whole
taxpaying machinery of the distllled spirit business. No revenue would be
gained from the supertax, and the general distilled spirit revenue would in-
evitably be adversely affected, while special occupation taxes from rectifiers
would be cut off,

The effort should be made to keep the distilled spirit tax on the basis of the
long-existing system, 1. e, a uniform tax upon the proof gallon of distilled
spirits tax pald, f. e, a uniforin tax per unit of alcohol. This Is all the more
mandatory at this time when a raise in the uniform tax is about to be made,

The entlre rectified spirits supertax section should be- stricken from the bill
?s discriminatory, unproductive of revenue, and destructive of the rectifying

ndustry.

Respectfully submitted.

NattoNar WHoOLESALE LiQUoR DEALERS' ASSOCIATION,
By Levi CooKEe, General Coungel.

The CuarrsaN. Mr. Cooke,t your time is up. We will now hear
Mr. McGovern. .

STATEMENT OF MR. JAMES P. McGOVERN, OF NEW YORK CITY,
gggnc,%SENTING THE UNITED STATES INDUSTRIAL ALCO-

Mr. McGovern. I represent the United States Industrial Alcohol
Co. They have two plants in New Orleans, one in Baltimore, one
in New York City, and one in Boston. We manufacture ethyl alco-

1The argument and brief of Mr, Cooke on the supertax on distilled splrit cordials
will be found on p. 514.



REVENUE TO DEFRAY WAR EXPENSES, 101

hol, or neutral spivits from cane molasses. I have also been called
upon to speak for the J)roduc‘ers of like alcohol from beet-sugar mo-
lnsses. T have listened to my friend Mr. Cooke, and the only criti-
cism I have to make of his remark is that he places himself in the
class of which Chnirman Kitchin spoke yesterday, because he knows
we have to carry the burdens of increased taxation, but he wants the
other fellow to bear it. Distilled spirits always have paid enormous
taxes, and my people are prepared to pay their share, but we want
equal treatment with others in the same industry.

At the fear of perhaps suggesting a leak, I ain informed by mem-
bers of the Ways and Means Commiittee that the provisions of this
bill were in large measure recommended by the United States Inter-
nal-Revenue Department, including the very provision of which Mr.
Cooke has last spoken as regards the removal of the discrimination
between neutral spirits, with one possible exception, and that is that
one of his cwn clients suggested the $1.10 increased distilled spirits,
tax, the Internal-Revenue Department having recommended $2.

Neutral spirits made from sugar-cane molasses and neutral spirits
made from beet-sugar molasses and neutral spirits made from grain
are chemically, physically, physiologically, and otherwise identical,
and Mr. Cooke knows the statements here made with regard to the
court records will not be confirmed by an examination——

Mr. Cooke. How is that?

Mr. McGoverx (continuing). Of the facts as I understand them.

Mr. Cooxe. All right, “as you understand them.”

Mr. McGovery. Eighty-five per cent of the product of our distil-
leries goes into use other than for beverages in the manufacture of
pharmaceutical products, medicines, flavoring extracts, food pre-
servatives, and many other things, which enter the human stomach.
We have had to meet and do meet in competition with the specifica-
tions of every department in the Federal Government. Every gal-
lon of neutral spirits used in the Department of Agriculture, in the
pure-food laboratories, for the past 10 years has been distilled by
the Purity Distilling Co., of Cambridge, Mass.,, from sugar-cane
molasses produced in Louisiana, Porto Rico, and Cuba. We had to
measure up to every chemical test to get that business. Now, Mr.
Cooke suggests that in the case of beverages neutral spirits made
from sugar-cane and beet-sugar molassses should be discriminated
against because whisky can only be made from a_grain distillate. I
believe this committee should be prepared to rely upon the recom-
mendations of the Internal-Revenue Department of this Government,
which is most conversant with this trade discrimination-—a diserimi-
nation without parallel in the history of commercinl operations in
this country. That department says that that discrimination is
ridiculous; that it never should have been permitted. to creep into”
the rectified-spirit business; that it is time to wipe it out, and they
want absolute authority in order to make all taxpayers equal before
the law, and I doubt whether there is any member of the Internal-
Revenue Department who will come before this committee and say
this man producing neutral spirits from sugar-cane molasses and
beet-sngar molasses and paying $2.20 a proof gallon, and willing to
do it, should not have the same cqual competitive and commercial
rights as the other taxpayer who produces the same stuff from an-
other raw material. )
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Senator Smrri. How are you discriminated against now?

Mr. McGovery. In this way: When the rectifier attempts to make
a rectified whisky from neutral spirits he has to reduce it to potable
shape and add coloring matter to it, and at present he must cither
use a grain distillate or he must dominate the cane distillate with
sutlicient amonunt of the grain distillate. That, in a few words, shows
the discrimination. Let us sce in the proposed revenie measure how
it is going to aflect the revenue,

Sﬁl{ator Saimir. You insist it can be made without any grain
at all’

Mr. McGovers. T insist that neutral spirits, regardless of the base
from which it is produced—whether you produce the nentral spirits
from the starch or sugar in corn or whether you produce it from an
identical sugar in cane or beet molasses-—is the same chemieal
* product; and if you can reduce one to a potable condition and add
coloring matter to it and call it whisky, we simply say onr product
should be given that same right. If neither should be called whisky,
we simply say, “All riﬁht, then; we do not want it so used.” We do
not manufacture whisky; we manufacture neutral spirvits. We have
not anything in bond. We do not suggest a graduated distilled-
spirits tax because we have $250,000,000 worth of .whisky in bond to
sreculate with. There is nothing subtle in our position.” We realize
that you have got to have revenue and that distilled spirits should
pay a large part of the revenue. We do not care for the beverage
business to any great extent, but we don’t want our goods discrimi-
nated against,

Senator Sxiti. You make that for the arts and industries?

Mr. McGoverx. For medicines, flavoring extracts, and hundreds of
other uses. There is no discriminating regarding those articles. The
United States Government to-day is getting its aleohol for powder
making from us cheaper than these other grain men conld possibly

ive it to them. We have only 10 or 15 per cent of our goods going
into the manufacture of beverages.

Let us see what will be the result. They are making their stuff
from corn. Corn is selling for $1.50 a bushel—Mr. Cooke will know
the quotations. Ile knows that although the price of molasses has
increased we are still able to make it cheaper. With reference to a
rectified-spirits tax, what will be the result? It will be that you are
not going to get any revenue unless the diseriminations are removed,
because the straight-whisky men can blend with two or more straight
whiskies without paying an rectified-spirits tax.

Senator Winriams, ‘They blend them after they have hecome aged.

Mr. McGovenx, After at least four vears. That distiller four
years ago produced that whisky from cheaper material. I am not
objecting to it if the Internal-Revenue Department thinks it is fair,
but they say if this man sells his whisky as a blend he need not pay
a rectified-spirits tax. Now we come to the rectifier. Mr. Cooke
comes along and says, “ You can make rectified-spirit whisky, but
you have 1{;ot to make it from my high-priced material; yon can not
make it from aleohol made from beet-sugar and cane-sugar mo-
lasses.” And I say that is an unjust discriminntion,
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Mr. Cooxe. Mr. McGovern has begged the whole question. He
does not deny the case is pending on the question whether molasses
spirit can be used in blending whisky. Whisky can not he made out
K.f"lllulsl»:('s, and he is attempting to acquive that privilege in this

ill.

The Cuamyax. I will have to insist that you gentlemen do not
disregard the rules. - The next subject to be treated of in the table is
beer. Proceed, Mr. Crain.

Sec. 303. BEER.

STATEMENT OF MR. ROBERT CRAIN, GENERAL COUNSEL OF THE
UNITED STATES BREWERS’ ASSOCIATION, WASHINGTON, D. C.

Mr. Cuaix. I represent more than 90 per cent of the brewers of
the country. We are 1ot here to piotest against the tax that was
recommended by the Ways and Means Committee of the Iouse. The
chairman of that committee and one or two of the members accorded
the hrewers an opportunity to appear before them.

We said to that committee then, and we say to this committee now,
that whatever tax the Congress of the United States may put upon
the brewers, after careful examination of all the facts, they will
willingly and gladly accept. I think we may say with some pride
that in times of peace the brewers have always been taxed, and in
times of distress they have been doubly taxed, and without one single
word of protest. 1 doubt whether there is a Member of Congress who
can recall when a representative of the brewers, in times wlhen this
country was in trouble, ever protested against the imposition of an
increased tax against the brewing industry. During the Spanish-
American War we paid $2 per barrel, and the tax remained through
that whole period of trouble and for a year or more after. When it
was necessary to raise an emergency tax in 1914, the brewers of the
country were taxed an extra 50 cents per barrel. .\ provision of the
bill imposing these taxes was that the tax should exist for 12 months.
At the expiration of the 12 months the tax was removed from all
articles with the exception of beer, and therefore beer has borne the
extra tax from that tine to the present day.

The Ways and Means Committee has thought it wise to impose a
tax of $2.75 a barrel. We are hopeful that even that tax, as large and
onerous as it is, can be collected. When the tax of $2 was levied at
the time of the Spanish War the cost of brewing material in the
country was at a medium figure. To-day prices have been in-
creased threefold, and to make a barrel of beer it costs more than
three times what it cost. during the days of the Spanish War tax.
It goes without saying that whatever tax is placed upon the brewers
of the country will be collected. It is somewhat of a satisfaction to
the brewers to know that never in the history of this Government has
au brewer been accused of failure to pay the whole tax imposed by the
Government, nor has any brewer been charged with the attempted
evasion of the Federal revenue tax.

I will leave a memorandum for the consideration of the committee,

The Ciramrmax. It will be printed.
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(The memorandum referred to by Mr. Crain was subsequently
submitted and is here printed in full, as follows:)

Wasnineroy, D. C., April 11, 1911.

To the Mcembers of the Ways and Mcans Commitlce of the House of Repre-

sentatives, Washinglon, D. C.

GENTIEMEN ¢ At n meeting of the trustees of the United States Brewers' As-
soclation, held April B Iast, the following resolution was adopted :

“At this critical juncture the United States Brewers' Association places
Itself unreservedly at the service of the President of the United States and
pledges him its unquatified support in any measures he may take in hehalt of
our beloved country.

si\e furiher pledge ourselves, individually and collectively, to any service
that may be deemed necessary, in order that the honor of our flag, the Integrity
of outr Natlon, and the spirit of our Institutions may be preserved.

« Resolved, That the board of trustees of this assoclation be hereby nappointed
£ committee of cooperation with full power, for the purpose of assisting the
Government in every possible way, and that-this resolution be communicated
to the President of the United States and to the Senate and to the House of
Representatives.”

A copy of this resolution was sent to the President of the United States and
coples to the Preslilent of the Senate and the Spenker of the House of Repre-
ls:.:)l(n‘gatlwes, with the request that the resolution be lald before their respective

es,

This resolution expresses the attitude of the Amerlean brewers on the ques-
tion of taxation, which your committee is now considering, The brewers at thix
time are not only willing but anxious to pay every dollar of tax that the
industry can stand, and the figures which we present are given for the informa-
tlon of the committee, to the end that the committee may be able to determine
how much tax it ought to levy in order to gain the greatest possible revenue
for the Government in this crisis, having in mind that the industry can not
exist If it is taxed beyond that point where it is unable to meet the running
expenses,

Notwithstanding the advances in price which the brewers have had to make to
the trade within the past year hecause of the enormous increase in the enst of
materfals, the average profit of a barrel of beer Is considerably less than §50
cents. (See Schedule A.)

We submit herewith for your conslderation a statement of facts, which was
presented to the Ways and Means Committee of the Sixty-fourth Congress in
April, 1916, which is revised to April 4 and 6, 1017, to show the present prices
of the raw materials specified therefn, This statement shows that the raw mate-
rials have Increased over 100 per cent, and are still advancing steadily. (See
Schedule B.)  In addition. the labor cost has advanced constiderably, while the
hours of lahor have been reduced; and the price of coal has gone up so as to
add at least 9 cents to the cost of a barrel of beer; gasoline has Increased
enormously In price.

A great factor in the popularity of beer is the low price at which ft is sold.
The standard price for a glass of heer all over the United States is § cents,
and it is probable that fully 75 per cent of all the licer §s consumed by the wage-
earning class. It may be taken for granted that any very materinl Increase in
the whotesale price of beer would he reflected at once elther in a Jump from &
cents to 10 cents a glass, or in a considerable reduction in the measure of the
glass. In other words, there Is a point beyond which the tax ean not be ralsed
with benefit to the taxing authority. If the tax is made too high, production
s curtailed automatically.

The brewers have always met willlngly all additional taxation imposed by
the Government in time of need. We submit this statement solely for the purs
pose of assisting your committee In determining how much additlonal revenue
the Government can obtain from the beer excise. You will abserve from this
statement, however, that the brewing industry i3 not as well able to stand an
fnerease in the tax as it was at the time of the Spanish War, when it was
ralsed to $2 per barrel. Whatever course your Judgment determines, we pledge
our full cooperation.

Respectfully submitted.

GuUsTAVE PaBsT.
Presiitent United States Broicers' Assaciation.
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In additlon to the revenue obtained by the Federal Governinent, it should be
stated that & large revenue is collected by the States and municipalities In the
form of license fees for the retail sale of liquor, This was estimated §n 1913 at
$109,254,044 on the basis of 115000 retall establishments. While this number
has since been reduced by the spread of prohibition territory. the average license
fee has materially Increased, so that it is reasonable to estimate the present
receipts at a round £1,000,000. The loss of this revenue would involve a radical
readjustment of the budgets of almost all our important municipalities.

* Schedule A—Income statement of 7 breweries,

« Percent | ‘
| ofearn. Net Average
Capital.  IDESOT | ggp0 earnings
Yoss on 7 loss barre,
t capital . 1915.
jinyested
! i
. ! ! Barrels. Cents
Pabst Brewing Co., Wisconsin.... 000 ¢ 3.1, 735008 $372,606.07 80.70
8t, Loals br wﬂn. Missopri..... 00 82 716,691 429,001.41 59.87
Dayton, Ohlo, brewerles, Ohlo ... ol 2,500,000 } .3 135,379 , 162,00 4.99
m«iopendent Brewing Co., Pittsburgh, Pa.. 9,000,000 | 4.8 525,458  432,767.00 2,36
Milwaukee and Chicago broweries, Wis- . ; :
consin and [ENOIS ..ve.evers reeaesoaase boro 237 8880 206,0800; 2518
Pittsburgh Brewing Co,, Pennsyl 2.7 600,809 ' 344,570.00 57,38
Kansas City breweries, Lissour 3, 500,000 7! 219,602 23,174.00 5.29

Total.eeeeerereenrennns cresorsoeennes 85,250,000 | 3.2 a,sm,szs?n,ns,masg 46,54

These are corporations whose securitles ave listed on the New York Stock Ex-
change, Thelr accounts are audited by public accountants and can therefore be
readily verifiedd. The certified accountants' veports for 1916 have not yet been

published.
Schedule B.

g Apr. 3, 1016. | Apr. 6, 1917,

t H
Malt, at New York per bushel..! $0.87-80.80 | £1.51-21.53
Corn grits, at New York.. 2.00 35

.per hundredweight. . i .00 | 3.
Rice, 1. 0. b. Chicugo...... do....|] 310-3.20  373-3.80
{

In order to manufacture beer it is necessary to have a brewery, and
in order to have a brewery it is necessary to spend a large sum of .
money. I doubt if there is a single brewery In this country that
cost less than three to four hundred thousand dollars to build and
equip, and those figures increase to millions of dollars in some in-
stances. Therefore, when the Government come to tax the product
of a brewery, the law-making power understands fully that if it de-
stroys the product of that brewery by reason of the tax, it has de-
stroyed an investment rimning into large sums of money.

(Thereupon, at 1.15 o’clock p. m., the committee took a recess until
2.30 o’clock p. m.)

AFTER RECESS.

(At 2.30 o’clock p. m. the committee reassembled, pursuant to the
taking of the recess, Senator Furnifold McL. Simmons presiding.)
The Cuamrmax. The committee will come to order. Mr. Henry
desires to make a 10-minute statement with reference to alcohol not
used as a beverage. He thinks there ought to be some differentiation
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in taxation upon alcohol not used as a beverage as against that
which is so used. We will give Mr. Henry 10 minutes.

Sec. 300. ALCOHOL.

STATEMENT OF MR. SAMUEL O. HENRY, OF PHILADELPHIA, PA,,
gﬁ%%ﬁ?gTN:ING THE NATIONAL ASSOCIATION OF RETAIL

Mvr. Hexny, M. Chairman and gentlemen of the committee, my
name is Samuel C. Henry; I live at 508 South Sixty-first street,
Philadelphia, I have the honor to represent the National .Associa-
tion of Retail Druggists, an_organization which comprises about
50,000 retail druggists in the United States. ‘

‘We realize the position in which the Congress of the United States
is placed at the present time and the necessity for additional revenue.
‘Therefore, we come before you with a specific request for considera-
tion of the question which, we believe, should at this time receive
particular consideration at your hands. In view of that, sirs, T thank
you for the courtesy extended to me, and I shall simply make a brief
statement for your consideration.

The National Association of Retail Druggists, on behalf of the
50,000 druggists of the United States, and the countless thousands of
citizens who require and consume medicines, earnestly appeals to
your honorable committee to diflerentiate between distilled spivits
used for intoxicating liquors and those indispensable in the manufac-
ture of medicines, when increasing the tax for war revenue.

Alcohol is 188 per cent proof when used for pharmaceutical and
chemical purposes. This means that the present tax of $1.10 per

allon 100 per cent proof amounts to $2.07 per gallon for alecohol used
in pharmacy and chemistry. The bill pending in the House, H. R,
4280, increases the tax to $2.20 per proof gallon, which means $4.14

er gallon for alcohol for medicinal imrposos. How can a tax of

2,20 per galion for whisky and $4.11 for alcohol for medicine be
justified before the American people? Is whisky more necessary to
the public welfare than medicine? If so, how, where, and when?

Alcohol is constantly used as a solvent or preservative by the re-
tail dm%'gist in compounding medicinal Erepamtions. Aleohol is
used in the manufacture of fluid, solid, and powdered extracts, tine-
tures, concentrations, solutions, etc., and the medical profession would
be without medicinal chemicals and similar products for the treat-
ment of disease without aleohol. Pills, tablets, mixtures, and com.
pounds, also prescribed by the doctor, could not be furnished the

ublic without alcohol. As has been pointed out in an enlightening

rief prepared by the American Drug Manufacturers’ Association,
few botanic or organic drugs in their crude state are adapted to mod-
ern medicine and could not be unless their active ingredients were
separated from their inert by the use of lacohol, the only available
solvent, This pertains with equal force to chemicals, chemical com-
pounds, alkaloids, resins, ete.

I might just incidentally remark that it has been stated that
medicinal preparations could be manufactured withont the use of
alcohol. From my knowledge gained in a course in pharmacy some
thirty-odd vears ago, and added to that the thirty-odd years' ex-
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perience in the practice of pharmacy, I have not yet learned how that
conld be done. Aleohol is nbsolutefy essential In the separation of
medicinal agents from our active drugs. ,

How can the Army and Navy, not to mention the civilian popula-
tion, be supplied with iecessary medicinals without the use of alco-
hol? Will the United States Senate impose a greater or as great a
tax on aleoho! when used for medicine as when used as whisky?
What considerations of public policy demand that such a discrimi-
nation be made in favor of the consumption of intoxicating liquors
and against the sick and afilicted?

The only argument heard in opposition to a differential between
the tax on whisky alcohol and medicine alcohol is the contention
that the Treasury Department does not know how to make such a
distinction in the administration of the law, If this be true, is it
not time that the Treasury Department should be shown how to do
this? Perhaps your honorable committee can direct it by making
the distinction clear when H. R. 4280 reaches the Senate, if the
House does not make it before that time.

The attention of your honorable committee is respectifully invited
to the phraseology of title 3 on page 8 of H. R. 4280, namely, “ War
tax on beverages.” We assume that Congress intends to make the
provisions of the act under this title entirely consistent with the
title. Accordingly, the National Association of Retail Druggists
respectfully submits for your careful consideration the following
amendment in order that the tax imposed be limited to beverages:

Amend title 3 by inserting on page 9, between lines 20 and 21, a new
section, as follows [reading] : .

Sec. 301A. That the provisions of seetions thiree hundred and three hundred
and one of this act shall not apply to distilled spirits used for sacramental,
mediclnnl, scientific, mechanical, and other nonbeverage purposes.

The effect of this amendment will be to exempt distilled spirits
from the additional tax imposed in this act, when used for other than
beverage purposes, leaving them, however, subject to the tax of $1.10

er proofp gallon imposed under existing law. In other words, alco-

ol used for medicinal and other nonbeverage purposes now bears a
tax of $2.07 per gallon, or only 13 cents less than $2.20, the tax im-
posed in this act for whisky. e .

I trust, Mr, Chairman and gentlemen, that you will give dve con-
sideration to this suggestion. I can assure you that it is not made
from any seclfish point of view. You perhaps realize as well as we
do that eventually the public has this to pay, and in view of our
constant contact with the fpnblic and various demands that are made
upon them in the way of additional taxes at the |i)resont time, we
realize that such a burden, a burden of $4.14 per gallon upon alcohol
used in the manufacture of medicinal preparations, would he a very
hard one, and, we believe, an unwarranted one on such a line of prepa-
rations, I desire to submit a brief and ask that it may be printed.

The Crairvan. That will be done.

The brief referred to by Mr. Henry was subsequently submitted

and is here printed in full, as follows:)
May 11, 1017,
Fixaxce CoMMITTEE,
United States Scenate, Washinglon, D. C.
GENTIEMEN : The National Assoelation of Itetall Druggists, on behalf of the
50,000 druggists of the United States. and the countless thousands of citizens
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who require and consume medicines, earnestly appeals to your honorable com-
mittee to differentinte between distilled spirits usad for Intoxicating liquors
and those indispensable in the manufacture of medicines when increasing the
tax for war revenue,

Alcoliol Is 188 per cent proof when used for pharmaceutical and chemlical
purposes, This means that the present tax of $1.10 per gallon 100 per cent
proof amounts to $2.07,per gallon for alcoho! used in pharmacy and chiemistry.
The bt pemding in the Mouse, H. R. 4280, increases the tax to $2.20 per
proof gallon, which means $4.14 per gallom for alcohol for medicinal purposes.
How can n tax of $220 per gallon for whisky and $1.14 for alcoho) for
medicine be justificd before the Awmerican peopte? Is whisky more necessary
to the public welfare than medicine? I so, how, where, and when?

Atcobol Is eonstaniy used as a solvent oir preservative by the retall droggist
in compounding medielnal preparations.  Alcohol is used in the manufacture of
fluld, solid, and powdered coxtracts, tinctures, concentrations, solutlons, etc.,
and the medicat professiot would be without medicinal cheinfenls nnd similae
products for the treatment of disense without alcohu), Pills, tablets, mixtures,
and compounds, also preseribed by the doctor, could not be furnished the
publie without alcohol. Asx has heen pointed out fu an enlightening brief pre-
pared by the American Drug Manufacturers’ Assoclation, few botanic or
organic drugs in thelr crude state are ndapted to modern mediclne and could
not be untess thelr active Ingredients were separated from thelr inert by the
use of alcoho), the only available solvent. This pertalns with equal force to
chemleals, cheniiea) compounds, alkalolile, resing, ele.

How can the Army and Navy. not to mentiton the civillan population, be
supplled with necessary medicinals without the use of alcohnl? Will the
United States Senate fnmpose n greater or as great a tax on aleohiol when
used for medicine as when used as whisky? What conslderations of public
poliey demand that such a diserimination be made in favor of the consumption
of intoxteating liquors and against the sick and afMicted?

The only argument heawd in opposition to a differentinl between the tux on
whisky alcohel nnd medicine alcohol s the contention that the Treasury De-
partmeni does not know how to make such a distinetion fn the administration
of the Inw. If this be true, = it uot time that the Treasury Department should
be shown how to do this? Perhaps your honorable committee can direct it by
making the distinction clear when 1, It, 4280 reaches the Senate, 1€ the Iouse
does not make it before that time.

The attention of your honorable committee is rvespectfully invited to the
phraseology of title 3 on page 8 of 11, It. 42580, namely, “ War tax on beverages.”
We assume that Congress inteiuls to make the provisions of the act under this
title entirely consistent with the title. .Accordingly, the Natfonal Assoclation
of Retall Druggists respectfully submits for yonr careful conslderation the fol-
lowing amendment in order that the tax imposed be limited to beverages.

Amend title 3. “ War tax on beverages, Unlon Calendar No. 19, H. R, 4280,”
by inserting on page 9 hetween lines 20 and 21 a new scction, as follows:

“ Skc, 301A, That the provisions of sections three hundred and three hundred
and one of this act shall not apply te distilled spirits used for sacramental,
mediclnnl, scientific, mechanleal, and other nonbeverage purposes.”

The cffect of this amendment will be to exempt distilled spirits from the
additional tax imposed in this anet when used for other than beverage pur-
poses, leaving them, however. subject to the tax of $1.10 per proof gallon im-
posed under existing law. In other words, alcohol used for medicingl and
other nonheverage purposes now bears n tax of $2.07 per gallon. or only 13
cents less than $2.20, the tax Imposed in this act for whisky.

Very respectfully,
Samuer €, HENRY,
Chairman Legislative Committee.
SUGENE C. BROKMEYER,
Counscl,

Mr. Hexry. I thank you, Mr. Chairman and gentlemen.

The CuairyMan. The next subject is ¢ Wines.

Mr, Crawsox, Mr. Chairman, might I suggest that you hear from
the flavoring-extract people and what they have to say at this time,
it being right in the same line with what Mr. Henry has just stated?

The Cuairmax. Very well: if there is no objection to that, we will
hear from the flavoring extracts at this time.
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Senator S»oor. Will not the same argument made by Mr. Henry
apply to all extracts? . . ' )
fr. Crawsox. Not quite, sir; very nearly, in a good many in-
stances.
The CuairyMan. This finishes ﬁay'oring extracts.

ADDITIONAL BRIEFS RELATING TO WAR TAX ON BEVERAGES
FILED WITH THE COMMITTEE.

Letter from Mr. H. R. Shehan, Secretary of the Wildroot Chemical Co,,
Buffalo, N. Y.

Butraro, N, Y., Jay 10, 1917.
Mr. Joun Suare WiLnLiaMs, o
Member United States Senate, Washington, D. C.

DEeaR Sie: From_ to-day’s press we have noted that the Ways and Means
Committee of the House of Representatives have made the recommendation for
taxation to help finance our present war.

From this information we find that it Is proposed to increasc the Internal-
revenue tax on distilled spirits 00 cents per proof gallon. In our businéss we
use alcohol of 188 proof, and this fucrease would mean an advance of §1.692
on each and every wine galion, This amount woulld be aidded to the present
tax of $1.10 per proof gallon, which would give our Government £3.76 per
gallon on every gullon of aleohn) used from manufacturing our preparation.
This will make such an increase in eost of preparations such as ours, as the
cost wiil be so great that we can not afford to use aleoho). Thls would cause
a large loss to the Govermment fnstend of an Increase in revenue, and, in aldi-
tion, will cripple industries such as our own.

We also note it is recommenidad that sehedule B he reepactel, which is a tax
of 5 per cent on our bushiess, if this scheihule s applied in the same manner
as {t was applled herctofore. We hope y¥ou wilt use every effort to have it so
written that consumer will pay this tax when the article is purchased, aml in
this way the tax will be distributed, aud the burden taken from a few manu-
facturers and placed on the public in general.

We know that «ll manufacturers in onr line will be In siceord with us atong
thiese lines.

We wish to say that we are ready, willing, and anxlous to help our Govern-
ment hear this hurden of taxation, and do all in our power In so far as we are
qualified at this critical {ime. We wHI he only too glad to double our income
tax, excess-profit tax. fnerease postnge rates, and in general any or all addi-
tional tax so long as they are falrly and justly distributed, but we think that
fndustries sueh as onrsclves should be permitted to purchase aleohol withont
being obliged to pay such a tremendous tax, as we are operating a legitimate
husiness, and have heen amd are now paying a large revenue to onr Government
in alcohol tax.

Using our last year’s figures as a basis, we woulld advise that the proposed
increase in tax on aleohol would amounnt to $40.000 for us, nnd if the schedule
B Is reenacted it will mean another $15,000, or a total of $55,000 tax from our
husiness. Please note that this is additional taxation, as at the present time
we are paying $50,000 internal revenue tax on alcohol per year,

We are submitting these figures to you with the earnest request that you will
use your efforts to relleve us of a burden that is altogether too heavy, and en-
deavor If possible to keep the uleohol tax as it is for business of our character
and distribute the stamp toxes as indleated, allowing us to pay Increases on
fncomes, two, three, or four times what they are at present, taxes on excess
profits, taxes on capital stock, postage, ete.

Very traly, yours, H. R. SHEHAN, Scerclary.

Letter from Mr, James M. George, Secretary of the Interstate Manufacturers’
Association.

To the honorable F. M. Simyoxs (CHARMAN) AND MEMDERS OF THE FINANCE
COMMITTEE OF THE SENATE OF THE UNITED STATES !
OBJECTIONS TO CERTAIN PROVISIONS OF TIHE WAR REVENUE BILL.

The Interstate Manufacturers’ Assoclation wishes to protest, first, to the
5 per cent gross-sales tax, contained In Title VI, and, second, to the Increased
tax on aleohol not used for beverages.
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This assoclation is composed of manufacturers of household remedies, veteri-
nary remedies, spices, flavoring extracts. soaps, tollet articles, and similar
articles.  The entire output of these manufacturers is sold to men who go
from house to house in rural communitles selling these goods on a e¢ash and
credit basis, on thelr own account, to consumers. There are about 30 mmanufac-
turers engaged in this line of business (n the United States, doing a total annual
busiuess roughly estimatad at frim twenty to thirty millions of dollars. Not
all of these cumpanies, however, are members of this assoctation, but all of
thein do busiuess on a similar plan aud carry an ahinost klentleal list of articles.
The competition in this particalin method of business being very keen, prac-
tically all of the articles of the different manufacturers have been standardized
as to yuantity and quality, and the cost of manufacture for exch concern is about
the same.

Inasmuch as there seems to be a deavth of speeitie information in the hands
of Members of Congress as to just exactly what these taxes will do to the
medicine business in general, and oars in particutar, this opportunity is taken
to present further light on the subje«t.

The followlng data applles only to the manuficcturers who sell to traveling
salesten, or ** wagen men,” as they are commonty known in the countey.

On $100,000 worth of sales to the retailer unule up of the following ftews in
the percentages given—household remedies, 33.83 per cent; veterinary remedies,
14.71 per cent: toilet articles, 17.33 per cent; flavoring extracts, 20 per cent;
spices, 12,00 per cent: miscellaneous. LT3 per cent—the 3 per cent gross sales
tax would be §3,258.50; the increased tax on nleohol wonld be $5,051.23, and
the 10 per cent ad valorem duty woeuld add ar least $1.000, making a total bur-
den of $10,219.75 in additlon to the advertising tax, increased postage, freight
amd express rates. and other ftems of the bill, This constitutes u little over 10
per cent of the gross sales, and these figures would be higher were it not for
the fact that about 20 per cent of the items included in the $100,000 sales illus-
tration do not contain alcohol, and do not come under the 3 per cent gross
sales tax.

Referring to specific articles covered by both taxes. the figures are even more
startling. A linlent that sold at $3.60 per dozen before the war now sells at
$4.25, which is an Increase to the retailer of 1S per cent; a piain application has
been increased from $5.20 to $6 per dozen, nuking a 15 per cent raise. Lemon
extract, which, of course, will be subject to the 5 per cent gross sales tax, sold
at §2.25. now sells at $2.60, making a 135 per cent increase. Should the first
article mentioned be subjected to two proposed taxes, the fnereased cost would
be $1.20 per dozen, which, added to the present price, would be $3.54 per dozen,
or n 30 per cent Increase; on the second item, $2.02 per dozen, being added
would make $8.02, or 34 per cent raise; on the third item, 85 cents per dozen
being added would make $3.45, or a 32 per cent raise.

Should the burden of the alcohol and § per cent gross sales taxes be passed
on, the raise In wholesale prices since June, 1014, on liniment would be 48
per cent; on pain application, 49 per cent; and on lemon extract, 47 per ceat.
These three items are selected as an fllustration because of the fact that they
are the three ftems in which the volume of sale is heaviest and they are
fairly representative of the entire line,

Your attention is here called to the fact that a $1.10 tax per proof gallon
anounts to a $2.08 tax per 188 proof gallon, which is the quality of alcohol
used In the manufacture of medicines and extracts.

It might be well to also state here that this $100,000 unit or illustration
is already carrying a revenue tax on alcohol of $3,951.25, which is a tax of
nearly 6 per cent.

Should the proposed schedule of taxes on’ alcohol, gross sales, and ad
valorem, alone become a law, the business would have to carry or pass on a
16 per cent tax on gross sales. This percentage iIs arrived at by adding the
present tax on alcohol of approximately 5.9 per cent to the 10.2 per cent tax
under the gross sales, alcohol and ad valorem tax provisions of the proposed
hill. This does not contemplate any of the tax provistons relating to freight,
express, postage, advertising, and other items.

It can be safely sald that no business In Ameciea can stand such a tax
burden, and this in addition to the general provisions of the hlll, and the greatly
fnereased cost of raw drug materlals caused by the cutting off of the European
supply. While the assoclation comprises but a small number of the medicine
manufacturers in the United States, we are in no worse condition than the rest
of the Industry. Part of the increased cost since 1014 has been borne by the
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manufacturer and part by the dealer, and little, if any, has been passed to the
consumer. But with thils Increase, neither the manufacturer nor the dealer
can carry it, and an effort must necessarily be made to shioulder it onto the
consumer.

Trade conditions In this Industry have been in a deplorable state since early
in 1915, ‘The Increasing shortage In raw mateérials continues with a cor-
responding increase fn price to the manufacturer. The increase in wholesale
prices made generally in March, 1017, has already produced a noticeable effect
in the volume of sales, and nn attempt to pass this proposed Increase on would
result §n disaster, equally as bad as an attempt on the part of the manufacturer
to carry it himself.

The net éarning of the different members of the association Is ahont 10 per
cent, or, In other words, $10,000 on each $100,000 of- sales, The Incréase In
taxes under Title VI, the alcohol tax and the ad valorem tax, amounts to
$10,210.75 on this same volume of bhusiness, consequently the tax figures exceed
this profit by $210.73. These manufacturers have for years depended upon
volume with a small profit margin as a means of prodacing carnings. The
proposed bill will undoubtedly cut down the volume of sales and completely
take away the margin of profit. Companles not having n powerful reserve wilt
probably fatl; those who come through will have lost money. This suggests
the thought that the average buslness man will hesitate to invest any of his
reserve funds in liberty bonds when such funds may be necessary to meet the
burdens imposed under the pending revemie measure,

Equitable taxation does not affect the prosperity of the country. Ocecupation
taxes, a small gross-husiness tax, an increased tax on net incomes, tnxes on
dogs and other pets, and simllar taxes can well be horane without affecting indus-
tries and trade conditions. Certalnly this fs the thne of all tirnes when trade
comlitions shoulil remain normal,

Apparently no sound reason can he advanced for the 5 per cent gross-sales
tax on the industries selected for that burden, and the aleohol tax as applied
to aleohol used for other than heverage purposes is manifestly unfair. Of all
the industrles covered by Title VI, manufacturers of medicine, perfumes, ex-
tracts, nnd toflet articlex are the hardest hit, for they must also bear the tax
of $4,1G per 188 proof gallon on alecohol. which Is used to a large extent.

What would happen if a § per cent gross-sales tax were placed on all busi-
ness? The answer Is dlsaster. Why, then, should a few indusiries be selected
for this fate? The data given above conclusively shows that such will be the
result. ond it is hoped that knowledge of the actual facts will have its influence
on the committee and Members of Congress.

Respectfully submitted.

THE INTERSTATE MANUFACTURERS' ASSOCIATION,
By JaMmes M. GEORGE, Secretary.,

Raseion Hover, May 21, 1917,

Letter from Mr. C. P, Sauer, President of the 0. F. Sauer Co., of Richmonad, Va,

Ricusoxn, Va., May 15 1917,
Hon. Furxtrorp Mcl.. SIMMONS,
Washington, D, €.

Hoxorabpire-Sig: Appreciating that your time Is taken up and that your com-
mittee will probably cripple a good many husinesses on aceount of not having
enongh thme, we would like for you to take the follawing facts into consideratin:

We take for granted that you will put up the tux on aleohol or spirits, which
;\”(;’ are c;)mpellcd to u<e in our business. to ahout $4.25 per gallon, hased on

proof.

\Ve only ask, for the interest of ourselves as well as manufacturers all over
the country, that you separate alcohol for culinary and cominercial purposes
from whisky. .

As far as we know you may declde in the very near future to do away with
whisky entirely, and then our industry ns well as others vould he left high
and dry, or someone might declde to put whisky up to £3 per gation, and in
that case we would have to pay $£10.

Second. It has been intimated that your committee contemplates dating this
bill back to May 10. We can not understand how you can do anything of this
Kind; it would not be fair. We have nearly £100.000 worth of business in our
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house which was taken lately and before there was any reason to think alcohol
would be put on a higher basis. We wlll have no way of collecting the extra
tax, as the blll has not even been passed as yet.

Third, Under your proposed tax the 23-cent bottle of flavoring extracts with
the dutles on oils, ete,, will be taxed $10 per gross, and the 10-cent bottle will
have approximately $3.50 per gross in taxes. This makes it not only the highest
taxed food product in the United States, but we belleve in the world. Our
average profits on bottled extracts for the past couple of years has been about
3 per cent, so you can see there is no room for greater taxes.

We will have to say to the people that the Government puis a tax on us of
1,600 per cent based on normal cost of raw waterial, which s less than 23
cents per galln, based 190 proof, or more than $4 per gallon in taxes.

~ We are wil'ing to put ourselves on record that your bill, with the excess tax,

wlil bring in less vevenue than the lower tax. Why? DBecause the working
class and the poor colored man will not pay 15 cents for the small 10-cent
bl(:‘ttle, but will turn to the substitutes which pay the Government hardly any-
thing. .

The baker s not compelled to use alcohol, and will turn to all kiuds of
cmulstons, fakes and everything else. The legitimate extract manufacturer
who puts up high-class goods and pays the Government a revenue of nearly
$5 per gallon In u great many Instanees, will suffer, his husiness will decline,
and substitutes will prosper nccordingly,

We have heen In the business for over a quarter century and have bullt up
the largest sale on 10-cent extracts, We are no longer able to market them.
under your bl they would have to go to at least 13 cents. Nelther can we
market a 2-ounce bottle for 23 cents with a $10 tax on lemon,

Not only this, but you are disturbing conditlons of living more than js
necessary, without compensuting returns to the Government,

We also note on page 14, section 30837, you have a special tax of 10 per
cent on all tlavors sold by soda fountains, imttllng establishments, and other
stmilar places. This would hardly be fair, with the increase on alevhol. It
would make tlie tax on aleohol. with the speclal tax of 10 per cent, about $3
on 1 gallon of lenon, and jt would have to scll for at least $10. while it «an
he bought to-day for around $6. We slo not think vour committee has noticed
this. The tax should be specitie, if at all,

We are alt ready and willing to o our part. hut we feel that yout have msule
it big mistake on alcohol.

Yours, very truly,
THE C. F. Sauer Co.,
C. F. Saver, President.

Statement of Clarence True Wilson, General Secretary of the Board of Tem-
perance, Prohibition, and Public Morals of the Methodist Episcopal Church,
Washington, D. C.,, Regarding the Proposed Increase of the Revenue from
Alcoholioc Beverages.

It is with very gmreat regret that I feel it my duty in the name of the Metho-
dists of the United States to ask your careful conslideration of the consequences
of Inereasing the revenue to be derived from the manufacture aml sale of
aleoholle lquors, .

The retail liquor bill of the United States at the minfmum figure Is very
nearly $2.000,000,000, and a fair estimate would place it at two and one-half
billtons. If this expenditure could he turned into legitlmate chiannels or into
savings, it would take care of the recent bond issue offered to the publie,

As a church we belleve that the exigencies of the war situation demand
immediate prohibition, at least for such time as the war shall last. The senti-
ment for such action over the country is overwhelming, but if the Government
now increases the revenue from this vice not only will the diflicultlies facing
war prohibitlon he quadrupled. but In case prohibition is adopted the fiscal
policy wilt be disturbed. We should net lose sight of the fact that the liquor
traffic has bullt up its present power for evil upon the action taken by a war
Congress in 1862.

There never was a moie wanton and fmpudent falsehiood than the pretense
of the men engaged fu the liquor trade that they pay a tax to the Federal
Government. They do not pay one cent of it. Drinkers pay the tax, and only
drinkers, for to the price of what they buy is added the * tax* which is really
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the share of the United States Government in the profits.  Those who pay the
tax are the washerwoiien, who bend long hours over the steaming tubs, the
women who wait with hitter anxicty for the coming of drunken hushands. The
tax is pald not only I golld, but fn Dlood and tears.

The opinions of various liquor dealers on this question may he judged from
the following quotatiohs:

“The most eflective weapon with which to fight prohibition Is a high
license,”—J. M. Atherton, liquor dealer, Louisville, Ky,

“ Advoeate hilgh deense, Don't think that you can silence the pulpit, but you
can induce snme of them to ;aulvocute hizh leense on moral grounds,”—3\ pub-
lished letter of Deveraux & Morsede, Hauor dealers, Boston,

“A llcense law * 2 2 makes the business more respectable.—DPeter E.
Iler, brewer, Omaha, Nebr., . - ; : i

“The retafl Hauor dealers of the State of Indiana, or of any other State in
the Union, stand higher morally than any preacher or priest In the land. Why?
Beeause they hold a certificate from the Government of i goml moral c¢har-
acter,”—Our Standard, Hauor jouraal, Indianapolls, Tud

All of these quotations are old, They prove conclusively that, from the very
beginning, the liquor trade hus realized, in the words of a prominent whole-
sitle whisky man., * The business should be taxed to the utmost it wHl stand
if lts own safety is to be assured.”

There are quotations not so okl.  In 1014, when the llquor tax was increased,
the Liheral Advoeate declared that the proposed fnerease in the Federal tax on
heer and whisky would “sound the death knell of ederal prohibition,” The
Advocate asserted that the imposition of an additional tax wiil he an indorse-
ment of the liquor trade by Uncle Sam. In part, this editorlal sali:

“The war special revenute bitl hias sonnded the death koell of Federal prohl.
bition for a few years at any rate. The Government can not obtain taxes from
Hquor and prohibit it at one and the same time, The passage of the addi-
tional revenue bill stops for the time helng all effective work In behalf of
Federal prohibition. If the protection given the brewing and distilling in-
dustries Is sufficient fnducement to the magnates of those industries to cause
them to regard high taxatlon as a benefit rather than a burden, both Republi-
can and Democrat candidates who want the wet vote will probably vote con-
spicuously for the revenue measure.”

At that time Justice, the organ of the liquor trade in New Jersey, haileq? the
proposed Increase in the Hquor tax with these headlines:

“ Hobson measure doomed to defeat—Exigencles of war situation final blow
to amendment that has agitated lHquor industry of the country.”

That part of the dally press which is Inclineld to deal with the situation
frankly then saw good cause for the jubilation of the llquor dealers. The
Washington Post declared in headlines:

“War tax will likely set back prohibition a few years, at least—Government
can not obtaln revenue on hrewed and distilled liquors and prohibit their use
at the same time—Situation new bulwark for manufacturers.”

Sald the Champlon of Fair Play of September 12, 1014, organ of the Iilinois
Hquor dealers:

““The wets in Congress wilt not oppose an fncrease on liquor and beer taxes,
providing some guaranty is made that this constant and nonsensical fight on
the Mqguor interests s stopped for a definite time, The time makes little differ-
ep2e, Just so the time is definite.” .

It continues: * Oh, but this prohibition crowd Is a hummer! You have all
heard of the dry leader standing up in the market places and saying that
money dderiverld from liquor s tainted and that it should not be necepted by
Uncle Sam. During the last couple of weeks many of those same leaders have
Intimated that the Government now should take double the amount of the
tainted money by doubling the tax on beer and liquor. Consistency on the part
of the prohibitionists Is « fraud.”

Any honest and well-informed temperance man must agree with the lquor
press and the dally press that the proposed war tax fs a great haven of refuge
for the threatened liquor trade,

It is beeause of these things that we are very deeply concerned over the
proposal to increase again the tax on lquors. I o not think there Is the
slightest doubt that sooner or later the people are going to make this a dry
war, and I think the Congress of the United States should consider that proha-
billty in shaping its financial program.

103242—317—S



114 REVENUE TO DEFRAY WAR EXPENSES,

Letter Signed by the Legislative Committee of the Anti-Saloon League of
America Submitting Certain Reasons Why There Should Be No In-
creased War Tax on Liquor,

NaTioNatL LEGISLATIVE COMMITTEE,
THE ANTI-SALOON LEAGUE OF AMERICA,
Washington, D..C.

To the members of the Finance Committee of the Senate of the United States.

GEXTLEMEN ¢ As representatives of the Anti-Saloon League of America on
behalf of the churchies and prohibition forces fighting for ndvanced prohibition
legistution, we respectfully submit to your cenmnittee the foilowing rea~ons why
_ there should be no increased-war tox on liquor:- . :

1. We belleve {hat the time has come wlien the Government should release
itself from further obligations to the lquor trafic rather than Increase such
obligations, Increased revenue from the liquor traflic puts the Government, as
Dr: Cramer. ex-member of the board of health of Cincinnatl, says, “In the
posmol’a’ of the scarlet woman who refuses to reform because she needs the
money,

2. The experlence of this Natlon at the close of the Civil War shoibl he an
rdeoquate warning to thoxe who are opposed to the Jquor traflic.  Because the
National Governnient needed revenue 'restdent Lincoln was finally persuaded
to agrce to a Federal liquor tax, but with the understanting it woulll he re-
pealed at the close of the war, Having once glied this foothold, the lguer
interests aliled in having it retatned. Through the years it has acted as a
subtle bribe to the conscience of a part of our citizenship and has hindered
the progress of prohibition.

3. The increased tax may furnish an excuse for some to vote against the
peading measuves to prohibit the use of grain for making liguor during the
war, The present food situatlon demnnds such legislation, amd a taxation
measure which would temd to hinder fts passage should uot be aadopted by the
Government.

4, It any tax Is to be placed on the liquor traflic, we respectfully secommendd
that it be a prohibitive tax. Te raisce revenue in a war for hununity from
the viethax of a traflic which destroys humanity is inconsistent In principle
and practice. If this prohibitive tax or a more direct plan to conserve the
food supply or to adopt war prohthition is accepted, it will naturally requive
that the revenue produced from the traflic shall be ralsed from somle other
source,

3. There are other means for ralsing vevenne, If your committee do not
readily find thewn, we respectfully submit that an increase in the hond issue
world meet this stfuation, The coming gencerations will be «quald beneliciaries
of this policy which dissolves the relatlonship between the